Should You
Buy Or
Sell First?
The moving home dilemma…

There are many considerations to contemplate when
it comes time to upgrade or downgrade to a new
home. While usually exciting, it can be very stressful
at the same time.
With our current busy lifestyle there is already so
much to do without the added pressure of dealing
with several real estate agents and coordinating a
move.

SHOULD YOU BUY FIRST?
In a strong market, buying first feels less of a risk as
properties are likely to sell well and sell quickly. You will
want to buy quickly before the market rises too fast
and the price gap between your new and old property
becomes too great.

Regardless:

In a declining market, the race is on to achieve the
best price possible for your home while there are still
buyers in the market and before there is little or no
interest left in your property. Then there is timing your
purchase and settlement where you do not over pay
before the market has bottomed out.

1. you’ll want the best possible price for your current
home, and

For those who are prepared to buy first, you will need
to:

2. a great deal on your new one.

• take a risk that your existing property will sell within
your desired time frame and at the price you need for
the next one,

Your buying/selling strategy will largely be influenced
by your financial (and sometimes personal) situation,
the housing market and interest rates.

The gap between buying and selling can make a
huge difference depending on the property cycle,
type of property you are considering changing, the
state (regional or metropolitan) and the current
market conditions in your selling and buying suburbs.

• have a strong financial standing to cater for an
extended misalignment in settlement dates,
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• consider holding the current property and renting it
out in the event you can’t sell or decide to wait for a
better time to sell,
• be prepared to take on bridging or other finance
options should you need it to cover the cost of the
new purchase until such time as the existing property
is sold.

Be careful
There are many considerations when using bridging
and other finance options:
• How will you accurately predict the sale price of
your existing property
• Do you have an additional 20% deposit or enough
equity and serviceability to cover the gap time
(bridging loans aren’t covered by lenders’ mortgage
insurance (LMI))?
• If you don’t already own your home, you will be
paying interest on both properties and the longer the
sale takes, the more interest you will pay. Sometimes
it doesn’t pay to hold out for a better sale price as the
holding costs may outweigh the additional sale price.
• You will have additional advertising and property
holding costs like council and water rates.
There are a few options for financing properties
between the sale and settlement match up dates.
Don’t worry, we can step you through the details!
Ask us for our topic sheet
What is bridging finance and what are other alternate
finance options when you are caught in between
buying and selling?

SHOULD YOU SELL FIRST?
In a downturn or softer market, it can take longer
for a property to sell. On the upside it is also less
expensive to buy.

‘Where there are pros, there are most
certainly cons!’
Selling first reduces your risk and gives you certainty
of exactly how much you can spend on your next
home. But of course time is not on your side.
Ideally you will want to align your settlement date
of your existing property with the settlement date
of your new property so you can move in on the day
you move out. But that’s an ideal world! It does and
can happen with good agents and finance options
available to you.
Mounting pressure to buy within that settlement
period may lead you to make hasty decisions and
perhaps not purchase your next home of choice.
If you are considering selling first, there are a few
options to think about if you’re left without a new
home.

Renting. Really?
Renting after the sale of your property can give you
time to make thorough, considered buying decisions.
If you are moving to a new area this could be a great
advantage allowing you to try before you buy. (But
keep those packing boxes handy – you’ll be moving
twice!)

Move in with family
Not everyone has or wants to consider this option.
And we get that!
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However, if it is an option for you while you are house
hunting, there will be potential savings typically
enjoyed in a shared living environment (like mum
cooking and doing your washing for you…), and of
course NO RENT.
But can you all still live together?! Can you put a cost
on that?

Request an extended settlement
When purchasing a home, the settlement process is
the last hurdle before you can finally own your dream
home and take possession of the property.
Buyers and sellers often negotiate property
settlement dates. The people selling their home may
also need time to look for another one.

Obtaining specialist advice is key.
Make sure you chat with us first to discuss your
strategy and potential outcomes. Your final decision
may depend on your financial capacity if you find
yourself between homes. So don’t try to do this alone.
Your local real estate agents or property advocates,
solicitors or conveyancers are also usually willing to
help. Just be open with your discussions to avoid
frustration and disappointment later.
We have contacts across these industries to help you
make the right decisions.
Please reach out to see how we can help with your
new home transition.

A mutually agreed extended settlement period can give
you both additional time to buy the right home. You
may be lucky enough to coincide it with the settlement
on your new purchase - and only move once!
But remember, once a contract is signed, the
settlement date is fixed - you are committed. The
vendors are not required to change the agreed
settlement date and there can be severe delayed
settlement costs if you cannot settle on time
In regards to auctions, as the successful bidder you
agree to settle on the date indicated in the contract,
so make sure the settlement date in the contract
works for you or ask for it to be changed before
auction day!

Getting it right
As mentioned, when it comes to changing homes,
timing is everything. Juggling both selling and
buying at the same time is challenging but possible
with the right team by your side.
Disclaimer: This article provides general information only and has been prepared without taking into account your objectives, financial situation or needs. We recommend that you consider whether it is
appropriate for your circumstances. Your full financial situation will need to be reviewed prior to acceptance of any offer or product. It does not constitute legal, tax or financial advice and you should
always seek professional advice in relation to your individual circumstances. ©2020

Do you know a
potential FHB?
First Home Buyers are out and
buying!
Reserve Bank Governor Philip Lowe says Australia is
at a turning point, with cash set to become “a niche
payment instrument”.
If you have been watching the signs for open homes
going up in the last few weeks in your area, then you
would also be noticing a bit of activity happening in
the lower end of the property market.
Since the First Home Loan Deposit Scheme (FHLDS)
commenced on 1 January 2020, the property market
has been a buzz of activity in most capital cities and
rural areas for properties under the First Home Loan
Deposit Scheme price cap1.

With a tiny 5% deposit, no lenders’ mortgage
insurance (LMI) and first home buyer stamp duty
savings, it has attracted many new consumers into
the market who thought they would never be able
to acquire their own home.
Minister for Housing Michael Sukkar stated that the
First Home Loan Deposit Scheme is already working
to help Australians get into the property market
sooner, stating that saving for a 20% home loan
deposit is “one of the biggest barriers for first home
buyers”.
“The scheme is cutting years off the time it takes to
secure a deposit, allowing Australians to realise their
dreams of owning a home sooner,” Minister Sukkar
said.

Do you know a
potential FHB?
According to the intentions of applicants, the most
popular cities2 have been:
1. Sydney (19.4%)
2. Melbourne (16%)

As you can see, first home buyers can be of any
age, so if you are one or know one we encourage
you to call us to help you achieve the GREAT
AUSTRALIAN DREAM of owning your own home.

3. Brisbane (9.8%)

And if you don’t have a deposit and think mum and
dad can help out – there is a solution for you too!

The remaining proportion of loans is for houses
outside of these three cities.

All you need to do is call us for a quick chat and we
can let you know if we can help you or not.

At week seven, apparently of the 10,000 applications
available, 865 Australians secured a loan with 109
already having settled. 5,639 applications are lodged
for the scheme and out looking for their first home
while waiting to learn their borrowing capacity.

Sources
1. For details on the price cap visit: https://www.nhfic.gov.au/
2. The Adviser News
3. Bankwest recent research

Surprises?
- 55% of applicants to date are aged below 30, with
34% of them aged between 25 and 29.
- 20% are aged between 40 and 50 years and the
oldest profile has been 53 years.
- The average income of applicants has been
$67,090 for singles and $111,373 for couples. Well
below the income cap.
Stop the stereotype…
To get into their first home, more than half of the
millennials surveyed3 said they’d sacrifice:
- little luxuries (57.7%),
- experiences (56%) and
- big-ticket items (55.3%)
to get on the property ladder, with over 20%
communicating they were even willing to give up
basic necessities.
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HELP!
Our New Home
Settles Before Our
Existing Home.
What do we do now?
When our clients (let’s call them David and Trish) were
contemplating selling their home, they started looking
around at other homes on the market – to understand
the market and get an indication of the type of
properties available to them once they sold.
“We had planned to sell our home and find a new one
during the settlement period. Our back up plan was to
move in with Dave’s brother if we didn’t find our dream
new home quickly,” Trish said. “But plans kind of changed,
as plans tend to do.
“While we were looking (just checking out the market
really) we found the most perfect home for us, at a really
great price. It even had an organic veggie garden, which I
had always dreamed of.
“Dave was far keener on selling first than I was, but then
I saw this new home and it all fell into place for me. I
wanted to sell, fast, and get into our new home.
“What wasn’t falling into place were our finances.”

Like many people, David and Trish were caught in the
financial twilight zone between selling their old home
and buying their new one.
“I felt like I wanted to jump into our future, but we were
stuck in our past,” Trish says.
So David and Trish came to see us to discuss bridging
finance as a way of allowing them to purchase a new
home before they had actually sold their old one.

They needed bridging finance - Here’s how it
works.
A bridging loan is a financial product specifically
designed for borrowers who want to purchase a new
home before the sale of their old one is complete. The
loan amount is calculated by adding the value of your
new home to your existing mortgage (if there is one). The
resulting figure is the amount of your bridging loan, often
referred to as your peak debt.
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You then pay the interest on the combined total until
your home has settled.
In David and Trish’s case, the existing debt on their home
was $200,000, and the home they wanted to buy was
$750,000.
A bridging loan was organised for them to the amount of
$950,000 (on which interest is payable while they waited
for their property to sell) allowing them to buy their new
home before their old home sold.
$200,000 + $750,000 = $950,000

Lenders use both properties as security.

Terms
There are two types of bridging loans – open and closed.
An open loan is available to borrowers like David and
Trish, who want to buy a new property before contracts
have exchanged on the old one.
Closed bridging loans are available to borrowers who
have already exchanged contracts on their existing home
(no surprise that these loans are easier to approve).
Most lenders who offer bridging finance will loan 80%
of the property value. Some will go up to 90%, however
these loans are more difficult to qualify for, and LMI
(lenders’ mortgage insurance) will be applicable.

That’s the simple version.
In reality, bridging loans can become complicated for a
host of reasons.

Qualification
The lender on the current home must be the same as the
lender for the new property.
To qualify for a bridging loan, you need to have equity.
Generally, it is recommended you have more than 50%
equity in your home to make bridging finance work for
you.
You must meet serviceability requirements as you
would with any mortgage or loan, including evidence
of your income, employment status, expenses and other
supporting documents.
You will need to have a valuation done on both
properties.

You may be able to apply for a deposit bond (a guarantee
from an insurance company). They cost around 1.2% of
the amount of the deposit. A bond for a 20% deposit
on a $750,000 property, for example, will typically cost
around $1,800.
Bridging loans are generally available for a period of 6
or 12 months on new and existing properties as well as
on building projects. Term extensions are sometimes
available on a case by case basis.
Every lender has different requirements for servicing the
bridging loan. Some require that between the time your
bridging loan is advanced and the sale of your existing
home, you make interest-only repayments on the peak
debt, some require you to immediately start repayments
on the proposed ongoing loan, and some don’t require
payments until the first property is sold (the interest on
the peak debt is compounded). In all cases, you still have
to prove you can meet the requirements of serviceability
for the end debt, hence payslips etc.
After your property is sold, the home loan switches from
interest only to principal and interest repayments and the
borrower continues to make normal home loan
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repayments plus the compounded bridging loan interest
on the new loan. Remember you still need to pay
government fees on settlement of your new home.
If you don’t sell your existing home within the bridging
period, many lenders will charge a higher interest
rate and ask you to start making principal and interest
repayments on the peak debt in order to service both
loans.

There may be a higher interest rate applied if you don’t
sell the property in the agreed timeframe.
No redraw facility is available.
You need to include costs such as valuations, purchasing
and selling costs, application fees and, if applicable, LMI
fees BEFORE the settlement of your new property.

Bridging loans can be a fantastic tool to utilise in property
transactions, however they do come with risks and
challenges. So it’s important to understand the finer
details and structure your loan in a way that suits you
while covering the host of variable outcomes that may
apply to your situation.
David and Trish were lucky. Their property sold and they
managed to purchase their new home at a great price.
However, we had structured their loan appropriately and
built in buffers to protect them.

Bridging finance – The pros
You can buy your new property immediately.
You have time to get the best price on your old home.
Interest-only repayments mean you are only paying the
minimal amount (no principal) while you sell your old
home.
You avoid the costs of moving twice, renting or moving
in with family.

Bridging finance – The cons
Accurate valuations of the property you are selling are
key. Overestimating the sale price can put borrowers in a
precarious financial position.
Interest is compounded monthly, so the longer it takes to
sell your property, the more your loan will accrue interest.
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