Costello‘s Home Buying Guide

Buying a house isn't something you do everyday and it's likely to be the biggest thing you ever pay for.
The following is a simple Home Buying guide covering many of the professionals, their roles and terms you will need to understand during the home buying process. If we have omitted anything which could be useful to others, please contact us. 

The first thing you really should do is establish what you have saved for the deposit, currently earn and can borrow. Costello Financial Services can do the sums for you. 

The minimum deposit is currently 20%, (smaller deposit loans can be obtained - at extra cost), although more or less might be required for a particular property or lender. You need to show that you have saved at least 5% of your deposit, and can include gifts from others as part of your deposit. You may also be eligible for a contribution to your deposit if you have contributed to KiwiSaver for over 3 years. (See www.retire.co.nz for more detail).

We also suggest all other debts be cleared such as personal loans, HP or credit cards or included in the loan. A student loan does not really affect your house buying abilities because it is long term. 


Each lender has its own criteria, and Costello Financial Services can guide you so that you meet the criteria of the chosen lender. We may also be able to obtain contributions towards legal costs, and of course we waive application fees. The aim should be to establish the price range that you can afford before starting your search. 

We recommend you read the notes enclosed on Residential Mortgages for an understanding of the mortgage options and Mortgages – Ways to Save. 


The BIG Search

For some, this is the most enjoyable part. Remember however that you may have to live with your decisions for many years, so do your homework.

We suggest that you try and see 50 houses before reaching a decision. You may then purchase the 5th house you saw, and know that you are getting good value. 

Select the area in which you wish to live, (close to work, schools, sports, family etc), and check the newspapers, magazines and agency windows for your price range. Get a feel for the area. Drive around on the weekend, and check local public transport, shops, sports facilities and schools. Visit the Open Homes.

Now start looking at specific homes. If you find a house and it might fit, things to check are:

The "Big Six"

These are : SUN, SHELTER, PRIVACY, VIEWS, FLAT LAND and PARKING.

Check out the neighbourhood

You would be amazed at the amount of extra information you can get by paying a friendly visit to your potential neighbours. Go and knock on doors and introduce yourself. Say that you're thinking of buying the house next door.

Then ask a simple open-ended question like "I was wondering what the bus service is like around here..." The vast majority of people are more than happy to have a five minute chat with you on the doorstep. If you do buy the property, you've saved yourself the introductions already.


Maybe more importantly, you will be surprised at how much the neighbours know what's going on next door. They may let slip some really vital information like how long the property has been on the market, why the vendors are selling, or why they dislike the owners so much (listen carefully for the underlying message... you may decide to stay well away!!)

Go back to the property several times

Isn’t it strange how some properties have open homes only from 10am to 11am? 


There is often a legitimate reason. Go back to the same property at 3pm and its probably sitting in deep shade. Agents are there to sell you the property, not show you the weaknesses. That's up to you to spot for yourself. One thing that's really annoying is no sun when all your neighbours are getting it.

Visit the property at 10am, 1pm, 4pm and maybe even 7pm in the summer months. Have a really good look each time at where the sun is, and how it has moved across the sky. Think about how different this will be in summer/winter when the sun is further north or south. Sunlight indoors can usually be improved by installing skylights.

Look for potential to improve value

Most of us are easily influenced creatures and are swayed by first impressions. However, you would do well to put aside your preconceived ideas about the perfect house, and think more about where you could make slight changes to improve the overall appearance.

Sometimes just a fresh paint job can improve a property remarkably. The secret is that because you are one of the 10% who has spotted the potential, once the work is completed you have all 90% of us others who now think the property is superb and we should pay you back handsomely for your foresight


Get a building inspection done

It's an old cliché but "your home is your biggest asset". You don't want that asset to start costing you money as soon as you move in. A thorough building inspection will cover all aspects of both the interior and exterior of the property. Ask your inspector how detailed his report is. Inspection reports vary tremendously from:

1. A simple tick the box report...
Probably not worth spending your money on, your dad could probably do better! 

2. A narrative report on the exterior and interior condition...
Better, but the comments should be detailed. 

3. A narrative report similar to the above, including an estimate for repairs cost...
The BEST. 

An inspector should spend at least 1 hour on site. They need this amount of time to cover all the bases. Any less and you should be suspect of short cuts.

Ask lots of questions of the agent/owner

The agent must tell you the truth. They can be held for misrepresentation if any of their statements about the property are proven incorrect. Thus it is in your interest to ask them as much as you can. Often the reply will be that "they don't know" or "you will have to check that out for yourself".

Do not assume that the agent will have a comprehensive knowledge of the property. They are there to sell the property for the owner at the best price possible. A good question is to ask them is "How do they justify the asking price". See if the agent can provide you with a list of recent sales in the local area.

The owner may not tell you the full story.

Bargains

Regardless of the market (buyers or sellers), there are always potential bargains. These may be the result of a forced sale due to death, debts or divorce. In these situations you are much more likely to find a motivated vendor who is keen to sell, perhaps at below true market value. You need to know the market and be ready to buy to get them.  

Check how long the property has been on the market and the vendors motivations for selling. Other opportunities include properties that have been poorly marketed, private sales, and properties where the vendor is already under contract for another property.

Many owners?

Check with the neighbours or the property's Title. You can get a copy from the Land Information Office. Has the property had more than four or five owners in the last ten years? Why?

Perhaps the property only suits a certain lifestyle and people tend to grow out of it. Not much reason for concern but remember that this might just be the case for you too. Much worse...perhaps there is a specific problem which doesn't rear its ugly head until the depths of winter. Have a very close look and forward think about any property which has had a number of recent successive owners.

Location, Location, Location

Remember that better locations lead to more demand from buyers. This in turn means that property prices are generally higher, but the properties are easier to sell when you need to, and there is generally a higher capital growth over time in these locations. High demand locations have good schools, transport, shopping and entertainment.

Home Buyers Inspection List 

What to look for... 

· Sufficient storage space in kitchen, bedrooms and outside 

· Level floors and sound piling 

· Good water pressure (turn on taps and shower, flush the toilet) 

· Insulation (check for batts or other insulation above the ceiling and under the floor) 

· Chattels that are to remain (e.g. heaters, carpet, curtains, dishwasher, etc.), and make sure they are included in any agreement 

· Check the boundaries and compare to the Title 

· Check the current valuation of the house and property. You can do this online, see www.quotable.co.nz
What to be aware of... 

· Traffic, aeroplane or industrial noise 

· Noisy or troublesome neighbours 

· House movement (look for cracked window sills or walls) 

· Dampness (smell and/or mildew) 

· Leaking roof, windows or walls, (look for stains on wallpaper or ceilings, check in access space above ceiling and look for rust or light coming through holes in roofing) 

· Zoning restrictions or major redevelopment plans (check with local authorities) 

· Potential flooding or slipping (look at banks and streams, check for erosion) 

· Old or worn electrical wiring (check the meter box - a tangle of old worn wires is a bad sign). Does the owner have an Electrical Certificate.

· Structural defects (check alterations to things like basements and verandahs - often they do not comply with building codes). Check the LIMs report.

· Alterations to properties which do not appear on cross-lease flats' plans 

· Check for dry rot and borer - test the floor boards 

· Check the piles and foundations for movement and material. If wooden piles - may need to be replaced.

· Check the hot water cylinder date and condition. (This can sometimes show you the age of the property).

Remember - repairs can be a major expense. If appropriate, ask the real estate agent to negotiate with the vendor to make repairs or deduct these costs from the asking price. You can also seek independent advice or a second opinion before making a final commitment to buying a particular property. 

Crosslease v Freehold
Cross-lease Titles are a type of tenure where the relationship between the co-owners is often not fully understood, and where there may be important discrepancies on the Flats Plans associated with the Titles. Cross-lease Titles are very common in the Auckland market, and feature in other parts of the country too.

The most common type of Cross-lease is a Freehold Cross-lease Title. The easiest explanation of how this works is by way of an example. Take a typical block of four flats (Units 1, 2, 3 and 4) that are each owned by a different person (lets call the owners A, B, C and D). Together owners A, B, C and D own the freehold land as 'tenants in common', that is they each own an "undivided" ¼ share. They cannot do anything with the land without all agreeing. They each lease their units from each other on the same terms, typically for a period of 999 years (to near infinity). For example Unit 1 is owned exclusively by owner A.  Without invitation, owners B, C and D have no rights to Unit 1 and likewise owner A has no rights to Units 2, 3 and 4. If owner A wants to make any external changes to Unit 1, she must gain the permission of owners B, C and D before she starts.

When comparing Cross-lease Titles, some are very basic, while others are more complex, but perhaps convey greater rights to the owners. Where the outdoor area is shown as 'common' on the flats plan, all owners have equal rights to use it. That is, you could have a picnic on the lawn area outside your neighbour’s window if it is a common area.  Other areas are clearly marked 'exclusive use' such as for courtyards that accompany each unit, and allocated parking or garaging.

Common issues and misconceptions that are often encountered are:

· The belief that you can extend the home without the need to obtain permission from your co-owner(s) in the Cross-lease. You should not change the external boundaries of your property without permission of your co-owners; 

· Additions to the home or additional buildings on the site that are not shown on the Flats Plan. When alterations are undertaken, in addition to all necessary Council consents and completion certificates, it is essential to have the Flats Plan re-drawn to reflect the changes. This can be done at any stage, but until it is undertaken it creates a 'defect of Title'. An incorrect Flats Plan can reduce the saleability of a property, as any switched on purchaser will want the situation either rectified or will discount the price they are willing to pay, as they will want to rectify the situation themselves. If the consent of the co-owners was not obtained before the works were completed, or required Council consents were not obtained, the additions may have to be removed; 

· Fencing off parts of common area for individual use. Consent of co-owners is required before any fencing is installed, and this arrangement should be formalized by the re-drawing and deposit of a new Flats Plan, or the arrangement has no legal standing, and these fences could be required to be removed in the future; 

· Accessing the most recent Flats Plan. The Flats Plan that is attached to a Title search may not always be the most recently deposited Flats Plan, these are sometimes 'hidden' within other documents registered against the Title such as a Variation of Lease. Make sure your lawyer has searched them all, and that what is on the most recent version matches physically what you have observed on site. Don't expect your lawyer to know if the Flats Plan is correct, as they don’t visit the property. Take a copy with you to the site and ensure that it reflects what is actually there. If not, there is more work to do. 

· Inconsistencies in documentation. Check the lease documents match the front Title page. We’re aware of scenarios where the Title specified a ½ share but the Cross-lease document showed a 1/3rd share. This situation could only be rectified with agreement from the adjoining owner. 

The important thing is to understand the relationships between the various parties, and to ensure that the physical situation that is being sold to you, matches the actual legal situation. While ideally you may like to purchase a Freehold site, the home you fall in love with may come on a Freehold Cross-lease Title. Don't despair, just do your homework, and check with your lawyer. 

The Agent 

When you are buying a property remember that the agent is acting for the vendor, not for you. If you feel you need independent advice or just wish to talk a point over call us or your lawyer before you sign. Remember, the offer you are being asked to sign is a legal document and you should not sign if you are not sure. This advice also applies if you purchase privately.

We do not support the current practice of some Real Estate agents who insist that you sign an agreement to buy the house you like before you receive legal advice. We have seen real estate agreements with a clause saying that it is subject to legal approval. This is the real estate agents effort to placate the signing party's fears by saying that that clause is a protection if something is wrong with the agreement. It does not protect you. Once you have signed there are limits as to what lawyers can do to extricate you from an unsatisfactory agreement. So check it over with your lawyer. It does not cost much, if anything, and invariably you'll find that the advice they give pays dividends.

Recently a new simplified version of the Sale and Purchase agreement was released. Solicitors we have contacted do not recommend the use of this form at this time.  
The Home Buying Process 


Preparation
So you have found a house you like and want to buy it. Now you need to bring your professional team into the game.


Buying a home is the largest financial deal most people ever get involved in. It's not one to be approached without the professional advice offered by a financial adviser such as Costello Financial Services, a lawyer, valuer, building inspector etc. We can help make the process as painless as possible and prevent possible very expensive mistakes.

Get your professional team lined up before you start. We can recommend some to you.

The Offer

Before you submit an offer there are a number of key details that need to be determined:

· Purchase price.


· Deposit (usually 5-10+%).


· Finance/Settlement/Possession dates.


· Chattels/furniture passing on the sale.


· Special conditions, e.g. title approval, finance, LIM report, builder’s report, valuation, sale of existing home. 


Once the essential terms of your offer are settled they need to be incorporated into a formal offer document. The wording of conditions can be critical. We recommend that they be drafted by a lawyer. You should certainly have any offer prepared for you perused by a lawyer before signing. It may be too late afterwards.

Normally the offer is done through a real estate agent using a standard 'Sale and Purchase Agreement'.
This offer goes back and forward between you and the seller (the negotiation) until you both agree - or one decides to stop! Your offer will have several dates in it, including the finance date (normally 10 business days from your offer date), and the settlement date - the day you take over the house.


There will be times when you are being asked to make an offer for purchase that is totally unconditional such as at an auction. You should not do this unless you are a cash buyer and found out details about the property - no matter what assurances you receive from the vendors or their agent. On most occasions the offer you make will be subject to some conditions that need to be fulfilled such as lawyer's approval of title and LIM (Land Information Memorandum) matters or you arranging suitable finance. 

It's also a good idea to make your offer subject to conditions. This gives you time to check that everything's okay. and also room to renegotiate the offer if you find something is not quite right.
Some conditions you should consider include: You may also want to include some reports from a valuer, building consultant or engineer as conditions.
subject to title search - check there are no problems with the title - or restrictions, covenants or easements you need to know about. subject to finance - this gives you time to confirm and arrange your finance. 

Always state that all of your conditions must be completed to your satisfaction. If you're buying a home privately, at an auction, or by tender - things will work a little differently – check with the real estate agent and Costello Financial Services.
If you make an unconditional offer, you need to be 100% sure you want that property and that you've sorted out your loan and everything else beforehand – because once your unconditional offer is accepted, you have to go through with the deal. Before you sign the 'Sale and Purchase Agreement', get your lawyer to check it to make sure all the right conditions are in it – and that the contract is in your best interests. 
Conditions cover matters you need to resolve before being bound to proceed e.g. finance, builder’s report, prior sale. Each condition will have a time limit within which it has to be satisfied. The following conditions are common:

· Valuation.
Is a valuation required? You may wish to have the reassurance of a valuation from a registered valuer if you are uncertain as to the true value of the property. It may be that your lender specifically requires that a valuation be obtained. This is normal for low equity loans.

· Finance
Is finance arranged? Costello Financial Services requires some time to confirm that the most suitable and cost effective finance can be obtained for your purchase. Allow several days for us to approach lenders and get the best finance offer for you. Suggest a minimum of 5 working days. Some financial offers will be conditional on other items such as a new valuations, or the latest financial accounts, etc. Satisfactory finance needs to be arranged before the Finance date set on the Sale & Purchase agreement.

· LIM.
Do you require a Land Information Memorandum (known as a "LIM")? LIMs are provided by local authorities and comprise detailed summaries of information held in relation to the property and zoning from Council records. They can be useful in disclosing information not available from the title search particularly in relation to improvements, easements, resource consents and other non-land transfer matters. In extreme cases there can be illegal buildings, demolition orders, poisonous fill, future road widening, illegal swimming pools and many more. Lesser things may not worry you once you find out about them but we believe it is at least nice to know about them before you are committed to the property. You can renegotiate the price if needs be and, if you wish, withdraw.


For LIM applications on properties see your local council.

· Builder’s Report.
Do you need a builder’s report? Under the standard contract form remedies against vendors for defects are limited. There are a number of companies offering building inspection services. There is a useful article on the are a lot of leaky homes out there, and you do not want to end up with one. If you have any concerns as to the structure of the building and any future maintenance that might be required we recommend you visit have a building surveyor or engineer check. Unless you have expertise in building construction we believe it is very wise to have a condition report done on the property. A Building inspection could cost $225.00 plus GST and they will do a comprehensive report. If you are spending $300,000.00 on buying a property it's a good investment which might save you thousands of dollars when you move into the property. 


Reaching an agreement 

Once your offer is submitted it will either be accepted, rejected or you will embark on negotiations with the vendor. It is usual for those negotiations to be handled by the Agent with any amendments to the contract being approved by your lawyer. Every time the contract form is amended and submitted to the other party it is in law the rejection of the previous offer and the making of a counter-offer. When the document is accepted without amendment and signed then the contract is formed.


Once you and the seller have both signed the offer and initialed all the changes, the 'Sale and Purchase Agreement' becomes binding. You will need to pay a deposit (usually a % of the sale price) to the agent. This money is really a down payment on the home - the rest is paid on settlement day.

The real estate agent will hold the deposit in a trust account that is protected by law. 

Once the contract has been signed and dated, the Agent sends signed copies to the lawyers for the vendor and purchaser. The purchaser’s lawyer will immediately obtain a search of the title and any relevant documents recorded against the title. Copies will then be provided to the purchaser. The general conditions of the standard contract contain provisions allowing a purchaser to object to title if there are problems with it.


At the same time as the title is being searched, the purchaser is normally required to take steps to fulfill any other special conditions of the contract for the benefit of the purchaser. For example, if the contract is subject to finance or a valuation report, then steps should be taken to satisfy these conditions. The purchaser should also at this time check with the Council to ensure that all Council requirements have been satisfied and in particular that any additions or alterations have obtained the requisite consents. Many purchasers obtain a LIM (Land Information Memorandum) report from the Council. The LIM sets out information the Council has on the property. Councils make a charge for providing LIMs and they take varying times to prepare.


Once the purchaser is satisfied that the special conditions can be fulfilled, then the purchaser’s lawyer confirms to the vendor’s lawyer that the contract is unconditional. This normally occurs on or before the Finance date.


Once the contract has been confirmed, the lawyer for the purchaser prepares a transfer and sale notice and forwards them to the vendor’s lawyer for execution by the vendor in readiness for settlement. The vendor’s lawyer in turn prepares a settlement statement which adjusts the rates and any other outgoings and incomings on the property as at the proposed settlement/possession date.

The Contract

Once you and the vendor have agreed on all the terms and conditions you have a conditional contract. At that stage your lawyer should check the title and usually obtain details from the local Council about the property. These details are referred to as the LIM and cover items such as building permits, road widening, natural hazards, drainage and waste services etc.

Going unconditional 

Once these checks and all the other 'subject to' conditions included in your offer are met and are satisfactory to you, your lawyer will advise the seller's lawyer that the agreement is unconditional. This means that you are now committed to the sale.
Once the offer has been accepted, your lawyer will search the title to the property and do a number of checks to make sure there are no catches that could affect your decision. 
The Money


Where's the money coming from? Most of us require a mortgage or a loan of some kind and Costello Financial Services can help you obtain one or advise you where money can be borrowed. We are constantly in touch with banks, and a wide variety of other sources of money. A frank discussion of your needs and ability to repay will benefit you greatly.

Most banks currently require a 20% deposit – some less. Some of this may be a gift from your parents or friends. 

If this is your first home and you have joined KiwiSaver – you may be able to use some of your savings and a matching contribution of up to $5,000 from the government: 
(See http://www.retire.co.nz/KiwiSaver---1st-home-.htm for further information. )

Government Charges

Government charges and disbursements are necessary to ensure you become the registered owner. Your lawyer can explain these to you.

Your Personal Affairs


You are making a substantial investment. Have you a Will or need to revise an existing one? The holder of the mortgage will require you to insure the property correctly. We can arrange insurance for your family and your new home.


Ownership Structure

There are various kinds of titles and ways in which you can be registered as the owner. For instance, freehold and leasehold titles, and joint ownership or through a Trust. 

There are 2 main ways of owning a home together. You can have ...

... joint tenancy - where you all own the home together and if one person dies the other(s) take over the ownership. This is common with couples.

... tenancy in common - where you each own a share of the home, and can leave your share to anyone you wish in your Will. This is common where there are several owners.

Ask your lawyer for advice on the best way to set up ownership depending on your situation. From here your lawyer will... If you are buying the home with someone else, your lawyer will also advise you of the best way to set up shared ownership.
make arrangements with you and the lender for payment of your loan and your remaining share of the purchase price (excluding your deposit) carry out a 'guaranteed search of title' from the Land Information Office. This protects you from anyone else having a claim over your property for 2 weeks before and 6 weeks after settlement date check that you have arranged insurance for your new home from settlement date heck that the rates and other costs are paid and up to date prepare the Memorandum of Transfer - which transfers ownership to you. Cprepare your mortgage documents and explain them to you. (The mortgage is a legal document that gives your lender security for the money that you owe them). 
The Deposit

The deposit is often payable on acceptance although it is better for you as purchaser to have it payable on confirmation. Once the contract is confirmed the vendors are entitled to keep the deposit as a part payment of the purchase price. The deposit is usually payable to the agent rather than directly to the vendor.

Finance

Often when buying a new home you will require financial assistance from a lender. We can help you arrange this finance if you wish.

If the purchaser is borrowing money from a financial institution, then following confirmation and before settlement all loan and mortgage documents need to be completed by the purchaser. Mortgage instructions are sent by the lending institution to the purchaser’s lawyer for preparation of the security documents and execution. The purchaser needs to arrange insurance cover for the property invariably from the possession/settlement date. Once the documentation has been completed, the purchaser’s lawyer completes a certificate requesting the financial institution to draw down the loan on the settlement/possession date.

Insurance

Well before settlement you will need to have in place adequate insurance for the property you are buying. Your insurance cover should commence on the morning of settlement. If you have a mortgage it is one of the Lender's requirements that the property is fully insured and the insurance company must be advised of the Lender's interest in the property. It will be important to have the final detail available about a week before settlement. If you need any help in choosing an insurance company or deciding how much insurance cover you should have either personally to cover the mortgage or over the property, contact us. 
You can also visit our web site www.nzlife.co.nz and work out how much you need, get quotes and apply online for your mortgage insurance.
 

Rates

As part of the purchase price you pay on settlement, there will be an allowance for rates. This allowance may be a credit to you where the vendor has not paid the rates in advance or it may be an extra charge to you where the rates have been paid in advance. The rates are apportioned on a daily basis so that you will pay only for the number of days in the year that you own the property. The settlement statement sets out the price and rates apportionment and you should know this prior to settlement.
 

Final Inspection

Prior to settlement/possession, the purchaser should inspect the property to ensure that no damage has been done and to ensure that the property and all chattels are in the same condition as at the date of signing the contract. If the inspection reveals any damage or missing chattels then the purchaser’s lawyer should be notified immediately.

Settlement

This is the day that the money changes hands and it is usually the day that you can take possession of your new property. We will need to see you before settlement to discuss moving arrangements, keys, insurance and have you sign the mortgage documents (if any). Generally there is no set time at which the keys should change hands. The keys are handed over in return for the money. However, other arrangements can be made and you should try and maintain some flexibility to take account of any unexpected delays.


Completing settlement 

The final stage of the property becoming yours is settlement day. This is the day that you take possession of the home as detailed in the 'Sale and Purchase Agreement', and your name and any mortgage go on the property title. 

On settlement day, 

On the possession/settlement date, the purchaser’s lawyer uplifts the purchaser’s loan advance and any cash contribution from the purchaser and pays over the full settlement figure by way of a lender cheque. The purchaser is entitled to vacant possession of the property as soon as moneys have been paid over but not before.


In exchange for the settlement moneys, title passes to the purchaser by means of the handing over of title documents to the purchaser’s lawyer. 

After settlement

Following settlement, title is registered in the name of the purchaser at the Land Information Office along with any mortgage. Once registration has been effected the title and mortgage documents are forwarded to the lender.


Purchase Checklist

· Agreement - before signing have you checked with us whether any special terms are required?

· Finance – we can do this for you?

· Insurance - arrange well before settlement to cover the mortgage and house & contents.

· Cash contribution - pay this in before settlement. A bank cheque may be required.

· Keys – double check arrangements for collecting keys

· Telephone - contact your telecommunications company before settlement to arrange your new connection

· Electricity - contact the local power company to ensure power is connected on settlement day

· Your Will and/or Trust- is this up to date? 

We hope the above is useful and look forward to helping you buy your home. You can contact us at:

Costello Financial Services

129d Onewa Rd

Northcote

Auckland

Ph 09 4808308

Fax 09 4808319

Email info@costello.co.nz
Other Useful sites to visit:
www.costello.co.nz
www.nzlife.co.nz
www.nzmedical.co.nz 
www.goldenlife.co.nz 
www.retire.co.nz 
© Costello Financial Services
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