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E ve r y d r e a m  co s t s  m o n e y.  Th e  d es i r e  to  b e  w e ll  h o u s e d  is 
te m p er ed  b y  o u r  ca p a c it y t o  p a y, a n d  b y th e m a r k et p l a c e's 
a s s es s m e n t o f  th e  'r ea l' va lu e o f  o u r  d r e a m s . Wh en  it co m es  t o 
b u yi n g  o r  b u il d i n g  o u r  d r e a m  h o u s e we ca n n o t d o  it  w it h o u t o u r 
c h e q u e  b o o k ,  a n d  n o n e o f  u s  h a s  u n li m i t ed  f u n d s .

IF YOU'RE A BUYER, YOU'RE ALSO A SELLER
Buy in g o r bu i ld in g a  h ou s e, o r b uy in g  a  t own ho us e , ho me  un it  or  r e ti r e men t  u ni t , i s 
a n  e mo t io n a l  d e c is i o n . I t  is  a l so  a n  i n v es t me nt  dec ision.

Ma ny  Au str al ian s mov e h ome  o n a ver ag e e ver y six  to  s eve n y ea rs. Yo un ger 
pe op le ten d to mov e mor e f re que ntl y tha n t he  mi ddl e- age d. Sta ti st i cs  s h ow t ha t  1 8
p er  c en t  o f Aus tr al i an s mov e ev e ry  y e ar . Yo u  a r e b u y in g  s ome t hi n g  th a t  yo u  wil l 
p r ob a b l y s e l l a t  s o me  t i me  i n  t he  fu tu re.

Th is  i s  c e r t ai n l y t h e  wa y  b a nk s  a nd  b u il d i ng  s o ci e t i es  l o ok  a t  i t . The y ar e  n ot 
i nv es ti n g in  yo ur  h o me , b ut  i n s al ea b le  r ea l  e st a te . Th e  r e al  e s ta t e  ma r k et  i s 
e s se n t i al l y  co n s er v a t iv e . It  l o ok s  f or  p ro p e r ti e s  that are likely to be attractive to as
many potential customers as p o ss i b l e, t o  ma xi mi s e t h e  c h a nc e s  of  ma ki n g  a q u i ck 
a n d e a s y s a l e. There is no advantage to real 'estate agents, or banks and building
s o ci e t i es , i f t h ey  h a ve  t o  h o l d  o n t o  a  r es i d e nt i a l  p r o p er t y  fo r  a l o n g time before a
buyer turns up. It simply costs them time and money.

INVESTMENT, PROFIT AND THE MARKET CYCLE
The message is quite simple, whether you're buying or building, this i s  a n 
i n v e s t me n t  d e c i s i o n . W h e n  y o u  c o me  t o  c a p i t a l i s e  o n  i t  b y  selling, you should
expect to at least cover your costs, and hopefully ma ke  a  pr o f i t. Whe t h e r y o u  d o ,
o f  c o u r se , i s d e pe n d e nt  u p on  ma ny  factors. The first of these is the market cycle
and at which stage you b u y  a n d  s e l l . 

Is it an inflationary, stable, or deflationary market? The normal mar ke t c yc le  is 
a  t ra di t io na l  S c ur v e ar o un d a u su al l y ri si n g av e ra ge  p r ic e.

Th e  s t a b l e  p e r i o d  c a n  o c c u r  e i t h e r  wh e n  p r i c e s  a r e  h i g h ,  t h a t  i s  a f te r  a n
i n fl a t i on a r y  p e r io d  whe n  s up p l y  h a s  ou t s tr i p p ed  d e ma n d , o r  a t th e e nd  o f  a 
d ef la ti o na ry  pe ri od , whe n  l ac k o f de man d ha s  c au s ed  p r i c e s  t o  d e c l i n e . 
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Time in ye ar  s 

I f  y o u  bu y  a t t h e t o p  o f  t he  c u rv e  a nd  s el l  a t t h e  b o t t om, y ou  may  l o s e  t e n s  o f 
t h o u s a n d s  o f  d o l l a r s .

Th e  e x t r e me s  i n  s wi n g  b e t we e n  o v e r s u p p l y  a n d  l a c k  o f  d e m a n d  a r e c a u se d  b y
c o mp l e x  f o r c es . Fe de r a l  Go v e rn me nt  e c on o mi c p o l ic ie s, St at e Gov er nme nt 
i nt er ve n ti on , mov eme nt s i n po pu l at io n , to wn  pl an nin g p ol ici es, t he att ra cti ven es s o f
ot he r f orms of inv es tme nt, t he availability and price of land and properties suitable
for developme nt , t he  c u rr e n t f i n an c i a l p o l ic i e s  o f  ba n k s , b u i ld i n g  s o c i et i e s a n d 
c re di t u ni on s , th e s ta te  of  t he  in te r na ti on a l ec o no my , a re  a  fe w of  th e f o r c e s  wh i c h 
c a n  a f f e c t  h o u s i n g  p r i c e s . 

Th e  h i g h s  a n d  l o w s , a n d  t h e  l e n g t h  o f  t i m e  b e t we e n  c y c l e s  a l s o  v a r y  f r o m
s t a t e  t o  s t a t e , a n d  r e g i o n  t o  r e g i o n .  I t  i s  a  c o m p l e x  b u s i n e s s , a n d  wo r t h 
d i s c u s s i n g  wi t h  y o u r  b a n k  m a n a g e r  a n d  r e a l  e s t a t e  a g e n t  w h e n  c o n s i d e r i n g 
b u y i n g  o r  s e l l i n g . 

To  a  c e r t a i n  d e g r e e  t h e  c y c l e s  a r e  p r e d i c t a b l e .  Bu t  s u c h  p r e d i c t i on s  a re  b o th 
i n tr i c a te , a nd  i nf l u e nc e d  by  p o li t i c al  d ec i s i on s , bu y e r  c o n f i d e n c e  a n d  o t h e r  f a c t o r s 
d i f f i c u l t  t o  i mme d i a t e l y  me a s u r e  i n  do ll ars . Howeve r, on e t hin g is cle ar , t he ti min g
of  b uyi ng or  se lli ng  is  o f t e n  d e c i s i v e  t o  p r e s e n t  o r  f u t u r e  p r o f i t s . 

OTHER FACTORS WHICH AFFECT THE RETURN
ON YOUR PRO P E R T Y I N V E ST M E N T 

L O C A T I O N 
T h e  l o c a t i o n  o f  t h e  p r o p e r t y  c a n  h a v e  a  m a r k e d  i m p a c t  o n  t h e  pu rc has e p ri ce,
an d how at tr act ive  i t i s t o oth er bu yer s. If  it  is  l oca ted  in a desirable area such as
close to beaches or on top of a hill with goo d views, thi s will  push the pr ice up . If i t
is in an area t hat ha s been  rezoned for higher density development, and is suitable
for redev e l o p m e n t , t h e  p r i c e  ma y  a l s o  b e  h i g h e r . 
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Th e c o s t p e r  s q u ar e  me tr e  o f t h e  s a me t y p e o f  ho u s e  v a r i es  f ro m p l a c e  t o  p l a c e .
A h o u s e  o f  t h e  s a me  a r e a  wi l l  c o s t  mo r e  o r  l e s s  acc ording  to th e dema nd to live i n
the  local ity, t he cos t of b uildin g on t h e  l a n d ,  r e z o n i n g  p r e s s u r e s  i f  a n y ,  t h e  t y p i c a l 
c o s t s  o f  o t h e r  p r o p e r t i e s  n e a r b y , a n d  t h e  s t a t e  o f  t h e  p r o p e r t y  ma r k e t .  Th e  r e a l 
e s t a t e  i n v e s t me n t  ma r k e t  t a k e s  a l l  t h e s e  i n t o  a c c o u n t  wh e n  d e t e r m i n i n g  t h e  d o l l a r 
v a l u e  o f  a n y  p a r t i c u l a r  p r o p e r t y .

S I T E  CO N D I T I O N S 
Si te  c o nd i t i on s  su c h  as  s t ee p n e ss , r oc k s , t h e  p o s s ib i l i ty  o f  f l o od i n g , dif ficult y
bri nging in sewers, d rains, elect ricity  or dr ives, will h ave an  i mp a c t  o n  t h e  c o s t  o f 
b u i l d i n g —u s u a l l y  i n c r e a s i n g  i t .

C O U N C I L  DE V E L O P M E N T  ST A N D A R D S 
Dif fe re n ce s b et we en  Co un c il  d ev e lo pme nt  s ta n da rd s  a ff ec t  l an d  a nd  p r op e r t y c o s ts .
Co un c i l s i mp os e  al l  s or t s  of  d e ve l o p me n t  c h a r ge s . Th es e c an of ten  ca us e s ign if ica nt
in cr eas es in  th e p ri ce the  c ons ume r pays.

Q U A L I T Y ,  AC C O M M O D A T I O N  AN D  ST Y L E 
The quality of the building you end up purchasing, how well built it is, its
accommodation, style and presentation will be reflected in the p r i c e ,  a n d  t h e 
r e t u r n  o n  y o u r  i n v e s t me n t ,  w h e n  y o u  c o me  t o  s e l l .

H I D D E N  CO S T S 
Th er e  a re  h i dd e n  c o s t s. Ch ea p  b ui l d i ng  b lo c k s  ma y  re q u i re  c o st l y  access drives,
foundations, septic and stormwater drainage, not to me nt i o n  a r d u ou s  ho u r s  o f 
l a nd s c a pi n g . Co rp o r a te l y - own e d t o wn- h o u se s , ho me  un i t s o r  hi g h - ri s e  ap a r t me n t s
ma y c o n ta i n  ex p e ns i v e  b u i l di n g  ma i n t en a n ce  p r ob l e ms t h a t a r i se  f ro m p oo r 
wo rk ma n sh i p  fi ve , t en, o r f ift ee n y ear s ago . The  sa me ca n a ppl y to sep ar ate ly ti tle d
houses, terraces and semi-detached houses, though the workmans h i p  i n  t h e s e 
c a s e s  ma y  b e  u p  t o  1 0 0  y e a r s  o l d .  Y o u  ma y  n e v e r  r e c o v e r  t h e  i n v e s t m e n t  i n 
t h e s e  h i d d e n  c o s t s . 

C O S T  OF  FI N A N C E 
The  c os t  o f b or ro wi n g ho u si ng  mo ne y v ar ie s wit h s hi ft s i n th e  v al ue  o f  t h e 
Au st r a l ia n  d ol l a r, t h e c u r re n t  st a t e  o f  th e  n at i o n 's  b a la n c e  o f  p ay me nt s  f or  impo rt s 
a nd  e xp o rt s, Fe de ra l  Gov e rn me nt  in te r es t ra t e po l ic ie s, th e c ompe ti t io n f ro m ot h er 
i nt er es t s fo r  i nv es t me nt  fi na nc e , t h e  p o l i c i e s  o f  l e n d i n g  i n s t i t u t i o n s  a n d  t h e 
h o u s i n g  ma r k e t  c y c l e  it se lf. Th e cos t o f bor rowin g mone y to fin an ce a h ou sin g
pu rc has e o r construction can be a major factor in determining the extent of return
on your investment if, and when, you decide to sell.
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C H A N G E S  I N  B U Y E R  PR E F E R E N C E S 
Sh i f t s  i n  ma r k e t  e x p e c t a t i o n s  a n d  b u y e r  p r e f e r e n c e s  c a n  c a u s e  p re vi ou s ly 
u na tt ra c ti ve  pr op er t ie s t o be  h i gh ly  so ug ht  af te r , an d v ic e v er sa . I n re c en t de c ad es 
we ha ve  wi tn e ss ed  a  sh if t  i n pr o pe rt y  v al ue s  i n p re vi ou s ly  l o w- in co me in n er  c it y 
s ub ur bs , b ec a us e ma n y mi d dl e- income people decided that living closer to the city
centre was p re fe ra b le . Buy in g a t th e  b eg in n in g o f su ch  a tr e nd , an d  s el l in g at  th e
p e a k , n e t t e d  m a n y  p r o p e r t y  i n v e s t o r s  h a n d s o me  p r o f i t s . 

P L A N N I N G  CH A N G E S 
Cha ng es  in  p r op er ty  zo ni n g, r er o ut in g  o f hi g hway s , de cl a ra ti o n of  b u s h l a n d  a s 
p e r ma n e n t  p a r k s , e t c .,  c a n  i n c r e a s e  o r  d e c r e a s e  t h e  a t t r a c t i v e n e s s  o f  a  p r o p e r t y ,
a n d  i t s  p r i c e . 
Al l of the se  fa cto rs , many  o f whic h are  to ta lly  be yo nd you r con tro l, i n f l u e n c e  o r 
d e t e r m i n e  h o w s u c c e s s f u l  y o u r  i n v e s t me n t  d e c i s i o n  wil l be .

T R A D I N G  LO C A T I O N  AG A I N S T  SP A C E  I S  A CO S T  EQ U A T I O N 
Cha pt er  2, 'Fir st , Cho os e  Whe re  to  Li ve ', h e lp s y ou  mak e  t he  be st  de ci sio ns ab out 
lo ca tio n. Th ose  de ci sio ns in vol ve a que sti on  of  co st s, a n d i n v ar i a b ly  a  t r a d e- o f f 
b e twe e n  l a n d  c o s ts , b ui l d i ng  c o st s , ma i n t e n a n c e  c h a r g e s , t h e  c o s t  o f  t r a v e l , a n d 
t h e  o p p o r t u n i t i e s  g a i n e d  o r  l o s t  t h r o u g h  l i v i n g  i n  a  p a r t i c u l a r  l o c a t i o n . 

It becomes a question of how much 'home' do we sacrifice for 'ac ce ss ' t o t he 
o pp or tu n it ie s  a nd  s e rv ic e s we  d e si re . I t ca n , of  co ur se , b e t he  o th e r wa y  r ou nd , a nd 
was  d ur i ng  t h e 19 50 s , 19 6 0s  a nd  19 70 s . In these postwar decades, most
Australians voted for 'space, house and garden', rather than 'closeness to city'. In
the big cities, this is beginning to change, with more people wanting to live closer
to services and urban centres. It is not, however, a universal pattern. Lo ts  o f 
p e op l e  st i l l  p r e fe r  t o l i v e n e a r b u s h o r  b e a c h, o r  t o  b e 'a way  f r o m  i t  a l l ' ,  a n d  a r e 
p r e p a r e d  t o  a c c e p t  l o n g e r  j o u r n e y s  t o  wo r k . 

Whatever your preferences you need to strike a balance between s uc h th i ng s a s
t he  l oc a ti on  of  t he  pr op e rt y an d  i ts  cl os en e ss  t o  t hi ng s  that matter, how much
interior and exterior space will satisfy your n e ed s  a nd  d e si r e s, t h e c o s t o f  ra t e s ,
e t c., a nd  h o w mu ch  y o u c a n , o r  a r e  wi l l i n g  t o  p a y .
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Th e  c o s t  e q ua t i o n i s : 
COST
OF      +
LAND

COST
Of              +
BUILDING

COST
OF           +
FINANCE

COST
OF                        =
MAINTENANCE

TOTAL
COST
OF
HOUSING

TOTAL
COST OF
HOUSING

balanced
against

OPPORTUNITIES
GAINED
OR LOST                and
AS A RESULT
OF LOCATION

TIME
AND
COST
OF
TRAVEL

FINAL COSTS ARE NOT ALL IN DOLLARS
Al l the se in flu enc e the  fi na l c ost  o f t he ho usi ng yo u c hoo se . Some  o f t he  c os t s ar e  i n
d ol la rs , s ome  i n tr a ve l t ime, s o me  i n  t ime s pe nt  away  f r om t h e fa mi l y, a n d so me  in 
l imit in g  t he  nu mb er  of  t i me s yo u  g o t o t h e  b e a c h , t h e  mo v i e s ,  o r  t h e  c l u b . T h e 
i mp a c t  o f  l o c a t i o n  o n  t h e  d ol la r c os ts  of  l an d  a nd  ho us in g , an d  t he  e f fe ct  of  a ge  an d
c on di ti o n o f  t h e  bu i l d in g  on  p e ri o d i c ma i nt e n a nc e  co s t s , i s  so me t hi n g  to  k ee p  i n 
mi n d  w h e n  c h o o s i n g  wh e r e  t o  l i v e . 

QUALITY HOUSING HOLDS ITS VALUE
Of  c our se, i f y ou do n't  se ll  fo r 1 5 or 20 ye ars  it 's  vi rtu al ly imp os sib le t o  p r e d i c t 
ma r k e t  s wi n g s , e x c e p t  t h a t  'q u a l i t y ' h o u s i n g  a p p e a r s  t o  hold its value. The best
designed, best constructed housing has a l as ti ng  va lu e —wel l b ey on d  t he  i n it ia l 
i nv es tme nt  c o st . If  yo u i nt en d t o bu i ld , or  bu y a nd  a lt e r, i t  i s on e  o f t he  r ea s on s f or 
c ho os in g  a  g o od  a rc h it ec t . Su ch  an  a r ch it ec t  c an  ad d co n si de r ab le  l o ng -t e rm v al u e
t o t h e  p r o p e r t y , f a r  e x c e e d i n g  t h e  c o s t  o f  t h e  a r c h i t e c t u r a l  f e e s  i n volved.

It's your home, but it's also the biggest personal investment most o f  u s  mak e .
Be tt e r  to  s e ek  t he  r i gh t  'in v e s tme n t  a d v ic e ' fr o m yo u r  b a n k e r , y o u r  a r c h i t e c t  a n d 
y o u r  r e a l  e s t a t e  a g e n t .

HOW MUCH IS IT REALLY WORTH?
The  v al u e of  a re si d en ti a l pr op e rt y i s a mi x tu re  of  h ar d  mar k et  f ac t s, i n t a n g i b l e 
e mo t i o n a l  f a c t o r s , a n d  f u n c t i o n a l  d e s i g n  p r e f e r e n c e s .

How muc h  t he  pr op er t y is  re al ly  wo rt h  wil l o ft en  va ry  f r om b u ye r t o  b u y e r. Fo r
o n e p e r so n , th e  in t a n gi b l e  e mo t io n a l  f a c to r s  wi l l  be  s o  d e c i s i v e  t h a t  t h e y  a r e 
p r e p a r e d  t o  p a y  m o r e  t h a n  t h e  ma j o r i t y  o f  b u ye r s . Fo r  an o t he r , th e s e  ma y  no t 
ma tt e r  mu c h . I t s  p o t e nt i a l  r e s a le  v a l u e  i n  a  f e w  y e a r s  m a t t e r s  m o r e  t h a n  a e s t h e t i c 
s a t i s f a c t i o n .
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Real value is in both the eye of the buyer, and the long-term e va lu at i on  o f  t he 
mar ke t p la ce . We mu s t de t er mi ne  th e b al an ce  fo r ou rs elv es. Chap ter  1 2, 'Bu yi ng
Ho us ing ', ta kes  yo u thr oug h the  ma ny  qu est io ns tha t wil l h el p y ou de cid e t he 
pe rs ona l s id e o f t hi s e qua ti on. Fa mi l i a ri t y  wi t h  t h e  ma r k e tp l a c e i s  ne c e ss a r y  t o 
b a la n c e  t h e  eq u a t io n. Th e mo r e ti me  yo u s pe nd  r e ad in g  t he  r e al  e s ta te  ma ga zi n es 
a nd  p a pe r s , a n d  si mp ly  l o ok i n g  a r o u nd , t he  e as i e r  i t  i s t o  un d e r st a n d t h e  wa y  th e 
ma rk e t p la c e  wi l l  r e s p on d  t o y o u r p e r so n a l v a l ue s . It  ma y o r  ma y not  ag re e with  t he
ty pe  of  ho us ing  yo u wan t t o liv e i n. Be tte r to b e  i n f o rme d  an d  awa r e  o f  t he 
d i ff e r e nc e s  be t wee n  y ou r  p er s o n al  preferences and the general market choices,
than surprised and d is ap po i nt ed .

CAPITAL COSTS AND FORGOTTEN COSTS
Ho us ing  in vo lve s t wo  se ts of  co sts ; th e c ost  o f b uyi ng , a nd th e c ost  o f mai ntaini ng.

The cost of the property is the first price you will run into. The costs of
Council rates, State land tax, water, gas, electricity and oil ra te s, fen ci ng,
la nd sca pin g, pr ope rt y main te nan ce, in su ran ces , so lic it o r s  f e e s , s t a mp  d u t y ,  wh i t e 
a n t  i n s p e c t i o n s , s u r v e y o r s  f e e s ,  c o r p o ra t e  bo d y  fe e s , t o  me n t i on  a  fe w, an d  in  t h e
c a se  o f  r e t i re me nt  h o us i n g , t h e  c o s t  o f  de l i v er e d  se r v i ce s  ( se e  Ch a p t er  1 8  'Bu y in g 
f o r Re t ir e me nt ') , a r e  a mo n gs t  t he  ma ny  s ec o n d  c o s t s wh i ch  c a n t r ip  u p  your
budgeting. The length of the list, and the cost of the items, s u r p r i s e s  ma n y  f i r s t - 
t i m e  b u y e r s .

Add to this the cost of carpet, curtains, selling furniture which d o es n 't  s u i t  a t  a
l o ss , b uy i n g  n e w f u r n it u r e  a n d  fu r n i sh i n gs , t he  c o st  of packing, moving and
unpacking—and buying housing starts to lo ok  li ke a ver y c omple x b us ine ss
re qu iri ng th e b udg et ing  sk il l o f a n accountant.

F O R G O T T E N  CO S T S  CH E C K L I S T 
Th e e x t en t  o f 's ec o n d  f o r g ot t e n  c o s t s' v ar i e s  a c c o rd i n g  t o  t he  t yp e  o f ho us ing  yo u
ar e buy ing , the  ar ea , t he Co unc il, t he leg al  ti tle , whe the r i t 's  p r iv a t e  h o u si n g  or 
s h ar e d  wi t h  ma n y  o t h e r r e s id e n t s, a n d y o ur  f u rn i t u re  a n d f u r ni s h in g  t as t e s . At  th e 
t i me  y o u d e c id e  to  b u y, i t  i s  wise to sit down and check through the following list
and estimate t he  c os t s yo u  c an  e x pe ct . You  mi gh t h av e to  ch ec k  wit h y ou r b an k
manager, solicitor, architect, and friends who have been through it b e f o r e , t o  g e t 
t h e  e s t i m a t e s  r i g h t . 
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Pur c ha s i ng  c o s t s 
Re al  e s ta te  ag en ts ' f ee s  S o l ic ito r ' s  f ee s 
an d  co s ts  S u r v ey o r 's  f e es 
P r o p er ty  in s p e ct i o n  f e es 
P e s t  i n s p ec tio n  an d  e r a d ic at io n  co sts 
I n s u r a n ce  p r em iu m s 
Stamp duty
Tr a n s f er  o f  m o r tg ag e f ee
I m p r o v em en t c o s ts  r eq u ir ed  b y  le n d in g 
in s titu t io n 

Moving and settling in costs
S er v ic es  co n n e ct i o n  co s t s 
Ca r p et s 
Cu r t ai n s 
O th er  f l o o r  c o v er in g s 
N ew  f u r n itu r e  an d  f u r n is h in g s 
Loss on selling old furniture
Mo vin g  co s ts 

F en c in g  c o s t s 
Landscaping costs including:
p at h s , d r iv es , s t ep s ,
drainage, etc.

A n n u a l  c o s t s 
C o u n ci l r at e s 
W a te r  r at es 
E le c tr ic i ty  r a te s 
G as  r a te s 
F u el  o il r a tes 
P h o n e r e n ta l 
Land tax
Co r p o r ate  b o d y  f ee s  a n d  co s t s 
Bu il d i n g  m a in t en an ce co s ts 
Ret ir em e n t li v in g  s er v ice
c h a r g e s 
I n s u r a n c e  p r em iu m s 
Mo r tg ag e  r ep a y m en ts 

Y o u  w i l l  n e e d  t o  b u d g e t  f o r  t h e s e  c o s t s  i n  t h r e e  w a y s .  T h o s e  a s s o c i a t e d  w i t h 
p u r c h a s i n g ,  wi t h  mo v i n g  a n d  s e t t l i n g  i n ,  a n d  t h o s e  w h i c h  a r e  a n n u a l  c o s t s .  I t  i s 
i m p o r t a n t  t o  r e a l i s e  t h a t  a l l  o f  t h e m ,  e x c e p t  r e a l  e s t a t e  a g e n t  f e e s ,  a r e  o n  t o p 
o f  t h e  p u r c h a s e  p r i c e . 

T h e s e  s e c o n d  c o s t s  a n d  c h a r g e s  c o me  o u t  o f  y o u r  p o c k e t , n o t  t h e  money you
borrow from a financial institution. They sometimes c h a n g e  t h e  a t t r a c t i v e n e s s 
o f  a  p r o p e r t y  p u r c h a s e . 

IF YOU'RE PLANNING TO BUILD
H u m a n  n a t u r e  b e i n g  w h a t  i t  i s ,  a n d  g e n e r a l  u n f a m i l i a r i t y  wi t h  t h e 
c o n t i n g e n c i e s  a n d  c o s t s  o f  b u i l d i n g ,  i t  i s  n o t  u n c o m mo n  f o r  ma n y  p e o p l e  t o 
s t a r t  o u t  w i t h  a n  u n r e a l i s t i c  i d e a  o f  t h e  f i n a l  c o s t  t h e y  w i l l  h a v e  t o  p a y  f o r  t h e i r 
' d r e a m  h o m e ' . 

T h e  f i r s t  e s t i ma t e s  a r e  j u s t  t h a t ,  e v e n  f o r  a r c h i t e c t s  a n d  b u i l d e r s .  T h e s e 
e s t i ma t e s  w i l l  c h a n g e ,  a n d  r e q u i r e  f i n e - t u n i n g , b e f o r e  t h e y  b e c o me  a  c o n t r a c t 
p r i c e .  Ev e n  t h e  c o n t r a c t  p r i c e  ma y  n o t  b e  t h e  f i n a l  p r i c e  b e c a u s e  o f  p r o v i s i o n a l 
s u m s  a n d  v a r i a t i o n s . 

A L L O W I N G  A C O N T I N G E N C Y 
F o r  s u c h  r e a s o n s ,  i t  i s  i m p o r t a n t  t o  b u i l d  i n  a n  a l l o w a n c e  f o r  e r r o r  r i g h t  a t  t h e 
b e g i n n i n g . W h e t h e r  y o u  a r e  p l a n n i n g  t o  b u i l d  o r  t o  a l t e r ,  a l l o w  a t  l e a s t  1 0 - 1 5 
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p e r  c e n t  c o n t i n g e n c y  o n  t o p  o f  y o u r  f i r s t  e s t i ma t e . I n  s o me  c a s e s , i f  t h e  l a n d  i s 
s t e e p  a n d  r o c k y , y o u 'r e  n o t  qu it e s ure  o f h ow bi g a  ho us e y ou wa nt to bu ild , o r don 't
re al ly kno w how mu ch  it  wi ll  co st to  al ter  y our  ho us e, it ma y b e wis e t o a ll ow a
c o nt i n g en c y  of  2 5- 5 0  pe r  c en t . In  u n us u a l c a s es  b u dg e t s  h a v e  b e e n i n c r e a s e d  b y 
u p  t o  1 0 0  p e r  c e n t  t o  a c h i e v e  d e s i r e d  e n d s . 

C O S T  OV E R R U N S 
The stories concerning cost overruns are nearly as numerous as the n u mb e r  of 
h o us e s  bu i l t  e v e ry  y e ar . The  r e as o n s  wh y , a r e  f a r  fe we r . Ba s ic a l ly  t h ey  a r e: 

1 Bu yi ng lan d, or  a ho use , o nt o whic h it is ex pen siv e and  di ff icu lt to 
b u i l d ,  o r  t o  a l t e r . 

2 Ex pe cti ng to  be  ab le  to  bu y mor e f lo or spa ce  th an cu rre nt bu ild ing 
c o n s t r u c t i o n  c o s t s  a l l o w.

3 No t  r e a l i s i n g  t h a t  y o u r  s t y l i s t i c  p r e f e r e n c e s  a r e  e x p e n s i v e .
4 N o t  a c c e p t i n g  t h a t  y o u r  t a s t e s  i n  m a t e r i a l s  a n d  f i t t i n g s ,  s u c h  a s 

c u p b o a r d s ,  t i l e s  a n d  s t o v e s ,  c a n  a d d  n o t i c e a b l y  t o  t h e  c o s t  o f 
building.

5 Not  b ei n g fi r m ab ou t  b ud g et ar y l imit a ti on s r ig ht  at  t he  be gi n ni ng ,
which, of course, requires you to have done your homework and
d e c i d e d  h o w  mu c h  y o u  c a n  a f f o r d  t o  s p e n d . 

6 Agr ee in g  t o c on tr ac t s wh e re  t he  pr ov i si on al  su ms  ar e no t  r ea l is ti c
( s e e  C h a p t e r  5 ) . 

7 Ag r e e i n g  t o  c o n t r a c t s  wh i c h  d o n 't  c l e a r l y  s p e c i f y  a n d  d o c u me n t 
a l l  t h e  r e q u i r e m e n t s . 

8 M a k i n g  v a r i a t i o n s  t o  t h e  c o n t r a c t  w i t h o u t  r e q u i r i n g  c o s t i n g  o f 
t h o s e  v a r i a t i o n s  b e f o r e  t h e  wo r k  c o m me n c e s  ( s e e  C h a p t e r  5 ) . 

Th is  ei ght -f old  pa th  ca n, an d o fte n doe s, le ad man y peo ple  d own  a r o ck y  r oa d  t o
s i gn i f i ca n t  co s t  o v e r ru n s  on  t h ei r  h ou s i ng  p r oj e c t . I t  is  a  p a t h  d o wn  wh i c h  i t  i s 
e a s y  t o  s t a r t  a n d  f r o m wh i c h  i t  i s  o f t e n  d if fi cu l t to  re tr ea t . Su c h re tr e at  i s  o ft en 
b ar re d b y emo ti on al  co mmi tme nt  t o  t h e  amo u nt  o f  s p a c e, t h e d e s ig n  an d  t he  q u al i t y 
o f  f i n i sh , o r by the ty pe of contra ct you  have alread y agre ed to or sig ned. Undoing 
t he  e mo t io na l  c ommi t me nt  is  o ft e n pa i nf ul . Alt er i ng  t he  bu il d in g contract so that
you can build more cheaply is fraught with the risk o f pr ot r ac te d  d el ay s  a nd  lo ss  o f 
mot iv at i on  b y  t he  b u il de r  a nd  h i s s u b c o n t r a c t o r s .

I n  t h e  f i r s t  c a s e  t h e  c h o i c e  i s  b e t we e n  k e e p i n g  t h e  d e s i g n  t h a t  s e eme d  so 
s u it a b l e, a n d b u rd e n i ng  y o ur s e l f, a s su mi ng  y o u h a v e t h e  c a p a c i t y ,  w i t h  t h e  e x t r a 
f i n a n c e  c h a r g e s . 
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I n  t h e  s e c o n d  c a s e ,  t h e  c h o i c e  i s  b e t w e e n  p r o c e e d i n g  w i t h  a  c o n t r a c t , a n d 
t r y i n g  t o  n e g o t i a t e  r e d u c t i o n s , o r  s t o p p i n g  t h e  wo r k  a n d r e n eg o t i at i n g p r i ce s  o n
t h e b a s is  o f  a  mod i f i ed  d e si g n  wi t h  th e  ri s k  of  l o si n g  th e  b ui l d er . I t's  a n u n e nv i a b le 
e x pe r i e nc e . Be t t er  t o  a p p r o a c h  t h e  p r o c e s s  o f  b u i l d i n g  wi t h  a  s o u n d  c o s t  p l a n . 

S I X  ST E P S  TO  BE I N G  CO S T  CO N T R O L  WI S E  WH E N  BU I L D I N G 

1 Ch e c k  o u t  t h e  c o s t  o f  b u i l d i n g  o n  t h e  l a n d , o r  a l t e r i n g  t h e  h o u s e 
b e fo r e  bu y i n g.

2 B e  r e a l i s t i c  a b o u t  y o u r  s p a c e  n e e d s ,  a n d  y o u r  a e s t h e t i c  p r e f e r e nc es .
3 B e  r e a l i s t i c  a n d  f i r m a b o u t  y o u r  b u d g e t . 
4 Check the contract carefully, and ensure the plans and specificat i o n s  d o c u me n t 

e v e r y t h i n g  c l e a r l y .
5 I n s i s t  o n  r e a l i s t i c  p r o v i s i o n a l  s u m s .
6 T r y  n o t  t o  v a r y  t h e  c o n t r a c t ,  o r  i f  y o u  m u s t , h a v e  t h e  v a r i a t i o n  c o s t e d  a n d 

a g r e e d  t o  i n  w r i t i n g , b e f o r e  w o r k  o n  i t  s t a r t s . 

These six steps can turn designing, or selecting the design, and b u i l d i n g , i n t o 
a n  a g r e e a b l e  e x p e r i e n c e .

CAN YOU AFFORD IT?
The  c os t  o f h ou si ng  is  p a rt  o f t he  t o ta l ho u se ho l d bu dg e t, a n d, i n t he  p a st , a  r u l e  o f 
t h umb  u se d  i n a s se s s i ng  b o rr o wi ng  c a pa c i ty  h a s b e e n t o  se t  t he  c os t  a t n o  mo r e 
t h an  2 5  p e r  ce n t  o f  t ot a l  in c o me. I n fl a t io n  h a s ,  h o we v e r , ma d e  t h i s  f i g u r e  mo r e 
d i f f i c u l t  t o  a c h i e v e . 
Before deciding to buy, it is wise to analyse the effect of the anticipated purchase
on the household budget. The following me th o d  (s e e  p. 1 0)  c a n b e  us e d  as  a 
s t ar t i n g p o i nt , th o u g h t h e re  wi ll  be  p ers ona l dif fer en ces  fr om fa mil y to famil y, and 
fr om in div id ual  to  individual.

This balance will determine, amongst other things, your capacity to borrow the
necessary capital to purchase the housing, unless the v a lu e  o f t h e  p r o pe r t y  a n d 
o t he r  a ss e t s  y o u  c a n  cu r r e nt l y  se l l , c o v er s  t h e  p u r c h a s e  p r i c e  o r  p o r t i o n  o f  i t . 

I t  a l s o  i n f l u e n c e s  t h e  n u m b e r  o f  y e a r s  y o u  wi l l  h a v e  t o  s p e n d  p a y i n g  o f f  t h e 
p u r c h a s e , a n d  t h e  ma t e r i a l  q u a l i t y  o f  y o u r  l i f e s t y l e .

B O R R O W I N G  I S  A SP E C I A L I T Y 
Con tr ol l in g y ou r fi n an ce s  whe n b uy in g  o r bu i ld in g  h ou si n g is  ve ry  m u c h  b o u n d  u p 
w i t h  a v a i l a b l e  f i n a n c e ,  i n t e r e s t  r a t e s , r e p a y m e n t  terms, borrowing limits related



10 BUYING OR BUILDING

The impact of cost on your annual impact budget

Total
Annual
Household
Income

Less

Food costs
Clothing costs
Health costs
Transport costs
Educational
expenses
Holiday and

entertainment
expenses

Insurances
Other debts

Equals

Annual
balance
available
for
financing
purchase of
housing
and
second
forgotten
costs

to income, job, age, marital status, household size, current assets and debts,
sources of mortgages, not t o me nt i on  Fe de ra l a nd  St at e Go v er nme nt  r eg u la ti o n or 
d er eg ul a ti on  of home f inance . Hous ing fi nance is a spe cialis ed fie ld in which there
a r e  a  n u m b e r  o f  o p e r a t o r s  r a n g i n g  f r o m  t h e  Fe d e r a l  G o v e r n me n t  w i t h  i t s  f i r s t 
h o m e  l o a n  g r a n t s  s c h e m e s  a n d  g e n e r a l  c o n t r o l  o f  banking, to banks, building
societies, credit unions, finance comp a n i e s , a n d  s o l i c i t o r s  t r u s t  f u n d s . I t  i s  a 
ma r k e t p l a c e  i n  wh i c h  y o u  n e ed  t o  s h o p  a r o un d  i f y o u  a r e  to  f i nd  t he  b e st  d e al . I t's 
i mpo r t a nt  t o  t a l k t o  th e  e xp e r t s. A di f f er e n c e o f  1 p e r  c e n t  i n  in t e r es t  r at e s , o r  t he 
l e ng t h  of  t i me  t o r e p ay , c an  me an  h u nd r e ds  o f  d o l l ar s  a  y e a r , i n , o r  o u t ,  o f  y o u r 
p o c k e t .

BE REALISTIC
Wh et h e r  y o u 're  b uy i n g  o r  b ui l d i ng , t he  c os t s  in v o l ve d , to  t h e v a st  maj or it y  o f
h ou si ng  bu ye r s, a re  hu ge . The  f a ct  t h at  h ou s in g l oa ns  a r e 15 -2 5 y ear s lon g i nd ica tes 
th e siz e o f the  in ve stment  i nvo lve d. Ma ny  p e o p l e ' s  i n v e s t m e n t  i n  h o u s i n g 
c o n s t i t u t e s  t h e  e q u i v a l e n t  o f  6 - 8  y e a r s  o f  g r o s s  i n c o me ,  o r  o n e - s i x t h  t o  o n e - 
e i g h t h  o f  t h e i r  i n c o me  o v e r  t h e i r  w o r k i n g  l i f e .  B e i n g  r e a l i s t i c  a n d  c h e c k i n g  i t 
o u t  t h or o u g hl y  b ef o r e y o u  s i g n  t h a t  b i n d in g  co n t r ac t  i s e s s en t i a l t o  y o u r  p ea ce  o f 
min d. Remembe r , yo u 'l l be  pa yi n g fo r t he  mi st ak es  as  we ll  a s  t h e  p l e a s u r e s ,  f o r  a 
l o n g  t i m e  t o  c o m e .


