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DISCLAIMER

While the authors have used their best efforts in preparing this information, they make
no representation or warranties with respect to the accuracy, or completeness of the contents

and specifically disclaim any implied warranties.

The advice and strategies contained herein may not be suitable for your situation.

You should consult with a professional where appropriate.

The authors shall not be liable for any loss of profits, or any other commercial

damages, including but not limited to special, incidental, consequential, or other damages.



INTRODUCTION

Investing in the Australian property market is generally as strong today as it has ever
been. The global financial crisis that hit the world in 2008 has certainly seen a slowdown in
buying as investors are somewhat nervous, but was this temporary, or is it still something to
be concerned about? The predictions by analysts are that this will only be a temporary
slowdown in the property market. Time will tell!

There are many reasons why property investors should not be running scared.
Australia is in a rather unique position in that it has much diversification in its economy. There
are one or two States that are not so well off in that regard, but there are also several States
that have very strong reasons for going ahead with property investment.

Queensland is the best placed State for property investment, with its varied mineral
wealth, agriculture, fine weather that is attracting overseas migrants, tourism and continued
growth. There are regions and suburbs in other States that are also receiving excellent
growth, and we will cover these in further chapters.

States affected during 2008 were NSW and SA, as they already had their own
financial problems which had affected the finance of the two States overall. In saying that
however, there are still areas of capital growth and good rental returns even in those States.

Financing is always at the top of the list of concerns and the reason for this is due to
the fact that finance is a constantly changing situation. Interest rates are always on the move,
either up or down. Sure, they may sit for a year, but over an investment period they will
continue to move in one direction or the other. The last three interest drop periods prior to
2008 saw the interest rate fall to 4%, then turn around and increase again. Time shows that
this seems to be a cycle which is certainly worth watching and it will be interesting to see what
happens from here.

Because of this, investors need to keep their wits about them and keep up with what
is happening in the finance and other sectors. For example, if you have bought in a tourist
area and for some reason the tourism in that area ceases, then you might need to look at
selling your property, because you could find that you cannot get a good rental return, or any
future capital gain.

Demand, affordability and confidence in the future are the three things that effect
housing prices. There is no doubt that a strong rental demand exists, and the rental market
now emphasises this by the rental returns presently being achieved. Confidence in the future
has definitely taken a hammering, but the Australian Government has made it quite clear that
they are not going to let the housing market suffer.

Housing approvals have been very low and this is why the property market is in a
good position for the property investor. With fewer housing approvals, there are many more
people looking for homes to rent.

As mentioned earlier, the Australian economy is strong, even if spending and exports
reduce, Australia is still in a good position economically.



There are still positively geared properties out there and further on in the book, we
discuss their location and why such properties exist.

Home finance has tightened up, there is no doubt about that, but when going for a
loan you need to be prepared and have proof of all your statements, as it is rare that you will
get a ‘no document’ loan.

Once you have purchased an investment property, you have to look at how you are
going to manage it. It is so important that this is done properly and you do need to take some
responsibility for its management, even if you have a property manager. Every State has its
own variation on property management rules, so you will need to know what is required in
each State where you have purchased property, but they won't be too dissimilar.

On many occasions, lack of care in the first instance has caused major problems at a
later date. Obtain your insurances, manage the property correctly, keep it maintained, have
all the facts right, take responsibility, and most importantly, have fun growing your property
portfolio. Don’t over commit yourself, as there will always be another property there
tomorrow.

Each chapter has an introduction followed by a Question and Answer section. We
have endeavoured to the best of our ability, to answer questions asked by concerned
property investors. We have received many questions in reference to taxes and trusts. As
much as we would like to answer these, they are so diverse in nature, and the laws change
so frequently that we recommend you seek the advice of your accountant and solicitor if you
have concerns in these areas.

There is no way of knowing what the future holds. Finance criteria is continually
changing on a daily basis since the economic crisis of 2008 and the future of property
investing will only unfold as the world economy settles down.

For the best way to keep up with current property investment information follow posts
at www.propertyinvestmentwise.com.au



PURCHASING AN INVESTMENT PROPERTY

INTRODUCTION

Making the decision to become a property investor cannot be taken lightly. It requires
commitment, research, time, and of course money or equity. Furthermore, you need to be
able to handle a certain amount of stress.

If you are starting out as an investor there are many points to consider. It is essential
for you to:
First and foremost, treat property investing as a business

Have a business plan/strategy and exit strategy
Have systems in place

Know the ins and outs of your finances in detalil
Research your product

Obtain expert advice

Take out the necessary insurances, especially income and property
protection

When you have these things in place, you will feel much more ‘confident' in what you
are doing and be able to make informed decisions.

You need to run property investing as a business because you are involved in
property to make money, and making money is a business. At no stage with property
investing can you afford to be blasé. In this book we will discuss, interest rates, mortgage
criteria and world economy, which are always on the move. If you intend to be making money
from your investments, then you must be able to adjust your cash flow and your finances as
and when required. You can only do this by keeping a very strict eye on what is happening.

Learning to leave the emotions out of your purchasing takes quite an effort for some
first time investors. For this very reason, a lot of first time investors like to purchase in nearby
suburbs, as they would be on hand if something should go wrong.

This can be both a good and bad idea. When investing, you should decide whether
you are going for capital gains, or for rental return. This means that if you intend purchasing
in a nearby suburb, you would have to question whether it is going to fit in with your overall
property investment strategy.

So when you have yourself all organised with the planning and finance side of
purchasing property, you then need to start researching where you are going to buy.

Will you be looking at investing for capital gains, or for a higher rental return? When
looking for capital gains you may have to buy in more prestigious suburbs and therefore pay
handsomely for the property, but the rental return will not cover your mortgage. This leaves
you with two options, either your deposit will need to be higher, or you will be looking at
subsidising the mortgage repayments from your own income.

If you are going for rental returns, then you will be looking to purchase a cheaper
property, but in an area that will return a good rental.

Having clarified what your investment strategy will be, you will quite likely be looking
in two entirely different places.



YOUR SUPPORT TEAM

If you are serious about property investing, it needs to be looked at as a business, as
we previously mentioned, and | say this because many investors try and save themselves
money by managing properties themselves, doing their own tax returns and other
components of the whole business.

Time and time again you hear an investor say, “I have been investing for fifteen years
and | only heard about ...... last week! | could have saved myself thousands of dollars if | had
known”. This is precisely the reason why you should be using a professional team. For
example, accountants receive updates to the tax system on an almost daily basis. Would you
know about these changes if you do not use their services?

By trying to save yourself hundreds of dollars, you could well be losing out on literally
thousands of dollars. Any professional fees you are charged in relation to your investments
are tax deductible.

You need:

An accountant who is experienced in property investing
A good financial advisor to help plan your overall investment strategy
A mortgage broker

Several real estate agents who can give you advice in certain areas of
interest

A property valuer to obtain a true price of the property

A quantity surveyor to supply tax depreciation schedules

A solicitor who will act promptly to complete property settlements
Good property manager/s

An insurance agent

A reliable builder and draftsman if you are going to be completing
renovations and/or extensions



RESEARCH

What do you look for when you are doing your resear  ch?

Quite simply, some investors starting out are going to have to enter the market
wherever they can. Not randomly, but their choice is going to be very restricted, purely and
simply because of the amount of money they can borrow. For these investors, positive
gearing could well be the way to go for a first property, and then from there the range would
open up with some spare cash for a little negative gearing.

Research starts by narrowing down your area. We cover that throughout the book,
and now you have decided what type of property you are going to be looking for, you need to
decide where you are going to buy.

To do this, start off searching in your price bracket, shortlist the areas that you are
interested in and then do more concentrated research.

There are many methods of getting up to date market information, and
www.myrpdata.com is a very popular website. In the following Questions and Answers you
will see additional information.

Once you have your short list, decide on one or two areas and target them for your
purchase. Start talking to real estate agents, attending auctions to find out current prices,
talking to property managers about local rentals, and get ready to make your decision.

The term median price is often used in relation to real estate. Do watch this term
because it may not give you a true picture. For example, take an area of 2000 houses that
currently has a median price of $410,000. When the market is tight, the houses in the top
bracket ($650,000+) may not be selling, and 40% of the sales in the area may be in the low
end of the market, at around $330,000. In this case the median price would drop because
most of the activity is in the lower end of the market and may bring the median price down to
say, $390,000. But in actual fact the houses at around $430,000+ have not changed at all
and are still achieving a reasonably good selling price.

At the opposite end of the scale, in times of economic growth, the $550,000+ houses
could be selling extremely well, taking the median price up. In this instance, the medium
priced houses, or houses at the lower end would appear to be selling at a higher price
because the top end sales would be taking up the median price. So in looking at the median
price of an area you cannot assume that all houses in that area are moving with the median
price.

What we are saying here, is that you have to compare apples with apples, or in this
case houses with houses. Don’'t immediately discount an area because of the median price.
A slightly higher median price may mean that the lower end of the market is moving up, but is



it the higher priced houses specifically lifting the median price in that particular area, or
activity at the lower end. That is what you would need to establish.

WHERE ARE THE BETTER AREAS FOR INVESTING?

This is a question that | am sure is asked every day of the week. Let’s look at what is
driving the Australian property market?

The Booming Population

The population growth is coming from two areas. It is coming from migration, which
accounts for over half of the population growth, and from local growth.

With the very low unemployment rate in Australia there seems to be no reason why
migration should not continue, and this bodes well for the property investor. Very high
proportions of immigrants are arriving from India and China, and the majority of the balance
from New Zealand.

New Zealanders migrate for the weather, so they head to Queensland, usually
Brisbane, Gold Coast (south to Byron Bay), and the Sunshine Coast. For this reason South
East Queensland has enjoyed very strong capital increases in past years. Although this has
slowed down a little in recent times, it is expected that the trend to migrate will continue, and
therefore the property prices will start rising again in the near future.

Non-English speaking immigrants tend to gravitate towards the larger cities for
employment, transport and more importantly, to be near communities of their own nationality.
With this being the case, there are pockets of very high growth, especially in Sydney and
Melbourne, where Indian and Chinese immigrants have settled. Because of the strong rents
that have been able to be obtained in these areas, the capital value of the properties has also
had high increases, with over 30% in most cases.

A few areas where immigrants gravitate to are:

Sydney — Mascot, Lakemba, Punchbowl;
Melbourne — Clayton, Derrimont.

Yuppie Territory

Another factor that has created high rental returns is the desire of Generation X and Y
to live in quality surroundings with all the mod cons. Most are earning excellent income and
they like to spend it. This desire for the good life has opened up new areas for investment in
the high end, unit market near large city centres, for example, South Bank Melbourne,
Brisbane and North Adelaide.

Baby Boomers

Let me tell you, Baby Boomers do not like cold weather. So where do they head?
They head for South East Queensland, or the Queensland/New South Wales border. Baby
Boomers like comfortable surroundings, they want new, but not large. They make good
tenants, looking after your property as if it was their own, and stay for long periods of time.

Mining Towns

There has been quite a fuss about China’s impact on our economy, and it is fair to
say that Australia is very reliant not only on China, but on any developing country.

It does not matter what you say, as the years go by there is always going to be
mining towns and they will always require rental properties. There may be a slow down now
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with mining, but mining will always be there, and will always be strong. In the recent financial
boom, with resource demands from China, the mining companies have been seriously
understaffed. With the financial crisis of 2008, although the resources sector was hit, there
may not have been many layoffs in Australia because most companies were not fully staffed
in the first place. The population of the world is growing, and along with that growth is a
demand for resources. Some resources will be more in demand than other resources, and as
always, with time that will change.

So what do you look for with mining towns? How much capital growth will you get?
The rental income will almost certainly be excellent and the longevity of tenancy likewise. It is
essential for you to keep an eye on what is happening in the local mining industry and assess
whether any changes are likely to affect the capital growth of your property.

PROCEDURE LEADING UP TO PURCHASE

We have already written about some of the basic information you need to establish
before you go looking at properties, all the procedures of which you should have in your
Property Investment Business Plan.

When you have narrowed down your area of investment you should proceed as
follows:
Open inspections and auctions

Visit open for inspections and auctions in the desired area

Accountant

Check with your accountant about how you should buy your property as far as
ownership goes, if you can afford negative gearing, and if so how much, your best mortgage
set up, and your future property investment plans

Financial planner

Visit your financial planner and plan your investment strategy

Mortgage broker

Arrange your finance. When you know what you can afford, you will know what
criteria to look for in a property. This is very important in keeping your budget under control.
Do read more on pre-approved loans further in the book.

Real estate agent

Find yourself a trustworthy real estate agent, one with whom you can communicate.
Give them your strict criteria for purchasing and set them to work. Tell them your plans and
be very specific that you do not want to be wasting time looking at properties that do not fall
into your criteria. If you are hard pressed for time, you may employ a buyer’s agent.

Ask the agent for a CMA

A comparative market analysis (CMA) will show you what properties have sold in the
area and what prices were paid. This data will undoubtedly be a few months old and
therefore, you will still need to visit auctions and open homes to obtain current prices.
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Have a talk with your local property management

When you are serious about a property, check with a property manager regarding
rental in that area. Some salespeople do know what is being paid, but others do not. Itis
even a good idea to ask a real estate agent not involved in the sale.

Revisit open homes and auctions

Now that you are ready to buy, re-familiarise yourself with the current prices.

Don't buy on first visit

Remember this is a business. Do not let your emotions run away with you. Don’t be
pushed into making a decision on the spot. There will be other houses out there. You are not
going to live in it, so do not worry if you miss out on one, there will always be another. There
are plenty more fish in the sea.

GOING TO CONTRACT

You are now at the final stage to purchase.

Now that you have decided to purchase, put in a good offer. Unless you like
haggling, which can become quite stressful, set your price and give it your best
shot up front.

Be aware that if you do not put the right purchasing entity on your contract to
purchase, and you want to change the entity at a later stage, then it may cost you
TWO lots of stamp duty.

Make sure you have checked with your accountant as to the buying entity before
you sign anything.

When providing the details for a contract ensure that everything is correct,
including names, date, condition clauses properly worded and spelling.

Get your solicitor to check out the contract before you sign, and then double
check. Don't get your arm twisted into signing unless you are 100% comfortable.
There is a seven-day cooling off period, so you do have a certain amount of
protection, but you will pay a 0.25% penalty fee if you back out without good
reason.

Think about your settlement time. Do you want thirty, sixty, or even ninety days?
It has been common place to set finance and inspection dates at fourteen days,
but since the credit crisis finance is taking longer to get approval. By taking your
finance date out to at least twenty-one days, or preferably twenty-eight days, you
do not risk the contract falling over because of insufficient time to arrange
finance. Personally, | would also ask for the finance acceptance to be in writing.
This has always been a requirement, but in the past, verbal acceptances have
been acted upon.

If the property is already rented, check out the tenant’s history of payment and
the rent rate. Is the tenant's rent rate too low and going to be a problem with your
finances until you can raise it? You may need to take this into consideration
when negotiating your price. If the Tenancy Agreement has been in place for
some time, with the possibility of having a lengthy lease period to go until
completion and the agreement was set with a clause agreeing to no rental
increase, the rent may be too low.
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Make sure your contract contains clauses to say that you must approve the
Building and Pest Report, and your own independent valuation. It would pay to
wait until finance approval before having these done, otherwise it is a cost you
will have to wear whether you obtain finance or not, so set these dates a week
after your finance is approved.

Once a property goes to contract the buyer should take out insurance on the
property. Make sure this is noted in the contract.

SETTLEMENT CHECKLIST

This is the day you receive the keys to the property.

The Checklist:

Usually a buyer does not attend settlement, as the legal team completes this
responsibility.

If you are required to provide monies for settlement, you will need to have bank
cheques issued (not personal ones).

Make sure that your insurances are all in place.

On settlement day, you should have a pre-settlement inspection to see that the
property is in the same condition as when you signed your contract. This should
be done after the vendors have moved out, so that you can see if any damage
has been done during the removal. At the same time make sure any chattels
included in the contract have not been removed. This will give you plenty of time
to resolve any issues before settlement later in the day.

Council rates and water rates will be adjusted on the settlement statement from
the solicitor. Your solicitor may require their payment before settlement.

Keys can be collected from the agent after settlement. It is recommended that all
locks be changed immediately.

Electricity and other services should be organised to continue connection; after
first making sure that the previous owners’ bill is not included in your account.

Organise a tax depreciation schedule from a quantity surveyor. To read more on
guantity surveyors, go to www.tslprojectservices.com.au
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QUESTIONS & ANSWERS

Your First Investment Property

How do | gain the right advice and confidence to bu y a first investment property? |
believe the first one is the hardest!

There are a lot of investment seminars that you can attend, and there are many
websites where you can access information for buyers. Mortgage brokers have good
websites for investors, and you can also join their mailing lists to receive regular newsletters,
containing current and up to date information. Reading blogs and joining in on forums on the
Internet are great ways to discuss your thoughts on investing. When joining forums, do be
aware that you will be communicating with people from all walks of life and experiences, so
don't take anything you read as advice to act on, but just as another point of view. Always
research anything you read, and confirm in your own mind that what you see is correct. To
access forums on the Internet and type into Google: Australian investment properties + forum.

What's most important - capital growth or % vyield o n rental return, or is it a
compromise between the two?

It is not so much a matter of ‘importance’, as a matter of what your goals are when
building a property investment portfolio. Every investor's personal financial circumstances are
different, and some need to go for the rental return, whilst others are looking for negative
gearing and will purchase for capital gains with lower rent returns. The answer to this
guestion should be in your investment strategy. Seek the advice of a financial advisor who is
experienced in looking at the long-term picture.

What key things should | look for when seeking to i nvest in a property?

It is no mystery that the 3P’s are the way to go. Position! Position! Position! Three
very basic rules of thumb have been to buy near water, buy the worst house in the best street,
or buy near facilities. Different decisions need to be made depending on your investment
strategy. Essentially there are two strategies (not including buying, renovating and selling),
these being:

Invest to hold for capital gains, or

Invest to grow your portfolio.

There are other issues to consider when purchasing a property, and as you read the
book you will find other considerations to decide on before purchasing.

INVEST TO HOLD

If you are going to 'invest to hold' you may decide to buy a property with a beach or
canal front, knowing that you will not get a great return on your investment from your rent.
Your objective is to hold onto the property for a long period of time, and receive your capital
growth over the long term. To do this you need to be able to fund any short fall in the
mortgage repayments, from either your own income, or your other investment properties.

INVEST TO RENT

If you are looking for an investment where you will not have too much of a short fall in
your monthly mortgage repayments, then you need to be looking at cheaper properties. Sure
you will still get capital growth over the long term, but these value properties are not in prime
positions, and usually do not increase as much as those with a beach or canal frontage.
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How do you find news at your fingertips on what sub urbs are financially on the rise?
How many houses have been passed in at auctions and at what price? How long have
properties been on the market and for how much?

There are various resources for finding out the information on what is happening in
the real estate world. There are magazines like ‘Your Investment Property’, ‘Money’ and
others. There are companies that research this information, but to obtain current information
you need to be talking to agents or paying for the information that is researched. For current
prices, the only way to find out is through what is selling at auction. The agents in that area
should be able to tell you the week after the auction. In certain areas, local papers place this
in the paper on a Saturday covering the previous week.

Which property is more beneficial to invest in, an older property or a newer one?

This answer depends on several factors. It will depend whether the investor is
looking to buy cheaper and rebuild, whether it is purely an investment for rental return, or
whether the property is being purchased for capital growth. When buying an older property
the up front cost is of course, comparatively cheaper, but it should be borne in mind that there
will be more expenses involved in relation to upkeep. Then there is the scenario, where the
investor wants to buy for capital growth more than for rental return, and this could mean
buying an older property in a prime location, say near an older university, or near the centre of
town and in other prime locations as mentioned earlier.

A newer property will cost more and the depreciation will be at a maximum on the
property, and hopefully, there will be less maintenance costs in the short term. Properties in
newly developed suburbs have been popular for this reason

An investor may be forced to buy an older property in a less popular area, simply
because that is all the investor can afford at the time. If this is the case, it can be a stepping
stone into the market and of course; the property can always be sold further down the track,
or refurbished to increase rent. Just make sure that the house is structurally sound.

Should | buy a unit or a house?

Some people have very definite ideas about this and often it will come down to how
much involvement you want in managing your property. If you buy a unit in a resort complex,
for example, you can leave the total running of the property (excluding major internal repairs),
to the onsite management. This way you have very little involvement, and it is quite a good
way to operate when you do not live nearby, or want to have a ‘passive’ investment. If you
purchase a unit in a small complex you would leave the management to a property manager
of your choice. Some have the view that because it is a unit there is less likelihood of
damage, as other tenants in the building will hear if anything is going on that is not
acceptable. Then again, other investors prefer to be more hands on, do their own repairs and
keep a closer eye on their properties.

Keep in mind that the major value in any property investment is in the land content.
Therefore, if you are going to buy a unit, it needs to be in a prime spot near water, a large city,
a university, or in a similar circumstance so that you also acquire some capital growth.

Some lenders do not view units as good an asset to lend on as they do a house, this
is possibly due to the fact, as we mentioned, that it is land value that increases not the
building.

Is capital growth influenced by the number of units and features (pool, gym etc) in a
complex?

These things are only features, and are not the sort of thing that will cause a property
to change the capital growth rate to any degree. Capital growth is more likely to increase
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because of the location becoming more popular or in demand, the positive upgrade of an
area where the units are located, and money being spent upgrading the property.

In the reverse, if none of these happen, or even get worse then the property could
have a negative capital growth.

What is more important in determining the correct p roperty for you to purchase, the
overall land value, or total property value?

The building depreciates, and it is the land value that increases. To answer the
guestion, it comes back to your property investment strategy. You will have to look at the
rental return from the property. For example, a valuable piece of land near a city could have
a very small, old residence on it, and therefore, you may not be able to charge as high a rent
as a large house on a less valuable piece of land a little further out of town.

It is important not to over capitalise. In other words, on a main road where land
prices are cheaper, it would be a good idea to buy a property where someone has built a nice
‘flash’ house. However, it would be far better to buy a property with more land value and a
not such a ‘flash’ house.

How do | know that the price | am paying is the cor  rect price, and is not overvalued?

This is always hard to estimate this yourself, but if you are not confident in your own
research, get an independent valuation. Sure, this will cost you, but if it eases your mind,
especially with the first property or two, then go down this path for the sake of your own
peace of mind. Itis a good idea to get a valuation anyway, because you will find out if there
are any future plans for the immediate area that will affect your investment. You can also
check with your Local Council.

How do I know that | am not paying too much for the property?

The sad fact of the matter is that really you do not know this for sure, but you can
ensure you are not paying over the top. Complete your research to the best of your ability
and avoid rushing into a decision to make a purchase. Walk away if you feel that there is too
much pressure being placed on you. Remember there are thousands of properties out there.
If you are being rushed, it will be to suit someone else’s agenda, not your own. If you are
buying for investment, your head should rule your decisions, not your heart. An independent
valuation will give you an indication if you are paying an excessive amount for a property.
Additionally, look at similar properties advertised in newspapers and real estate windows in
the area.

In new residential areas, why is land such a large proportion of the selling price?

Land is a large portion of the selling price with any property, new or old. Living in a
new residential area with new facilities is in 'ever increasing’ demand and therefore, the
individual lot prices rise higher and higher with each stage that is released. Investors tend to
buy in new areas as it gives them the most tax depreciation

How much research is necessary? - Sometimes | find myself doing so much research,
| start to lose the urge to invest! Research can b e so time consuming, and you don't
really know how accurate you are in the assumptions you end up making.

Yes, this is true. It can seem like you are endlessly researching. There comes a time
though, when you just have to bite the bullet. This goes for anything. Whether you are going
to invest in shares, buy a business, or buy investment properties. All you can do is to
complete your research, know how much you can afford to invest, know how much you can
spare on investment shortfall (for a negatively geared property), and find the property to suit
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your criteria. There are software programs available that will help you work out the financial
repayments, and really they are the way to go to help you assess whether or not you can
afford to buy a certain priced property, and where your ceiling is on the purchase price.

What may help you in this situation is to decide on either the capital gains, or rental
income factor, and then make a short list. A short list is a much easier way to go, as you can
bring your focus right in and this should make it easier for you to make decisions.

You just have to ‘Do it'.

Although this may not be a comforting thought, and knowing that everybody makes
mistakes, if you have taken all the precautions you can, then more than likely the mistakes, if
there are any, won't be too grave.

What if | really want to buy a property, but can’t seem to make up my mind?

As | see it, from your personal point of view there would be three reasons for this.
Firstly, you have not completed enough research and therefore, rightly so, you do not feel
confident enough to make an informed decision. Secondly, you don't have your ‘team’ behind
you to know where you stand financially, or thirdly, you have a psychological barrier.

At the outset as far as the property goes, you should have reliable research
completed and a plan of action in place. The research should cover everything from finance,
property selection, management and income to expenses. When you have all this
information it should be easier to make a decision. By doing all your research and preparing
yourself to purchase, as outlined earlier, you are eliminating most of the problems that could
arise.

Investing in property, or anything else for that matter, is much more than having the
money, it is feeling confident in your decisions, being prepared to take calculated risks if
necessary, and feeling confident enough to handle any stress that may be associated with
your investment. This is the psychological side that holds so many investors back.

Is it still possible to find a positive cash flow r esidential investment property in
Australia?

Yes, it is still possible to buy positive cash flow properties. Understanding why one
area will be more popular than another for renting will help you to find where these areas
might be situated.

As we have discussed earlier in the book, migration is creating positively geared
properties in certain areas of Sydney and Melbourne, which are being populated by Chinese
and Indian nationalities, who have been the largest number of immigrants entering Australia
recently, seeking out their own. There are no imminent changes in migration laws to change
this at the time of writing this book.

Also, New Zealanders and residents from the Southern States of Australia are
constantly moving into South East Queensland and Northern New South Wales. This
constant movement keeps a high demand on rental income and property prices in these
areas.

Accommodation wise, for those migrating to Australia, two and three bedroom units
are very popular.

How do we find positive cash flow properties? We kn ow they are out there, but what is
the best way to start searching?

There are websites that specialise in positive cash flow properties, and you should
keep looking at these on a regular basis. In fact, it would pay to contact the agents selling
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such properties and ask them to keep you on their database. These properties are much
sought after and sell very quickly.

How much deposit is necessary to start off?

It has been customary that a 20% deposit is required to secure a property. This
equity could be cash, or it could be equity from a currently owned property. The reason is
twofold. The banks prefer you to have that amount of equity in the property, and it has been
the basis of the mortgage criteria, which has been set by the mortgage insurers. With the
credit crisis in 2008 these figures changed, and in fact, in the latter part of 2008 they were
changing on an almost daily basis. This continual change caused many contracts to crash
due to the finance clause. If you do not have a 20% deposit, you will be required to pay
mortgage insurance, and depending on the criteria at the time, and other investments you
might have, even 20% may not be enough.

Is there a way to purchase the first investment pro perty without a deposit?

Two ways this has been possible in the past is for a vendor to leave 20% equity in the
home as a second loan for say, two years, with equity and capital being paid at the end of
those two years. This would give the buyer time for the property value to increase and to re-
finance. This situation would probably only work though, in a market, where the property
prices are climbing.

Another way to purchase a property is to secure a personal loan for 20% and use this
as your deposit. Again, this will depend on how the lender views your other personal financial
circumstances.

Is the property structurally sound?

It is imperative for you to have building and pest inspections carried out by a
reputable qualified person, prior to purchasing a property. This should show up any
abnormalities.

'‘Building & Pest Reports' - How do you find out abo ut problems before signing the
contract?

It is always sensible to have a building and pest report completed on any property
you are going to purchase. If you are looking to buy at auction, you should have this report
completed prior to the date of auction. The seller will probably have one on hand prior to the
auction, so it is up to you whether you want an independent one or not. If you are purchasing
without tendering or auction, you can go to contract without the building and pest inspection,
but with a condition that one is completed to your satisfaction by a certain date.

How do | know what not to buy?

Don't buy anything that does not pass the requirements we have set out for you in
this book. At the very least have a building and pest inspection carried out, and the valuation
completed. Also check that there is nothing happening in the local area that could cause the
prices to drop. (The valuation should show this information.) If the property has repairs to be
done, you need to assess if you want to take on that responsibility and if you can afford it.

Another reason you may not wish to buy a property could be if it is tenanted and
those occupants are not very good tenants. Make yourself a list of things you don’t want to
be dealing with in a new property (like bad tenants), hoon drivers (look for heavy tyre marks
on the road), an increased number of break-ins and burglaries in the area, bad neighbours
etc. Make this part of your buying criteria.
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When is the right time to invest (correlation betwe en bank interests and property
availability and prices)?

In the past it has shown that when interest rates go up, house prices go down.
Interest rates go up because people are spending too much money, and at the same time
house prices go up, and inflation goes up. Then people stop spending money because they
have over spent and cannot afford the new interest rates, and consequently the interest rates
start dropping because the economy is slowing down. When this happens, the house prices
start dropping and then the cycle starts all over again.

This is the theory, but in actual fact it is not quite as simple as that. Nobody knows
where a top is, and no one knows where a bottom is, and if investors could pick the bottom
there would be many more millionaires than there are today.

Can | invest in a property without actually viewing the property on site? | can gather
the information that | need from council/property/w ebsites and the real estate agent's
feedback etc.

Yes, you can do that. There is a cooling off period of seven days anyway, so if you
do go to contract you can always go and physically inspect the property. In reference to
websites, a physical inspection shows you pointers and features that do not show up on 3D
scans through a property. A building and pest inspection should show any faults that may
exist. Crashing a contract in a cooling off period does attract a penalty fee of 0.25% under
most circumstances. A way around paying the penalty would be to include in the contract, a
clause that allows you to view the property within say, seven days, and if you are not happy
the vendor will waive the penalty payment.

What are the pitfalls in buying away from home?

As long as you have done your homework, the same as you would do it nearby, and
make sure you get regular, thorough reports from your property manager, there should be no
more problems with a property further away from home than there is with a property nearby.
You can also ask for dated photos with your report.

How do | find a good quantity surveyor, building, p est, plumbing and electrical
inspectors, not just those the real estate agent pr  efers?

You can ask other people who have bought in the area, look in the yellow pages, or
ask at the bank or the solicitors, if you do not wish to accept recommendations from the real
estate agent. Often a real estate agent is suggesting persons or companies who they know
will do an efficient job, because they do not want a contract to crash either. It then becomes
a trust issue that you are being given the name of a person who will do the job properly. You
can always take the name and get a reference about them from another office or person. A
real estate agency could face class action if they recommend dishonest or unreliable
businesses and/or individuals. The law is not so easy on real estate agencies any more.

Is there some way of knowing a Local Council's futu re zoning plans?

Most Local Councils have a program planned out for a number of years ahead, which
you can obtain at a cost. Each Local Council is a law unto themselves so you will have to
deal with whatever response you receive. A valuer will give you all that information, but of
course you would only be using him if you were looking at a certain property.

Is buying a new property a much bigger advantage in the long term than buying an
older property?

Not considering location, but rather, considering long term investing, there is not a lot
of advantage of buying newer properties, although in the shorter term, there is the

19



depreciation advantage. A new property will cost you more to purchase and you will receive
more depreciation benefit, whereas an older property will cost you less and you may still get
some depreciation benefits, however you will end up with maintenance costs earlier. So the
answer may be in the amount you can borrow, and in the amount you can afford to pay in
negative gearing, if it is going to be a negatively geared property. If the older property is
attractive and fresh, you will probably get only a little less rent for a much lower outlay. That
would mean with the older property, you would need to know what you could afford if you
have maintenance issues.

How much 'other costs' such as the legal fees/surve y fees/insurance should | expect to
pay for my investment property and are there ways t hat | could minimise these? Are
these expenses deductible?

Yes, all your purchasing costs, plus vehicle expenses on looking for the investment
property, are deductible. It is important to keep any documentation, mileage etc. to prove
where and why the money was spent. Travel expenses can only be charged against a
particular property purchase, not just for general cruising around. It is best to keep a diary
and receipts for all your travel in relation to your property investing.

Fees vary so much from State to State, and person to person, that we have not listed
fees here. It would be a matter of a few phone calls to the people that you wish to use to find
out the costs.

Your purchasing costs will be:

Legal Fees

Stamp Duty

Building and Pest Inspection
Your Independent Valuers Fees

Quantity Surveyor Fees

-~ ® oo T p

Property Insurance

Landlord Insurance

S

Mortgage Set Up Fees
Adjusted Rates
I Utility Bonds

Renting fees with a property manager:

One Weeks Rent
Property Management Fees 5 -7% + petties
Possibly Advertising for a Tenant
Ongoing costs:
Mortgage Repayments
Council Rates
Water Rates
Utilities (e.g. Gas for Stove)
Maintenance
Insurance (Income Protection)

Accountancy Fees
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Negative Gearing

How do | deal with a property cash flow problem, si nce most of property investment is
going to be negative cash flow?

From your comment “is going to be negative cash flow” | would assume that you have
not yet bought the property. Therefore, it is a concern when you say “cash flow problem”. If
there were going to be a problem, then you would need to very carefully consider if you
should purchase that particular property. If you cannot rearrange your finance and use some
of the finance strategies we have listed in this book to give you more cash flow, then possibly
another property would be a better investment.

The problems of not having enough income to pay the expenses of a negatively
geared property are the same as not having enough money to pay the family budget. You
either have to create some more income elsewhere, or don’t buy a property that has such a
large negative cash flow. These comments are made on the assumption that you have
already looked at how much income tax you can get back.

Are you aware that you can get tax relief through the year as an investor with
negative gearing, and not wait until the end of June to claim your tax deductions? Further
information is contained in the chapter on Tax Deductions. There could well be other benefits
in that chapter that may help your cash flow if you have purchased.

Depending on your property, another strategy could be to spend a little and upgrade
your property so that you can increase your rent. You can freshen up in the garden by adding
a water feature, flowering plants and mulch, or an inside/outside paint job can make all the
difference.

Make sure you are getting ALL your tax deductions, especially depreciation.

My biggest question about investing in property wou Id be how do I obtain financial
gain if | am in the highest tax bracket and wish to reduce my tax?

If you have a negatively geared property, you will have to pay the short fall from your
income. The effect of this is that by paying the shortfall (loss) on your property income from
your own income, you will be reducing your total overall income. This in turn will give you a
tax refund. If this takes you down a tax bracket, then it's all for the better!

There are other issues, such as how much you can afford to pay from your net
income for a negatively geared property, and you would need to work through your income
and expenses, to come up with a final figure as to how much you can afford to pay. Itis a
common human failing that we live to the limit of our income. But, the simplistic view is that
you are writing a loss against your income, which reduces your taxable income and therefore
gives you a tax reduction/refund.

If I am of retiring age and getting a smaller incom e, is it of benefit to negatively gear
into property?

| would probably say not, but in saying that, could you afford to pay the shortfall for a
negatively geared property? There are positively geared properties available, so maybe you
should look at this strategy, even if it was not positively geared, you may be able to purchase
a property with no monthly shortfall.
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Positive Gearing

We have negatively geared investment properties in my husband's name. | would like

to have my own property portfolio, but my personal income is low so there are no tax
advantages. Is it possible to have a positively ge  ared property investment that would
be as good an investment as a negative geared one, especially in the current, high

interest rate climate?

Yes, you certainly could look for a positively geared property, and this would help
build your portfolio in the long run. Just because a property is negatively geared it does not
mean it is better than a positively geared one. They are two different issues. You will see in
the introduction that some of the positively geared properties in the likes of Sydney have
increased at 30% or more. These properties have outstripped many properties with negative
gearing.

How Much Can You Afford?

How to start an investment portfolio, and after buy ing one property, when is a good
time to acquire another?

If you desire to build a property portfolio, set up a business plan that includes buying,
financing and exit strategies. There will be times to buy, and times to sit and hold.

Building a portfolio requires patience and constant attention. If you are serious about
building your portfolio, then you would want to be buying as soon as you have enough equity
to do so, remembering to leave yourself enough equity so that you do not risk any financial
disasters should properties devalue, or you have unexpected expenses.

A way to help build a property portfolio is to additionally have some positively geared
property. This is when the income from the property is in excess of the expenses of the
property, including your mortgage. Read the introduction of this section regarding positively
geared properties.

For someone already with an investment property, ho w do we prepare and read the
market to purchase that next investment property, w ith limited deposit or cash flow
available to us?

If you have limited cash flow and little deposit, it may be your time to wait. There is
no point in risking what you already have just for the sake of trying to grow your portfolio.
When prices go up again, you will build equity and be able to enter the market again without
threatening your present property.

Talk to your mortgage broker, because finance has become tighter and you may not
be able to obtain finance at this point in time.

You could look at the option of a positively geared property, but even then it would
not be a good idea to stretch your finances too thin.

You always need to have an investment strategy in place if you are going to be
investing.

When is a good time to invest? Is it good to invest in a declining market?

Unless you are sure you can cover your equity should there be any further drop, it
would not be a good idea to buy in a declining market. How do you know how far it is going
to drop? It is best to wait until there are some sure signs of the market stabilising or
commencing to rise before buying.
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During times of an overall declining market, there are often still areas where the
market is at least stable, even if not increasing, due to the local environment.

All investors like to make as much money as possible, but risk management is also
very important

| have enough equity in my own home to put down a d eposit on two lesser priced
investment properties, or one higher priced propert y. Should I diversify my real estate
investment over two cheaper properties, or put all my "eggs in one basket" in one
more expensive property?

The factors to consider and the questions you need to ask yourself are these:

If I buy cheaper properties:

a)

b)

c)

d)

f)

Are they going to be in good repair, and if not, can | afford to do repairs soon
after | buy them

How much ‘shortfall’ will there be each month from the rent, and how much will |
need to find to cover the mortgage, and with two properties, can | afford this?

Are the tenants going to look after a cheaper property? Generally speaking it is
considered that with better properties, you attract better tenants.

With two properties there is at least a chance that one property will increase in
price, and therefore | will receive some return on my investment.

By purchasing two properties, | can take my time and buy just one to start with,
having less risk, settle that down and buy another. Is this important to me?

Will I get any depreciation allowance?

If | buy a higher priced property:

a)

b)

c)

d)

Will the rent shortfall be too great to pay the mortgage and can | cover it from my
income?

Am | going to buy a property for capital gains, in a very good position, rather than
a property to obtain rent that will cover most of the mortgage?

If I buy one property and the real estate in that area does not increase, then | will
not get much return on my investment.

If | do buy a more expensive property and use a higher deposit, then maybe
there would not be a shortfall in rent and therefore, | can always buy a second
property when my equity rises again

By answering these questions you may be able to make the decision. If you are at
the stage, where you can buy investment property/s then | would suggest you sit with an
investment advisor and set out an investment strategy.

Is it better to buy one property for $600,000 than three small properties for $200,000
each in the same or different locations?

This will depend on your investment strategy. A property at $600,000 will more than
likely have a higher % capital growth, but there will probably be a bigger short fall of rent
against mortgage repayment. You will need to assess whether you can pay the difference
yourself, or whether you need a smaller shortfall, which you would probably obtain from
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owning three properties. A strategy that is used by some investors is to go for the second
option of multiple properties initially, as they acquire more equity. Even if some properties fall
into the positive gearing category over time, the investors will be able to purchase more
expensive properties in an ideally positioned location at a later date.

There is the possibility that you could buy two fairly new properties with a higher
deposit, and end up with two neutral or positively geared investments.

So it depends where you are, in building a property portfolio. Keep in mind, older
properties will attract more repairs, have little or no depreciation and may attract more
unemployed tenants. On the upside, three properties bought in three different locations,
average out any price increases or decreases in the market. You may buy one property in
just the right location, and obtain a good increase, but another property could be in the wrong
location and obtain a decrease in value.

Finding the Right Property

The biggest question for me is where should | buy? - There's so much advice out there
but it's still hard to know which suburb is the bes t place to buy once you've decided to
take the plunge.

The reality is that property is always a changing market.

Where to buy, should be covered in your strategy. Make those decisions first, then,
start narrowing down your market.

What you research today could well be quite different in a year’s time, or even less.
You need to have your funds in order to help you make those decisions. If you do get
confused by trying to beat the market before a price rise, you can stick to the old method of
buying near water, schools, shopping centres and universities. All of these facilities attract
renters. Owning a rental property is as much about having it leased 90% of the time, as it is
about being in the ‘right’ position.

There are thousands of properties to choose from, so start by narrowing your focus
and you will find it easier. If you are intent on building a property investment portfolio, you will

find over time that some properties perform better than others do. These are just the facts
about investing.

Is it better to look at city or country properties when it comes to investing?

Statistics show that city properties rise in price faster than country properties. The
demand for rental is higher in the city and therefore there is less chance of a vacant property.
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Country properties that do make a good return are those that are near a substantial industrial
development, or large commercial activity. Sometimes though, you can pick up a positively
geared property in the country and this can be a great help when growing your investment
portfolio.

Furthermore, in the country you can purchase very cheap property, and this can
mean that the equity can be built up more quickly, especially if you too, can add to the
repayments, making this a stepping stone to purchase in the city at the higher prices.

| have been watching the market, and recently visit  ing country Victoria, where | saw
quite a few inexpensive properties within an hour f rom Melbourne, e.g. $135,000 to
$150,000 on very large, if not acre blocks. 1dor ealise itis a little bit of a catch 22, with

petrol costs to consider. With the current state o f the market, could some of these
properties be worth investing in?

If you were looking to buy and hold, buying only an hour’s drive from the city would
seem to be a good investment. Any of the capital cities have very good growth and the
population will move towards you and increase the price of your investment property. But
how long that will take, is the question!

There may be tenants who will move out that way because rents in the city are
getting more and more expensive and unaffordable to some. The one thing that you would
want to check is the rental vacancy rate in that area. If your property is going to remain
vacant for long periods of time, it could be quite costly. Is there anything happening in the
area, that brings employment to that particular area?

How do | determine what is a good or bad deal, and what is a bad deal, when a property
is so similar to another and carries the same price tag?

First of all, are they both in a similar location? If they are, and both have the same
price tag, there is probably very little in it.

What should you look for in a property and what would be the reselling benefits? Is
one property facing North? Is the overall layout superior to that of the other property and is
the layout of the house more suitable to your requirements? Is one yard better and is the
layout more ‘user' friendly? Is there more storage, is the garaging larger, or does it have a
more appropriate access? This will give you an idea of things to consider if you are trying to
compare one with the other.

Then again, you may want to start the bargaining process and see if one vendor is
more negotiable (motivated) than the other.

What are the key-factors to consider when purchasin g an investment property within X
amount of kms from CBD, proximity to schools, shops , transport etc?

These are good points for buying a home, but if you are purchasing for investment,
they are not necessarily strong buying points. Sure, they will have attraction for certain
tenants, but in this rental climate they are not critical points. There are other points that we
have covered, which are more important to purchasing for investment purposes. Properties
further away from these amenities will be cheaper, but probably attract much the same rent.

What your question does address though, is the capital growth and generally
speaking, these requirements may increase the house price more than an outer property, but
in saying that, it is not true all of the time. Even away from the CBD for instance, there may
be certain local criteria that could increase prices in a year or two, like a new industrial plant
being built, a new school, a new shopping centre, or some other attraction.
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How do you identify fair value? Free online informa  tion sources to help with property
valuations.

There are ‘free’ services, but the information is not usually current. Like any business
it costs to get that information, so those that are giving current information have to charge for
it. The only free information you can access at times is the auction reports.

Doing Your Research

What are the areas that have great potential, which at the moment, may not be evident,
but will be in the long term?

The website hotspotting.com.au and other websites that have this information can be
accessed. A website that has a lot of information about real estate prices and movements is
myrpdata.com.au. Some of the advice you will have to pay for and some is free. The advice
on these various websites is gathered from data they receive, and it is up to the buyer to do
their own research and make the final decision.

How can you tell where the next growth suburbs will be?

Growth suburbs do change from time to time and the factors that make them change
vary as well. When buying property, an investor needs to do research as to the current
growth suburbs at that particular time. Generally speaking though, growth suburbs are in fast
growing areas of population. These would be around universities, especially new ones, outer
lying suburbs being developed, older suburbs being replaced with up market accommodation,
coastal suburbs and those near canals. All of these are a fairly safe bet in any environment.
New stage developments are potential capital increasing areas, because as they keep
expanding new services like schools and shopping centres are added, which increase the
value of property still further.

Other influencing factors are major industrial developments, or any other similar
announcement in the news that will particularly affect a certain residential area, especially
anything to do with resources.

How do people buy 20 properties in one year?

This does not happen very often, but when it does it is usually because the market is
in a very strong upswing, and the investor has some properties that they have been holding
for a long time, which have doubled, or trebled in value. For example, in Queensland, during
the very strong upswing of the early 2000’s, properties priced at $150,000 were increasing in
value at approximately $10,000 per month. This meant that from the time a contract was
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signed and a property settled a month later, the property had $10,000 more equity. So you
see if you had four properties at that time in that approximate price range, your portfolio was
multiplying at a rate of $40,000 per month. That means in first month, you could buy at least
two properties. In the second month with $60,000 increase you could buy at least four
properties, and in third month with $100,000 increase for the month, you could buy another
six properties. You see how that was possible, and people were doing it! The level of growth,
at that time, lasted for quite some months, but growth like this does not go on forever. In fact,
when this starts happening in the market it is a time to be wary, because that is when the
property bubble pops!

The trick is to know when to stop purchasing and let your properties accumulate
some extra equity, because after a boom like that, there is always a bust. If you do feel too
exposed when the market starts slowing, sell one of your properties to lower your exposure
level, or rearrange your finance to lower your repayments.

What are the advantages/disadvantages of buying off the plan properties?
Advantages:

Settlement can be some months away, and this may allow you to be in a
better financial position at that time.

You can often get a better price than if the building was complete.

You get the full benefit of depreciation on the building.

You get builders warranty.

You most probably will not have any repair expenses for several years.

A very important point is that you can resell the property before you have
to complete the contract, and therefore make your money with very little
outlay.

Disadvantages:

You might get caught with a material increase. Your contract should
have a clause covering a maximum material increase.

There may be extra long delays in finishing the project, and therefore you
will not be getting return on any monies you have paid out.

The developer may go broke, resulting in all sorts of complications.

How can | tell when purchasing a 'strata’ property, the hidden agenda's of those
running the executive committee?

This is a very difficult question to answer. When you are buying a strata-titled
property you will have the opportunity of talking to the body corporate. This is the time when

you will be able to establish anything about their agendas. You would need to go prepared
with your questions, and weigh up the answers that you receive.

Commercial

Why do the returns on commercial properties appear higher than for residential
properties?

Rental returns on commercial properties are higher than on residential properties,
additionally, you can charge for outgoings in commercial leases. The risk with a commercial
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property is that if you have a vacancy, it may be for a much longer period than it would be for
a residential property, which could cause you financial difficulties.

Does any part of the price being asked for a commer  cial property represent an expense
of fit outs, or extensions over a period, after whi ch rent will revert to market and is this
disclosed in the contract?

It is assumed this question is in relation to a commercial property, where the landlord,
at the request of the tenant, has installed fixtures and fittings, with an agreed monthly
repayment sum from the tenant. If you purchase such a commercial site, there would be a
schedule attached to the contract relating to the fixtures and fittings. The payment for the
fixtures and fittings is not actually part of ‘the lease’, so therefore the fixtures and fittings
payment would cease when the fixtures and fittings are paid out (usually five years), and the
lease payment would go on.

The purchase price of the property should be based on the lease agreement only,
and not include payments for the fixtures and fittings. There should be a separate agreement
made between the landlord and the tenant as to the repayment for the installation of the
fixtures and fittings by the landlord.

Does commercial property provide a better cash flow and what are the risks?

Yes, commercial property does provide a better cash flow and immediate return on
investment if it is rented all year. A tenant is also charged outgoings, which helps with the
costs of the owner. The risk is that if, compared to housing, you have a vacancy it could be
for a much longer period of time. Also, with the rent being paid monthly on a commercial
property, if the tenant is in arrears with the rent, they can be 8 weeks behind very quickly, as
opposed to a housing rental, where it would be picked up at four weeks.

Generally, a business owner looks after a property far better, than you may find with
tenants in a house, but of course, this is not always the case. There are usually less
maintenance costs due to the nature of the building.

Using a Buyer’'s Agent

Advice on using a buyer’s agent

A buyer’'s agent can be very useful as they can save you a lot of valuable time and
they are working for you, so they will find the properties according to your criteria. A buyer’'s
agent will research, negotiate and execute for you. The most important point will be for you to
give very clear and concise instructions to the buyer's agent.

If you are purchasing property away from where you live, the cost savings could be
enormous. There is a seven-day cooling off period, so once an agent has purchased a
property for you, there is time to visit and confirm the decision. The cooling off period does
have a penalty of 0.25%, which may be waived in some cases.

It is important to note that a buyer's agent charges the buyer a commission and in
most cases, some up front costs.

Finding a property that has potential for redevelop ment e.g. subdivision, building
duplex .

This would be a prime case for using a buyer’s agent, as it is very time consuming for

you to find these particular properties. If you don't wish to do the job yourself, contact the
best and most active agents in town, and have them find something for you.
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General

For current information in relation to property investing in Australia visit
www.propertyinvestmentwise.com.au where quality help is listed on a regular basis and you
can feel free to ask questions.

I would like to know where to go to find the best p laces to invest before it
becomes public knowledge?

This is basically insider information and the best way you will know of these
properties is to be in very good contact with several real estate agents. But if you are looking
at the wider picture over all of Australia, it will be very difficult to find out.

How do | structure/create a portfolio to achieve fi nancial independence? Knowing
what the 'end' looks like, so you can work towards it (in my case the 'end' is financial
independence).

As each case is unique, you would need to talk to a good financial advisor who can
look at your whole picture to advise you what steps to take.

There was a time when you could just about set your clock by the seven year Property
Cycle. Is it still possible to predict its span in these volatile times?

The seven-year cycle is one that many investors used as a rough guide in the past,
but this does not seem to be working at the moment and who knows about the future?

Should a property investor contribute additional fu nds into an outstanding mortgage
for their investment property? | have heard differe nt points of views. If you have the
extra cash, it can't hurt to decrease a loan as qui  ck as possible and therefore pay less
interest and shorten the term of the loan.... Surel y this would save more money than
the tax benefits an investment property can return?

An interesting question! This really depends on your investment strategy and your
finance set up.

If you have loans where you can deposit extra money, saving interest, but take it out
if you want to, then that is well and good. But if you have a loan where, once the extra money
is in there, you cannot take it out, you could face problems if you needed that extra money at
a later date. If you required the extra cash to purchase another property at a later date, or
educate the children, and you cannot withdraw the cash, any benefit you save in interest,
would be lost by the fact that you cannot grow your portfolio.

A benefit in the short term would be that you are reducing your equity, so if prices
drop you are more suitably protected.

From a tax point of view it will depend on your personal income/tax circumstances.

What are the investment goals we should aim at, aft  er gearing, expenses, etc?

The answer to this is very personal, and it depends on age, income, family
circumstances, your future goals etc. You really need to decide on these issues, then, relate
them back to your investment strategy. Consider things like how many properties do you
wish to acquire? What commitment do you want to put in to building your portfolio? Do you
have children you have to educate? Would you consider diversifying your investments into
shares, and when are you looking to retire how many personal assets would you choose to
own, like boats, cars, etc.? You can see that these questions all relate to the investment
goals question.
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You need to answer the above questions and then talk to a finance advisor to get a
clear picture of where you are heading.

What is the best way to avoid hitting the brick wal | when investing? Perhaps an easy
formula/ratio between growth and yield properties, that can be used as a guide (not a
hard and fast rule), before going out on the trail of the next property. Is it just that

simple i.e. yield divided by growth being greater t han or equal to one?

Unfortunately, it is not just that simple. Everybody’s circumstances are different
regarding income, finance, and the economic climate changes. When the economic climate
is booming people will purchase more frequently, but when it is slow or declining they
probably will be, or should be, more cautious and keep more equity.

In the current market, financing has changed so it is only in the future that we will
know which criteria to use.

How do | deal with real estate agents?

If you are going to put time into developing a good relationship with a real estate
agent, find one with who you feel comfortable, so that you do not get locked into dealing with
someone with whom you don't feel comfortable, attend some auctions or investment nights.
Don't give your name out until you are happy with the situation. This way you can view them
in action without feeling any pressure. Just be straight with them. Say, “When | am ready to
talk to an agent | will be quite happy to give my contact details, but at the moment | am just
looking”. If you are looking at a particular property you may not get much choice but to deal
with the listing agent.

A way round this could be to get your favoured agent to work in conjunction with the
listing agent. Otherwise, being fairly straight with an agent is best. How can they help you if
you are being secretive and not telling him exactly what you want? Be firm, be concise and
also tell them what you don’t want! Telling them ‘what you don't want' can actually be a very
good starting point in finding the right property.

How can you protect yourself from investor 'sharks' and find people who genuinely
want to help you?

The best way is not to rush things. Obtain as much information as you can from as
many different sources as you can, so that when you are talking to a dubious investor, you
will know that what they are saying is not right. Always check information you are given
before you make a commitment.

There are forums on the Internet and a lot of consultants with newsletters etc. where
you can obtain information. To find a forum on the Internet type into Google: Australian
property investment + forum. Get involved in these forums and you will be talking to
likeminded people.

Remember though, you have to confirm anything you read here, as you don't really
know who you are talking to. But generally speaking, these are a great ways to get
information.

How do you get access to properties before they are listed on the Internet?

When you are a serious investor, get in touch with a few of the real estate agents in
the area in which you want to buy. Watch the papers and contact some of the agents that
have been around for a while, or who seem to be in the know as to what is happening. Meet
them for a coffee and see if you would like to deal with them.
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If you do, give them your criteria for purchasing and ask them to contact you the
minute something comes on the market. This is no guarantee, but if you foster some
relationships you have a good chance to get in first.

What questions should you ask the vendor/real estat e agent when enquiring about
properties?

Many of the questions that should be asked have been covered earlier in the book,
but an important question to ask is if there have been any alterations, and if so, have they
been approved by Local Council. Not all alterations need to be approved by the Local
Council, but if they are, and they have not been, do not include them in any price you may
offer. A Local Council can ask the current owner to restore non-approved work to the original
state, so this could cost you if you buy a property with unapproved alterations.

You should ask if there are any recurring problems with water during wet weather,
especially if there are retaining walls or run-off areas. If a place has been renovated, check
out any alterations that were done. Was there any structural change, and if so were they
approved by the Local Council?

If there are tenants, check the rent, lease terms and ask if there are any problems
with the tenants e.g. payment of rent on time, damage to property, property upkeep (clean
and tidy home, tend garden), noisy etc.

Your solicitor, in his searches in regard to the property, should cover the rest of the
queries.

What are the best negotiation techniques to use whe  n dealing with agents and
vendors?

This is an interesting question! At the end of the day, it is your decision that is going
to make or break the sale. You are either going to decide to pay the final price that the seller
is asking, or you are not. Before starting negotiations you need to have a clear price in your
mind of what will be your top price.

Each agent and vendor will each have his or her own agenda, so you are the one
who is going to decide on the ultimate result. Tell your agent your objections to the price, and
ask him to present those objections, along with your price to the seller. If you are buying to
invest, this is a business deal and all emotions should be taken out of the equation. If you
can hold on to this attitude, you will not be swayed by emotion.

Keep this in mind, if you are going to be buying to hold. The difference of say $2,000
is only $100 a year over twenty years. If you don’t buy that particular property, you may take
two months to find another one with which you are happy. In that time you have lost $2,000
give or take, in rent.

What are the financial benefits of purchasing an in vestment property as opposed to a
property to live in? Obviously there are beneficial tax implications for an investment
property, but are these outweighed by the savings t hat would be made by not paying
rent and living in your purchased property?

To establish an answer for this question you would need to work out your income and
expenses. It would depend on the property that you purchased, the income that you are on
and any tax benefits that you would receive, and what you had to pay for rent etc. It could be
viable, but carefully work it all out first.
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How do you fund a deposit for buying off the plan w ithout using your own money?

To do this you could use a credit card, set up a personal loan, and you could also see
if you could negotiate the deposit down.

How do | minimise purchasing costs?

The only way to minimise costs is to negotiate some of your fees, and in the case of
bank fees, find the best terms.

SELLING AN INVESTMENT PROPERTY

INTRODUCTION

There are three categories of investment property. Those which you buy:

To rent and hold
Those which are bought for long term capital gain

Those which you buy, renovate and sell

Buying, renovating and selling, is a whole different strategy in itself. If you are going
to do this as an income earning business, then you will have set yourself up for this scenario
in relation to finance and draftsmen, builders, etc.

If you are going to buy, renovate and rent, you probably would not be spending as
much money on it as you would if you were going to renovate then sell, but get it to a point
where it will bring you in a higher rent. Having done these improvements you may wish to sell
in a few years, but that should be part of your whole overall strategy.

Buying for capital gains requires a different strategy, because in many cases the rent
is nowhere near enough to pay a mortgage. These types of properties are often bought with
a long-term view of the investor moving in when they retire. Desirable suburbs with a beach,
or canal frontage, and houses with a magnificent view, are the types of homes that are often
bought for capital gains.

The gains on a house of this nature are often expected to escalate faster than returns

in a high return rental suburb. Therefore, if you were in a position of having to sell, you would
have to weigh up whether to sell this type of property or a high rental returns property.
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It should always be remembered that you are better off to protect your portfolio and
sell something if your investments are threatened, than hold on and lose the lot. If you take
the conservative view and protect yourself, you will always be able to buy again when the
situation changes for the better.

Another question you could ask yourself in times of difficulty, is re-financing going to
be an option? If your equity has reduced by decreasing real estate prices, this probably will
not work, but if you are facing difficulty in meeting mortgage repayments, re-financing could
be your answer, instead of selling.

QUESTIONS AND ANSWERS

General

How do you work out when to hold, or sell your inve stment property?

The decision for this should be in your investment planning. You would need to have
made a decision whether you are going for capital gains when you purchase, or whether you
are aiming to build a portfolio, and therefore buy and hold. Usually these decisions are made
before buying your properties, because it will influence the type of properties you would buy.
There are times when you had planned to hold, but for some reason you have to sell.

How can you tell when you should consider selling a property to ensure that you don't
make a loss?

Basically you need to know all your ongoing expenses, the interest that you have paid
on your mortgage, your outgoing expenses and your income from the property, then make
sure that you can sell the property at a price that will cover all of your costs. There are times
though, when you may need to take a loss for the sake of your portfolio.

When is it a good idea to sell - excluding circumst ances when you have to sell, such as
a mortgagee sale?

If you are purchasing the property for capital gains, you should have in your property
investment plan, how much you want to gain from the investment and when you will sell it. If
you are purchasing to rent, the only probable time you would sell is if there is some problem
that causes the rent to decrease. For example, you may buy in a mining town, then the mine
is closed down, and you can see that the population in that particular area may decline.

Another example may be where the overall economy causes you to reduce your
equity. The cause of this could be high interest rates forcing you into a position where you
cannot meet your repayment commitments (though there may be other ways to change that,
by re-financing), or as recently experienced, a global economic slowdown or recession.

Am | allowed to sell my property while there's a te nant in it? Also, if | sell to an owner-
occupier and not to an investor, can | ask the tena  nt to move out?

Yes, you are allowed to sell your investment property while there is a tenant in it. You
need to advise the tenant that the property is on the market and that there will be a need for
inspections. The tenant is required to have forty-eight hours notification of inspections. It
takes careful negotiation by the selling agent to make the sale run smoothly.

If there is a lease in place, the tenant’s rights have to be observed. In other words,

they have the right to see out the remainder of their lease. If an owner/occupier is going to
purchase, they may have to wait, or alternatively the seller may negotiate with the tenant to
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move, with the seller paying moving expenses, or whatever expenses that the seller and
tenant can negotiate.

It is a good idea to check this with your tenant beforehand, because if they are
prepared to move it will open up your buying base significantly.

Check with Your Advisers

How do you decide when to sell your investment prop erty?

When you are going to be a property investor, you should have clearly in your mind
whether you are going to buy a property to hold, or whether you are going to buy to sell. In
most cases, you would be buying two different properties.

If you were going to buy to hold the property, as long as there are no external
reasons why you should sell, you would probably hold the property until you are looking to
retire.

However, you never want to jeopardise your whole portfolio, and in your investment
plan you should have a strategy laying out what you would do should any risk threaten your
portfolio.

When you are buying to sell, you will be looking for a good price, but other factors will
have a strong relevance. For example, you may want to give the property a facelift or a
complete renovation and sell within 3 months for a higher price. You may manage to
purchase an inexpensive property, and decide to sell it very early. When you are buying to
sell, you will also be looking for reselling points, such as layout, proximity to schools, shops,
transportation etc.

FINANCING AN INVESTMENT PROPERTY

INTRODUCTION

Since the credit crisis in 2008 it has become more important than ever that you obtain
sound financial advice before advancing into the final stages of buying more property. It is
important that you use an accountant who is totally familiar with property investing, one who
knows the ins and outs of what you are trying to achieve and what is happening in the
financial world for property investors.
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Before going further it is also important to meet with a financial advisor who can help
you plan a property investment strategy. If you can go to your lenders with this strategy it will
be to your benefit.

Note that any structure you may set up that is outside the 'norm’, in other words trusts
and the like, are not as ‘lending friendly’ as they used to be. It is quite likely there will be extra
costs on forming a trust and perhaps borrowing under a trust, but you will need to discuss the
details with your accountant.

The method you choose to finance your investment property is just as important as
any other decision you make regarding your property investment portfolio.

There are several types of loans that you could be offered, so it is important that you
understand what each loan can do for you. We will explain the most common loan types
here, but it is also possible to get a ‘split loan’, and that is a combination of two loans.

The longer the term of the loan the more interest you will pay compared to a shorter
period, assuming both had the same interest.

When you are setting up your investment portfolio buying strategy, it is important that
you take your loan types into consideration.

For example, you may opt to buy the first two investment properties on interest only,
then as you receive equity in those, you may purchase a third property on a split loan of
interest only, and principal and interest. You may then purchase a fourth property on principal
and interest. On the purchase of your fifth property you may wish to re-finance your first two
loans and have all your properties paying principal and interest.

The above example shows that you do need to sit down and plan how you are going
to finance the purchase of your properties, and when you might change your loan types.

Structuring your investment portfolio buying strategy is the same as structuring a
business plan for any other type of business. It is not only a necessity; it is essential to your
financial success.

When you are deciding on which loan structure you will use, make sure that you not
only know the benefits, but also the risks involved in a particular set up. Make sure you know
all the fees that are applicable to any loan — the ongoing fees, the exit fees, and any others
that may be attached to the loan.

If it can be arranged with your particular choice of loan, it is good to have the facility
to pay more off the loan if you have extra funds, BUT it is important that you can withdraw the
extra funds if they are needed. This can save interest over a period of time and make good
use of your extra cash. One facility that is used for this purpose is having an offset account
that is linked to your mortgage account, and any funds in this offset account, reduces your
interest costs.
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FIXED INTEREST LOAN

A fixed interest loan is a loan where the interest rate is fixed for a period of time. It
may be for two, three or more years. One of the main reasons for a borrower using this type
of loan is so they know exactly what they have to pay each month. This can be very
beneficial if there is only one income earner, as in the case of a very young family where the
wife is not working, or where the total income of the family is on the lower side.

A fixed interest may, or may not cost you a little more interest over the fixed period,
but you will not have the stress of rising costs that you cannot afford.

Fixed loans can be either, interest only or principal and interest, as the word ‘fixed’ is
in relation to the interest movement.

INTEREST ONLY LOAN

An interest only loan is where no principal is being paid off the mortgage.

A person may use this strategy so that the loan repayments can be made as low as
possible. It can be a good strategy for building your portfolio, but it should be pointed out that
if house prices go down and you have not built up any extra equity, it does leave you open to
the bank calling in the loan, or asking for more equity. Check with your mortgage broker on
what risks may apply to your loan.

VARIABLE LOAN

A variable loan is where the interest is not fixed, but moves up and down with the
market. This could be an interest only loan, or a principal and interest loan.

If you are going to have this type of loan you need to have the funds to pay for
interest increases. You don't want to be in a situation where the interest rates go up 2.5% or
more over a period of time, and you cannot afford the increases.

COMMENTS ON LOAN STRUCTURE

It is important to point out that no loan is set 'for ever'. If you think you are heading
for trouble, re-finance your loan, or address the problem in some other way. Read the section
on re-financing to understand the benefits of re-financing.

There are other types of loans, or mortgage accounts that banks come up with from
time to time, therefore if you are going to go down the path of using a new type of loan,
always check the pros and cons of anything that you are offered.

When ‘line of credit' loans/accounts were first introduced, they seemed to be
everybody’s answer to mortgage problems. However, it soon became evident that if you were

not a very good money manager, you were not reducing the equity in your home, which in
turn caused problems for some mortgage holders.

APPLYING FOR A MORTGAGE

When the time is right for you to seek a mortgage, it is recommended that you do not
approach banks on your own. Not only is this very time consuming, but the strategy behind it,
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is that each and every bank has its own criteria, which unfortunately you are not going to be
privy to.

When you are applying to different banks and are turned down by several, you build
yourself up a ‘bad credit rating’ even though you may actually have money in the bank. It is
just the way the credit system works.

Because of this you are best to go to a creditable mortgage broker, or finance
strategist, who is familiar with the various criteria of different lending institutions. They can
advise you of the best loan available for you at the time, and put your loan application forward
to the most suitable bank that would be lending with consideration to your finances.

Since the credit crunch in 2008, lending has become very difficult for several reasons.
Amid all the financial uncertainties, banks are changing their lending criteria more frequently,
meaning that whatever criteria your mortgage application will not be passed for today, could
be accepted tomorrow. On top of this banks are requiring more information than in the past.
The requirements of mortgage insurers are more stringent today than ever before, with some
loans meeting bank standards, and then being refused by the mortgage lenders.

When you go to talk to any mortgage brokers, you are obliged to take with you all up
to date financial information. That is, anything in relation to your income from business or
work, properties, shares or other investments, and a full list of your expenses. A complete list
of assets and liabilities is a must.

It would be most beneficial if you take any property projections that you may have
done to show that you know and understand what you are trying to achieve. Important also,
is to take along your property investment business plan.

Lending is not going to get easier any time soon, and the more you can show a
lender that you know exactly what you are about, the better.

PROPERTY VALUATIONS

Again, since the credit events of 2008, property valuations from lenders are often
coming in lower than has been experienced in the past. You can dispute the valuation, but in
reality there is very little you can do about this except provide a list of current prices, however,
in effect the valuer probably has those anyway, so your list will nhot make that much
difference. Itis just a sign of the times.

QUESTIONS AND ANSWERS

General

I have one investment property at the moment on whi  ch | have not fully paid off the
mortgage. Is it possible for me to get another inv estment property, or is it best to at
least pay off 50% of the first property before sett  ing out to buy a second one?

Essentially there is no problem buying another investment property, as long as you
have enough equity (i.e. 20% for each property) and you can cover any payments that need
to be made, to cover all expenses on a monthly basis. Ensure that you do not make the
situation too tight financially. You will need to check with your lenders as to the current
valuation of the property, and how much you can borrow.
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How do you structure the financing of several prope rties using one lender without
cross-collateralisation and achieving maximum produ ct benefit?

This would be a question for your mortgage broker. Products are changing all the
time and each lender would have different criteria.

Some lenders really push for cross-collateralisation, because it gives them more
protection for their investment; additionally it is more difficult for you to take part of your
mortgage requirements elsewhere.

On the face of it, this all looks OK, but when you go to sell a property and keep the
equity from that property, you run into all sorts of difficulties. The bank usually wants to keep
any equity against the balance loan, although this may vary from bank to bank as to how
much equity you have overall.

In the event you have cross-securitised all your pr operties to your main home (which
has all the equity), how do you go about releasing the equity for your main home and
slowly un-collaterising each property?

There is a possibility that enough equity has built up in your investment properties. If
this is the case then you could re-finance on their equity.

You should really talk to your mortgage broker and your accountant, because it can
sometimes be tricky to do what you are setting out to achieve.

Apart from banks, what are the other ways to source finance for investment properties
and developments?

Other sources of finance are from private means through solicitors.

How do you finance further properties when your inc ome is low?

Having a low income is not necessarily the problem. If you have a very structured
budget, and have equity in property that you already own, you will probably be able to finance
other properties.

An interesting fact here is that low-income earners often get ahead quite fast in
building a property portfolio. The reason given is that people on a lower income are used to
running a tighter budget and manage expenses better, rather than someone who has always
had a high income.

Look at positively geared properties to help with cash flow.

How to finance?

Learn the formula that mortgage/financiers use to assess your borrowing capacity
(based on national standards). Look at ways to beat the formula and boost your maximum
loan capacity. Then you can have some excess loan for emergencies and furthermore, a
mortgage loan is cheaper than a credit card.

How do | find a bank to lend the money required, to purchase an investment property
and obtain information on what is essential to take to the bank for acquiring a loan?

When it comes to actually trying to obtain a loan, it is best to talk to a reputable

mortgage broker. The reason for this is that they know the criteria of different banks and
which bank would suit your purposes.
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The information you are obliged to take to the broker is all your current financial
information for the past two years e.g., income and expenditure from business or work,
properties, shares and other investments and a complete list of assets and liabilities.

Additionally, if you are applying for an investment loan, take any property projections
that you may have done to show that you understand what you are getting into and what you
are trying to achieve. In other words, even if you have not got your sights on a particular
property, take a case study with you so that the lender can see that you understand the costs
associated with an investment property. This will give you creditability in the eyes of your
lender.

Who is the best source for obtaining finance, a ban k, or a broker?

It is suggested that investors should engage a broker to obtain the best loan deal
available. What you do need to be sure of is that the broker is not just selling you a loan that
he is gaining a good commission on. The commission is fine if the loan is the best deal for
you, but the broker does have to disclose his payment, and you have every right to find out
how he is paid.

Get the broker to show you the best deal from several lenders, so that you can be
involved in the decision making. By using a broker you are saving an awful lot of time,
because if you were going to approach a bank, it would be necessary to make sure that you
approached several, not just the one, as that is not a good idea anyway, as described earlier.

Don't get drawn into the fact that you have been with a bank a long time, and
therefore they will give you the best deal. It does not work that way!

What if the economy crashes and | am left with a mo  rtgage above the current market
value of the property? How long should | make upt  he difference in re-payments, and
what measures can | take before being forced to sel  |?

This is not a good situation to be in, and is one that has happened only too frequently,
to many people, over the last couple of years.

If you end up in this predicament, and cannot see your financial situation getting any
better, you need to be talking to your bank early more than later to gauge their response. Itis
far better to be selling the house yourself, than have a mortgagee sale. A mortgagee sale
could mean that you not only don't own a property any more, but you may have a big debt to
pay as well.

If you have the financial means to pay your way out of the situation, you would need
to ask yourself if that is what you want to do. It is always uncertain how long a downturn in
the market will last, and that is what you will have to weigh up. Paying your way out of a
downturn may hurt in the immediate future, but over time the relevant cost would probably be
quite minimal.

If you look at selling a property, then re-buying another at a later date, you will have
all the selling costs and additionally, all the ongoing costs again. Selling and re-buying could
be a very expensive way to build a portfolio if it is not financially necessary to do so.

What are the problems with acquiring further funds when the property portfolio
becomes large and banks are looking at income servi ceability, and refusing further
funds?

To answer why banks won't lend money because of income serviceability has been
played out well in 2008. They have lent more money than properties have been worth, and
serviceability has crashed many people’s investment dreams. When times are tough the
banks step in very fast and repossess properties.
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So you would have to ask yourself, “If the bank is concerned about serviceability,
shouldn't you also be concerned?”

To answer the other part of the question, about raising funds, you could try to obtain
funds from private investors. Another solution could be to try and acquire some positively
geared property into your portfolio.

If I borrow $60,000 on top of my residence home loa n, to use the money as a
deposit to purchase a rental property, then obtain a loan on the rental for the balance,
obviously | claim the debit interest on the rental loan. Can | also claim the proportional
interest of the residence home loan?

The idea would be to set the whole loan up against the rental property, using the
collateral of the home as your ‘deposit’. That way all the loan expenses could be written
against the investment property.

What is 'no money down' when it come to buying an i nvestment property?

‘No money down’ means that you have managed to arrange your finance so that you
have not had to find a deposit. This has never been that easy to do, but it does happen for
those who are skilled at working the system well. In saying that, with the tougher economic
times we have at the moment you can almost guarantee that the banks won’t be of any help
here.

Two ways of doing this have been, firstly, to have sufficient collateral so that you have
not had to pay the deposit, or secondly, get the vendor to leave in the equivalent deposit as a
second mortgage, with a payment out in two years and no repayments along the way. You
would then re-finance after two years and pay out the vendor. But with the property prices
either decreasing, or at least not moving, the chances of being able to work the second option
would be very slim, as at the time of writing this book.

| can see how it is possible to hold 5 properties a  gainst my wage, but after that, my
wage is depleted down to thirty cents in the dollar tax by losses, additionally, the bank
will only lend me at 30% affordability for repaymen ts.

It may be a time for you to hold, until your income either from your own sources or
from rental sources has increased. An alternative may be to extend the period of time of your
loans to gain lower repayments, then in say five years, reduce the repayment time, by then
the rental income will have risen and you can make higher repayments.

The other option is to start buying some neutral or positively geared properties.
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How do you know when to capitalise on established e quity and invest further (or
diversify investments)?

Growing any sort of investment portfolio means continually buying property. During a
financial high, an investor can usually feel free to invest again as soon as there is enough
equity to do so, and the investor would then have funds available in case of an emergency.
In uncertain financial times the same applies, but it would be a sound financial strategy to
make sure that your emergency funds are strong and secure, and plenty of them.

When expanding any investment portfolio, most advisors seem to recommend that
you have a diversified portfolio. In saying that, some people are more comfortable with one
particular type of investment, and that is OK too. Better to be where you are, feeling
comfortable than dabbling in something that you are not happy about, just because of
someone else's advice. If you want to stay with the one type of investment product, say,
rental housing, then diversify by buying in different locations, or even in different States.

Is there a particular amount of money you should ha ve saved as a buffer, per
investment property if anything unforeseen happens?

To answer this question fully, all details would need to be known, so if you were a
conservative thinker, you would allow for a 10% drop in your real estate value. Therefore,
depending on how much equity you have in your properties you would keep that amount
available as a buffer and if you have income protection, your income is covered.

Even in this latest critical credit crunch, properties overall have not dropped 10%. In
fact, some areas have continued to increase reasonably well.

Otherwise you would more than likely know if there was going to be a major decrease
in property prices, and you would plan ahead to sell a property, or two. In years gone by, the
property market has moved in cycles and after a very aggressive cycle, there is usually a
slowing down, or decrease.

The last time Sydney and Melbourne dropped dramatically, everyone expected that
South East Queensland would do the same, and in actual fact, it did drop some eighteen
months to two years later, but nowhere near the drop that Sydney and Melbourne had
experienced. The reason for this was that South East Queensland, as it still does, attracts
migrants from other areas of Australia and also has a very strong number of New Zealanders
settling there.

Take 2008, NSW had suffered as a State, but because of the migration from India
and China, there are now still pockets in Sydney that have a strong rental return and good
capital growth.

You can see from these examples, how important it is to diversify your portfolio.

| hear people (like the Reno Kings) talking about r  enovating a house inside a month,
thereby gaining the benefits of instant capital gro wth and higher rental yield. They also
talk about using the newly created equity to purcha se another investment property. Is
there a way of not having to wait approximately six months, before a bank will consider
a revaluation?

When you are referring to the Reno Kings and other people who are making an
income from renovating, you are talking about people who plan ahead, or even have one, two
or more projects on the go at the same time.

If you settled a property in March, took April to renovate it, you would put
it back on the market in May.
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If in March or April you took a contract out on a property with it settling at
the end of May, possibly using bridging finance if you have to, then
renovate it in June, you would put it back on the market in July.

Once you have accomplished this, a couple of times it would be hoped
that you could get rid of your bridging finance.

If you are looking to keep the properties as rental properties after your renovations,
then once you have managed to get a cycle going the six month wait may not affect you that
much.

RE-FINANCING
INTRODUCTION

As a property investor, there will be times when you need to look at re-financing.
There are many reasons why you may research this and if you are seriously considering it,
make sure that you are fully informed of all the outgoing and ongoing costs of all the loans.

Re-financing does have definite benefits, but as with any financing there may be
disadvantages.

At the time of writing, banks were asking figures up to $32,000 as costs to exit a
mortgage. Generally the fees haven't been anything like this amount, so check very carefully
before you make any commitments.

Interest Reduction

It is often perceived that an investor is re-financing to obtain lower interest rates, and
yes, that can be the case, but not necessarily always. To benefit from re-financing for the
sake of a lower interest rate only, you would normally require the interest to drop by about
2%, to gain financially.

Reducing Repayments

Another reason to re-finance could be to reduce monthly repayments by either getting
the 2% interest saving, or extending the term of the loan. Extending the term is very good for
reducing monthly repayments if that is your desire, but it must be kept in mind that by
extending the term of the loan, your overall interest payments on the property will rise
significantly. This could be a case where you would re-finance again in a few years, reducing
the term, when you are able to pay higher monthly repayments. You may be able to do this
when your own personal income improves, or when the rent has had a couple of increases.
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Re-financing and setting up an interest only loan is also an option, if you are paying principal
and interest.

Freeing Up Equity

Freeing up equity in an existing property to enable you to purchase more property is
another very popular reason for re-financing. Changing from a principal and interest loan, to
an interest only loan, can also help in building your portfolio, but know the risks involved. This
is not a good strategy if you do not have sufficient equity in the property.

Current Financial Data

If you are going to approach a broker to find a suitable re-finance package, make
sure you have all your up to date financials with you. Banks are more particular today than
they have ever been. You will need two years proof of income.

Be Prepared For Re-financing

When re-financing, properties are re-valued by the bank. In this area banks are also
tightening up, or in fact coming in with lower valuations, so if you have any properties that are
looking a bit ‘shabby’ do yourself a favour, and give them a good facelift. It might mean a
quick coat of paint, a garden clean up or whatever it takes, but it will make a difference to your
re-evaluation. Take note of the front especially, as this will be a first impression for a valuer.

Keep in mind that mortgages are not set in concrete. All mortgages should be
reassessed every three to five years. Your financial circumstances are constantly changing,
and so too is the economy. It is important that at all times you have the best loan set up for
your financial growth.

QUESTIONS AND ANSWERS

General

'Reduce Your Stress Levels, or Buy Yourself Some Ti  me

| just have one investment property for which | pay around $1,000 per month for the
mortgage, apart from the $2,000 for my own home mor  tgage. | earn around $60,000 to
70,000 per year and | am still short of money, and will soon be going on maternity

leave. How come people who earn less than me have m ore properties and appear
stress free, while I'm here worrying about the futu re and feeling so stressed out?

With respect, and not knowing all of your details, it appears that your loan structure is
not quite right. In these circumstances it appears that you need to reduce your mortgage
repayments.

Read our chapter on re-financing, where you will see options for reducing mortgage
repayments. | am thinking that you are too heavily negative geared for tax purposes, and this
seems to have caused you financial worries. Re-financing could be looked at to reduce your
stress levels and to buy you some time during the next few years with a young family.

Furthermore, check that you are getting all your taxable allowances on your
investment property, including tax depreciation. You will also see from our tax chapter that
you can have your tax refunds paid to you during the year, and not have to wait until the end
of the financial year. This can be a great benefit for someone in your position.

There is a possibility that you could purchase a positively geared property and this
could help reduce the mortgage short fall.
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Building a property investment portfolio should be done with care, so that you do not
end up in a stressed situation. Look at the long-term picture of growing your portfolio and
options that do not put you under stress.

The aim is to enjoy life as well as building your portfolio. As you are now starting a
family, you have many years ahead of you to build your wealth, it does not have to be done
overnight.

With any credit crunch, there could be a surge in u nemployment. How should
investors protect themselves if this situation were to arise?

You could look at income protection, or restructure your loans. Do not wait for
problems to arise then try and fix them. If you have not covered yourself with income
protection, your whole portfolio could be at risk. Anyone who is negatively gearing should
have income protection.

MANAGING YOUR TENANCY

INTRODUCTION

Choosing a Property Manager is not just about collecting rents. One of the most
important duties of a property manager is protecting your investment and with good
property management, adding value to your investment

This is not as simple as it seems, but it is not outside the realms of a good property
manager. There will always be problem tenants and other circumstances that cause concern,
but insurance should cover most of that.

A good property manager or management team should:

Be able to advise you of the current attainable rental in the area
Should advise you immediately if a tenant gets into arrears with their rent

They should be aware of any maintenance issues on the property and
advise you of work to be done

Should organise maintenance on the property immediately if the tenant
advises of something faulty

They should promptly pay any bills against the property
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Reference check any prospective tenants

See that the property is kept in good order inside and out

MAINTENANCE

Keeping a property in good order is as important for the owner to address as it is the
property manager. If an owner lets a property go into disrepair it will cost a lot more to
replace items, than it would to repair them. Additionally, if the owner is advised and ignores a
request for repair, and the tenant has an accident, then the owner could be sued.

Maintenance is one of the expenses that fall under ‘slush fund’ if you are investing in
units. Investors will say, “I don’'t want to buy a unit because | don’t want to pay into a slush
fund”, but even a house has maintenance costs and you, as owner, have to pay it all. It is just
part and parcel of owning property.

A Landlord Agreement can contain a clause that allows the management team to
spend up to $100 (or a nominated value) maintenance cost without contacting the owner.
That is a personal choice of the owner, and it depends how much they want to be involved in
the minor costs of the property.

Landlords are often heard complaining about management teams, but in reality, if
landlords do not take responsibility to ensure they obtain a full property report, as per the
agreed terms on the Landlord Agreement, it is their own fault if things go wrong. Agreements
are a two-sided contract.

If you do not receive reports from your management team then you want to find out
why, and if they do give you a report, which at a later date proves to be incorrect, then you
have some recourse.

If a property management team knows you are expecting a full report then, in most
cases, they will make sure they look after your property.

RENTAL INCREASES

If your property is under lease and you intend to increase the rent, you must give
notice 60 days before the increase comes into effect, usually at the start of a new term. If you
want to be able to include rental increases throughout the term of the lease, you must have
this entered as a clause in the lease. Should the lease be less than six months or periodic, a
rental increase cannot be made any more frequently than six months.

If you seek an unreasonable rental increase your tenant may dispute it and seek
arbitration with the RTA.

Any extra services to be provided under the terms of the lease must be written into
the lease, such as lawn mowing, or pool cleaning.

MAXIMIZING YOUR RENTAL

When you purchase a property, or if you have owned one for several years with very
little upgrade, it pays to look at the property and establish whether by upgrading, for example,
the kitchen or bathroom, will not only add value to the property but also attract a higher rent.

Often a property can be improved immeasurably by even a coat of paint and gain a
higher rent, making your investment much more worthwhile. The benefit is twofold, your
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property value is increased, which may help if you want to re-finance, and it will be good for
tenant relations.

This can be a good strategy to close the gap between your mortgage repayments and
the rental return.

The same strategy can apply to the outside of the property as well, especially the
front.

Tenants are not necessarily people without pride. Many renters like to live in
attractive properties, and are prepared to pay a few extra dollars for that privilege.

A cleaner, fresher looking property is also more likely to attract better tenants.

If you have a good tenant that stays for a long period of time, it would be an idea to
see if the property needs a fresh coat of paint inside after about five years. This will do
wonders for your relationship and the overall care of your property.

A property should have a maintenance inspection once a year to see if any repairs
need doing. Things like rusted guttering, uneven footpaths, problem tree roots, and the like
are jobs that should be checked for long term care of the property.

OWNER ACCESS

As a landlord, you do have the right to enter the property, BUT only with due notice.
Whether you are managing the property yourself, or you have it managed for you; you cannot
just visit the property whenever you like.

In fact, you cannot be seen to be driving past on a regular basis and stopping to view
the property. This is termed as ‘harassment’. A tenant has the right to ‘quiet enjoyment of the
premises’.

OTHER TERMS

There are many 'other terms' to a lease, but as each State has its own regulations
you need to find out what they are. You can obtain the regulations from a real estate agency
in your State, or you can go online and visit the Real Estate Institute of the State that you are
particularly interested in, to find the information.

QUESTIONS AND ANSWERS

Qualities of a Good Property Manager

What do you look for when searching for a top-level property manager?

One of the biggest problems with operating a top-level property management agency
is administering it with too few staff. If you are looking for a property manager to reliably and
efficiently look after your investments, ask “how many properties each property manager
manages”. It should be a maximum of one hundred and thirty. Find out what services they
offer, how they communicate between all parties involved in property management, how often
they do landlord payouts; some pay out bi-monthly. Try to get the feel of whether you are
having a ‘selling job’ done on you, or they do really care about their management systems.
Check out their reputation.
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What expectations should | have of a good property manager?

A good property manager should keep you informed at all times about the state of the
property and what is happening regarding its tenancy. A very good property manager, as well
as doing all of the above, will be sending out newsletters and keeping you up to date with
current rental rates and what is happening in the real estate market in the local area. This
can be quite beneficial if you do not live in that particular area.

You should also expect regular reports from inspections of the property.

If a tenant leaves, an agency should be able to have the property re-let in two weeks,
especially in times when rental properties are at a premium. If this does not happen, find out
why. Just because the agency may be busy is not a good enough reason. | have seen a
landlord miss out on two extra weeks rent, just because the agency did not process the
necessary paperwork quickly enough.

I am only just realising that you definitely have t 0 keep on top of the real estate agency
that is managing your property. This includes going to the inspections and the final
inspections, to keep an eye on your investment, bec ause if you don't, the real estate
agency won't do a very good job at looking after yo ur investment.

This is a comment from a landlord, and is really a concern, because if you find you
have a real estate agency that is not looking after your investment, you should change your
property manager.

An owner should not have to go to all inspections, but should definitely get a full
report, and furthermore, conduct inspections twice a year themselves if possible.

If you live away from the area, ask for dated photographs during tenancy changes
and inspections, so you can keep up to date with the upkeep of the property.

As mentioned earlier, a Landlord Agreement is a two-sided contract, and yes, an
investor does need to keep in touch with what is happening in and on the property.

No business can run without some sort of management.

For rental property to be looked after, should we c hoose a small local Real Estate
Agent or big one?

A small agency can be very good if they have an experienced property manager and
excellent management systems in place. If planning on using a larger agency, ask how many
rentals each agent is handling. It should be no more than one hundred and thirty otherwise
you probably will not get efficient service.

Rental Issues

How often do you increase the rent?

Increasing rent can be a touchy subject. It is not a matter of expectation, but a matter
of what the market can handle. During times of low rental vacancies, property rents can be at
a premium, but during times of high rental vacancies, it pays to keep the rent well balanced,
SO you can attract good tenants and not too high a turnover with gaps in between rents.
Rents relate to a certain degree, on the movement in the market. If property prices are going
up rents can be a bit higher, but if property prices decline, it is not a good time to be raising
rents. Basically, it is determined by supply and demand.
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How do | ensure that a property manager chooses the right tenant for the property?

You can ask your property manager to submit the most suitable applications to you
and you can have the right to make the final decision. This can slow down the process of re-
letting the property, but if you feel safer with this process then go with it. If you are going to
go down this path, then it should to be entered into your agreement with the agency.

You can also suggest to the agency what type of tenant you want in your property, for
example, those with excellent references from other real estate agencies, those who pay on
time, do not damage property and upkeep a tidy home and garden. Proposed tenants with
children and pets are not always those to exclude from your list. There are many adults who
should know better, but who cause havoc in and to property. Keep in mind the Anti-
discrimination Act.

How much should I increase my rents by, and how fre  quently, without the risk of losing
my tenants?

Most tenants expect an increase along the way. Unreasonable rental increases will
cause strife in one way or another. This can be a problem if you buy a tenanted property,
where the tenants are paying below the standard rate for the area, and are locked into a
lease. If this was the case and you couldn't increase the rent, you would expect the
difference to be taken into consideration at the time of purchase.

If you stick with CPI you cannot go too far wrong. Sometimes landlords would rather
have a good tenant who pays on time and looks after the property, than get another $10 to
$15 a week, and lose a good tenant who is looking after their investment.

What is the minimum rental return | should expect f rom my residential investment
property in making my decision to invest?

The minimum rental return you should expect to make on a property that has been
purchased for rental return purposes is approximately 1%, but in saying that, 3% is what you
should be aiming for with a good return.

If you have purchased the property for capital gains purposes, it is quite possible that
you will receive a lot less than that, depending on your property location and size.

What questions can | ask a potential tenant (whilst adhering to the privacy act) and am
| allowed to ask for evidence of income and an asse t and liability statement?

The privacy act does make it a little difficult to obtain information. You can ask for a
copy of their wage slip, or a letter from the employer verifying employment of a potential
tenant. Apart from that you cannot ask for any further financial information. You can run a
credit check on them if you wish.

As far as references go, you can telephone and speak with the person giving the
reference, but again only very basic information can be obtained. It is better to ask specific
guestions and get "yes" or "no" answers, rather than ask the other person to give their
opinion.

As far as past rental history is concerned, you could ask:

Were the rents always paid on time?
How long did they rent the property for?

When the tenants left, was the property left in good condition?”
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How do | calculate the cost/benefit relationship be  tween furnished and unfurnished
rental properties?

The positives of a furnished property are:

It does fetch a higher rental
You can use some of your older furniture to furnish it

You can use the property as a holiday property if you so desire

The negatives are:

You tend to attract transient tenants

You have to replace whatever is listed as chattels should anything
breakdown

You have more items to worry about as a landlord

You have to pay for chattels insurance

If I rent to a family member, do | have to increase  the rent by CPI each year?

No one has to do anything with rent. It is up to the owner to decide what rent he
wishes to charge, and when there will be rental increases. There are no fixed rules in regard
to rental amounts, except to say that the tax office would expect a fair and reasonable rent to
be paid if you are going to be claiming expenses.

Your Responsibilities as a Landlord

Is it worth getting a real estate agent to look aft  er your property?

The only person who can answer that is the owner. If you have the time to look after
your own property and want to manage it yourself, you need to make sure that you know all
the relative legislation in relation to property management. But, if things were not going right
with your management, it would be advantageous to have a third party involved.

If you have an excellent tenant, then you can save yourself money. If you are going
to manage the property yourself, you need to be very careful that you do it appropriately and
not become lax with inspections, any relevant upkeep of the property and any changes in
legislation. It all depends how much involvement you want at this level and whether you can
keep your emotions out as this is a 'business investment', and the tenants have the right to
use the property in quiet enjoyment.

Is it a good idea to buy close to home so you can m  ore appropriately manage the
property, or buy well out of your area so you aren' t personally involved and let an
agent look after your investment worries?

That really is a personal choice. Some people can treat an investment property as a
business, and not feel the need to be more involved with the letting of a property nearby, than
they would if they lived further away.

A tenant has the right to privacy, so even if you live close by you should not be driving

past all the time, or expecting to go on to the property without good reason, and then only
with due notice.

49



Landlord Expenses

How much should | pay in property management fees?

Property management fees are approximately 5-8% of the property rent. To find out
the standard rate for the area concerned, approach the Real Estate Institute in that State to
find out the information.

What are the hidden costs of employing a real estat e agent to look after the property
and its tenants in regard to administration and cos ts, together with the supply and
maintenance of gas bottles for cooking facilities, etc.?

| don't see any hidden costs. A property manager has the right to charge an agreed
commission, and would most likely charge a fee for petties (mail, telephone calls etc.), usually
about $5. There may be a charge for advertising when a lease runs out, but you can discuss
this and ensure that any allowances are entered into the schedule of your management
agreement.

The gas bottles, for example, would be charged because it is the method by which
the stove works, and as the landlord, there is a responsibility to supply cooking facilities.

There will be some relatively at low-cost and some more expensive maintenance
costs from time to time. How you are going to handle these should be included as additional
clauses in your Management Agreement.

What discounts should we expect if we ask the real estate agency to manage six or
more properties?

Keeping in mind that each property still requires the same amount of work, you
should question whether by asking for a discount, you will receive discounted services.

At the end of the day, excellent management will save you more money than any
discount you will ever receive. If a property is not managed correctly you will end up with
additional bills along the way, but if you are going to be a responsible landlord, you will
ensure that this does not happen.

It will be a matter of asking, and finding out what you are offered. A question to think
about would be: “Do you want to deal with someone who purchases your business by
discounting, or someone who sticks to their price, because they know and give you service
for your dollar?”

On the other hand, a real estate agency that was given six properties to manage
would be very happy because you have just increased their business equity at no cost to
them. So you can certainly take that into consideration.

There would be more than likely some room for negotiation without any problems.

If you pay a 'green’ levy on electricity and electr icity is provided to tenants as a part of
their rental, is it all deductible?

Yes, if you are paying the electricity of a property, then all electricity costs are
deductible, including any levies.
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Landlord Insurance

Insurance for a rental property is more complex than it is for your own home.
A landlord preferred policy cover the following aspects:
Loss of Rent - this policy provides security so you still have income
from your property to meet your expenses.
Loss or damage - Building - caused by tenants, families or invitees.

Loss or damage — Contents — this policy covers general household
contents owned by the landlord, which you are responsible for and that
you provide for the use of the tenants.

Legal liability — covers legal liability for damage to other people’s
property, or death or bodily injury to other people.

Tax audit - this policy pays professional fees in relation to a taxation
audit in relation to your rental property.

The above are typical Landlord Insurance covers, and details should be checked with
your insurer, as each will have their own criteria.

GENERAL INVESTMENT QUERIES

QUESTIONS AND ANSWERS

In the long term, which is a better investment, com mercial or residential properties,
and why?

In the long term, residential properties are more desirable, and the reason for this is
residential properties increase in capital value, more than most commercial properties do.
Resale of a residential property is easier and more competitive, because there are more
buyers than there are with commercial properties. With most residential properties you will
have a higher occupancy rate over time, as long as you have an active agent who finds you
tenants promptly.

How many houses does one need to acquire, to be abl e to retire, and what are various
scenarios?

It is a little difficult to say how many properties, because people will own different
value properties, and will be receiving different returns. Basically, this really comes down to
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what level of income you want up to retirement, and whether your intention is to still hold any
mortgages on any properties when you do retire. If you wish to have $1,000 a week clear to
live on, it will be necessary for you to make sure that after all property expenses and tax
deductions you have $1,000 in your pocket.

It also depends on what other investments you may have, as this will affect your tax.
Essentially, you will need to add up all your income of X number of properties, deduct all
expenses, and work out your tax on the balance to come up with your cash in hand.

Following, is a simplified example working on two people, (figures are fictitious for the
purpose of the exercise, as no other income is taken into account):

5 properties, each at $430 rental per week $ 2,150 per week

LESS

5 Management/letting fees

(Weekly average per year) $190

Repairs/Maintenance, say $100

Other expenses $300 $590 per week
Balance of income $1,560 per week
Income per person $780 per week
Tax per person $160 per week
Total weekly income per person $620 per week

Therefore, in this scenario, a couple would have $1,240 per week to live on with five
mortgage free properties.

Why should | invest in property rather than shares?

If nine different investors were asked this question you would probably get nine
different answers. Some people do not like owning shares, and some people do not like
owning property. Both investments have their good and bad times, and often it depends on a
person’s knowledge and/or experience that will lead them to one or the other. Most serious
investors do seem to have both, just in different proportions.

Which will give more favourable returns in the long term for investment, a townhouse,
a house or a commercial property?

In the long term one would expect a house to give more return as an investment. The
reason being, is that the land value goes up, not the building. Therefore you can see that a
house would give a more valuable return than a townhouse. If you want more favourable
rental returns, then commercial property is the way to go. It just depends on what you are
looking for in your property portfolio, higher cash flow, or long-term capital gains.

Why should 'investing' in a property, continue for a period of at least ten years?

The reason is because the ongoing and outgoing costs of purchasing a property,
usually takes a few years of positive growth to recover. Over an approximate ten-year period,
the property value has risen sufficiently to give you a profit on your investment.

Is there a way to protect the money invested into p  roperty, from one of those big
market falls? 1 know this has occurred in other cou ntries like the USA and Japan in
recent years, and the property prices would remain low for a while. How do | recognize
when a change like that could be coming to Australi a?

Your protection should exist in the line of enough equity in your properties, and
therefore, you have a buffer for any change in the market and not in a position whereas the
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bank could sell you out. Furthermore, you should always ensure that you have enough
expendable cash to pay any increase in interest rates. As far as property prices go, there
has always been, and probably will always be, times when property prices are not rising, and
during such times it is best to continue learning and researching.

Any investors who have been in the market for long periods will tell you there are
times when you can rapidly grow your portfolio, and periods when you just have to sit and
wait. Keeping up to date with prices and the length of time properties are on the market, will
tell you when the market is slowing down, and when it is on the move. When you recognise
these signs, you can make a judgement as to how you will handle a possible downturn.

How does rental/property growth compare between uni ts, townhouses and houses?

House properties would rise in growth faster than townhouses, and usually faster
than a unit. The exception to the unit increase, could be a unit on a popular tourist strip, or in
a very high sought after area. In these areas a house would still be more profitable, but often
you cannot buy a house there anyway, as they have been turned into units for holidaymakers.

What is more profitable, positively or negatively g eared property?

This is really a very personal question in as much as everyone's income and goals
are different.

In weighing up this question, you really have to look at your own circumstances,
particularly your income and whether you have any disposable income. Obviously, if you are
struggling to meet your monthly living expenses, you do not have money left to fund a
negatively geared property. You may be able to fund one that has very little negative gearing,
but you have to make sure you can pay any interest increases, if you are on a variable loan.
This is why many investors will have a fixed loan. They know they cannot afford to meet large
interest increases.

Some accountants say that you should never buy a negatively geared property. Their
belief is that every investment you make should be making you money.

Often a prestigious, negatively geared property will make more money on capital
gains than a positively geared property could ever make, but then again, there are some
good, positively geared properties in much sought after rental areas, that have had high
capital gains in recent times.

How can | sleep, when I feel like | owe more money  than a small, third world country?

If you are so heavily geared that you are too worried to sleep and it is affecting your
health, you should really look at NOT being heavily geared. There is always time to purchase
again later. Truly, it is not worth being heavily geared. Your health is far more important.

Perhaps you could bring a partner in, on some of your investments, or if for example,
you own six properties, sell one and reduce your risk.

Some ideas to consider if you do not already have these in place would be to:

Have fixed loans
Re-finance so that you are paying interest only

Re-finance and lengthen the term of your loans, or some of them can
always be re-financed in later years when you have more funds available

Alternatively, you may only have to set up a split loan, with fixed and variable interest,
to meet your needs. If you have fixed loans, appropriate insurance, and a buffer in your
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equity for any possible drop in property price, then you should have most of your bases
covered.

How can you generate positive cash flow from proper ties?

Positive cash flow is only attainable when your income exceeds your expenses on a
property.

Therefore, when you purchase the property, and you wish to obtain a positive cash
flow, it is essential for you to establish what your total outgoings are and how much income
you will receive from the property. Accordingly, you require complete information in regard to
your mortgage repayments. In other words, your equity value is vital in operating this
property in a cash flow state. Having your mortgage at such a level where income exceeds
outgoings, is the only way that you can have a positive cash flow property.

To change the situation from a negative to a positive cash flow you may be able to
accomplish this by renovating your property, even to a small degree and charging a higher
rental.

Alternatively, you may wish to re-finance and/or restructure your loans to make your
repayments less, but be aware of any pitfalls. You can always re-finance for a shorter term,
when the properties can easily meet repayments.

How can | afford to have more than one property if they are all negatively geared?

If you are in a situation where you cannot afford to buy another negatively geared
property, then you could look at a positively geared property. It is possible to have more than
one property if you can find another property that has a positive, or at least even cash flow.

If you can find a property with a positive cash flow, this can often help you buy a
further property, with the excess income being paid towards the next negatively geared
property. In doing so, be wary of interest rate increases, otherwise you would have to
increase your income level, either through your employment or through higher rentals.

If purchasing another negatively geared property would stretch your finances, it may
be a good idea to wait a while. Furthermore, credit criteria have tightened up significantly and
you may find that you cannot secure the finance at this time. Check it out with your mortgage
broker.

Where do | find good services - agents, accountants , etc. that think outside the
square?

You find the services you want, by simply asking around. Ask for an interview with
them and find out their thoughts and ideas. Talk to other people in your area and get a
general idea 'who' is making it happen. Speak to people at auctions and find out from whom
they have previously purchased property and their thoughts on the services of those agents.
Look in the paper to see who is actively holding courses and attend those for a different
perspective.

What are the signs for upswing and downturn in the property market?

When properties start selling faster and finance is more freely available, you will
notice that it is probably the beginning of an upswing. When properties stay on the market
longer, or the banks start tightening up finance, is when there will probably be a downswing.
The latter are the warning signs that you should start consolidating, or at least being very
cautious.
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| have been using the buy and hold strategy. When do you think an under performing
investment property should be sold?

If you are convinced that this property is always going to cost you money, then
perhaps you should get rid of it. In saying this, it could be used to level out your income if
some of the other properties are earning so much they will impact on your tax. You would
however, need to feel confident that it is going to incur capital gains to make this strategy
worthwhile.

Look at whether you can enhance the performance of this property by giving it a
budget facelift, such as a coat of paint, or a garden makeover. Sometimes by spending
$2,000-3,000 you can increase your rent.

If for some reason, the area that your investment property is situated does not seem
to be progressing over the long term in comparison to other areas, then it may be time to sell.
In saying this, the other areas that have been progressing may slow down, and the area
where your property is may start to increase because it has become more affordable.

When you are building a portfolio, it should not be expected that every property would
grow at the same time.

Unless you really feel that a property is going backwards against the general trend, it
probably would not pay to sell it.

TAX IMPLICATIONS

INTRODUCTION

Just as important as trying to buy the right property is being aware of all the tax
implications of owning investment property.

There are essentially three tax considerations that you will be involved with:

1. Capital Gains Tax is the tax associated with the acquisition and
disposal of a property

2. Expenses prior to actively renting the property

3. Your income and expenses relating to the property once you are actively
seeking to rent it.

THE BUYING ENTITY

One of the very first decisions you have to make when you commence investing in
property is to decide which buying entity you are going to use. In other words, are you going
to buy under your own name, both you and your partner’s name, or have you decided to set
up a trust, and if so, exactly how are you going to set it up?

If you go to contract under Mr and Mrs Fortune, then later decide a trust would be
better, and attempt to change the name on a signed contract, you could be in for double
stamp duty, as you would be deemed to have two contracts.

Find yourself an accountant, who is familiar with property investment, otherwise you
may miss out on a number of taxable deductions.
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Our advice here is that before you start signing contracts, you should talk to your
accountant and establish the best way to minimise your tax, and obtain asset protection.
Once you have seen your accountant, have a chat with your mortgage broker. The reason for
this is that some banks have traditionally not approved of trusts, because they feel they do
not have the same protection as a mortgagor, when a property is held in trust. If you find it
very difficult to acquire finance as a trust, you may have to rethink your idea.

Should you decide to go ahead with setting up a trust, it may take a number of weeks,
and that is why you should not go to contract until you have your buying entity established.

As each and every situation is so different, this e-book has not provided details on
setting up a trust. It is essential that you speak to your financial and legal advisors on this
matter.

CAPITAL GAINS TAX

It is of significant importance to understand Capital Gains Tax. There is no Capital
Gains Tax to pay on your primary place of residence. This may be varied under certain
circumstances, where owners move in and out and it would be advisable to check this out
prior to the time you are intending to do this.

56




For some help in calculating your Capital Gains Tax you can go to:
http://www.yourmortgage.com.au/calculators/capital gains_tax/

Since 30 September 1999, when the new Capital Gains Tax legislation was
introduced, it has been possible to calculate Capital Gains Tax using two methods.

There are a large number of Capital Gains Tax rules, and like any rules these
change, so definitely check the current legislation with your accountant at the time you are
working out any Capital Gains Tax.

To ensure you receive the maximum benefit from Capital Gains Tax, keep a register
of everything pertaining to the property.

The ATO suggests the register should include:

The nature of the act, transaction, event or circumstance

The day it happened

Who were the parties to the transaction

How the act, transaction, event or circumstance is relevant to working

out the capital gain or loss

AND possibly

Receipts of purchase, or transfer

Details of interest on money you borrowed relating to this asset
Records of agent, accountant, legal and advertising costs
Receipts for insurance costs, rates and land taxes

Any market valuations

Receipts for the cost of maintenance, repairs and modifications

Accounts showing brokerage fees on shares.

SELF MANAGED SUPER FUNDS

A great deal is talked about Self Managed Super Funds (SMSF), especially in the
latter years, as the Government has made it clear that Australians need to be looking at
funding their own retirement.

It should be emphasised that ‘managed’ means just that, a Self-Managed Super Fund
must be managed. There is a very strict criteria set by the Australian Taxation Office (ATO)
as to how you can run a super fund, and what you can and cannot do with the funds in it.
Furthermore, there are regular reporting requirements that must be met.

It is believed that an SMSF gives you much greater buying power, and moreover,
because of the tax benefits, those with super funds are going to be relatively better off in
retirement.

The legislation relating to SMSF that was passed on 24 September 2007, allows for

an SMSF to borrow funds to purchase an income producing property, with the exception that
it cannot be owner/SMSF member-occupied.
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The ability to borrow with super funds is very new, and many professionals are not
quite up with the ins and outs yet. On the surface, it certainly looks like the newer legislation
will be a very tax effective way to increase your asset base. There are many tax benefits and
property is seen to be one of the most popular assets to place into a super fund.

Because of the cost of managing a super fund (approx. $1,600+ per annum), it is
suggested that to be effective, a super fund should start with a minimum of $100,000.

It is essential to keep up to date with the many changes that come through from the
ATO in relation to super funds. It is expected that the legislation will incur constant changes,
small maybe, but changes anyway, as it is such new legislation. There is no doubt that the
Australian Government will be making these funds more attractive, as their desire for
Australian residents to be financially self-reliant in their retirement years, continues.

The ATO does have conditions set down regarding the borrowing of monies for a
super fund and they are as follows:

The asset acquired is held in trust, so that the fund receives a beneficial
interest in the asset

The borrowed monies are used to acquire an asset, which the fund is not
otherwise prohibited from acquiring

The super fund has the right to acquire legal ownership of the asset, by
making one or more payments after acquiring the beneficial interest

Any recourse that the lender has under the arrangement against the
super fund, is limited to rights relating to the asset acquired

EXPENSES

'‘Each and every expense' you have had in relation to an investment property is tax
deductible in one way or another. It can either be written off in the financial year as an
expense, if it falls under the category of tax depreciation (e.g. capital works), or it is a capital
expense and affects your capital gains (e.g. costs regarding purchases).

A repair is that which is claimed as a property expense, where you are mending
something to make it work for the sake of keeping a tenant. Capital works is something that is
not required to be completed for the safe working of the property, but enhances, or improves
the property value. You can claim items such as Internet expenses, travel expenses of all
types, telephone and mobile calls, and property management fees, etc. These give you an
idea of some of the items you can claim for as tax expenses, but you must be aware that in
the case of an Internet connection, and similar expenses, you will only be able charge a
usage percentage. Additionally you require receipts for everything you are claiming. Make
notes on your receipts so that if you are audited you can explain the expense. Travel
expenses can only be claimed if they relate to a particular property that is purchased.

Under Depreciation Schedule, you will see more details outlined on these costs.
A capital expense is a cost that you have in relation to the purchase of the property.
For example, the cost of the property itself, stamp duty, conveyance fees, legal fees, agents

fees, travel expenses.

Borrowing costs are deductible either over five years, or the length of the loan,
whichever is the shorter.

Body Corporate fees and Strata Title fees are running costs and are deductible during
the year of the expense.

58



Advertising costs in regard to finding a tenant are expenses against the property for
the current financial year, but advertising costs in relation to selling a property are capital
expenses. Keep your advertising tax invoices so you can show what invoice relates to which
advertising cost.

What you need to take to the accountant

You will require a copy of all your bank statements, a record of all expenses in
relation to the properties (it is best if you keep all of your property management details in a
diary).

Keep a separate file for each property you have purchased.

On the front of each file have:

The address of the property
The purchase date

The purchase price of the property

In each file have:

A copy of the depreciation schedule
All income from the property (a print out of your Excel sheet or ledger)

All receipts in relation to the property expenses

Keep the receipts for each and every property in a separate envelope within the
relevant file and when completing your income and expenses Excel spreadsheet, or ledger,
keep your expenses listed separately for each property.

Having your figures organised will save you a considerable amount of money in
accountant’s fees.

TAX DEPRECIATION SCHEDULE

The ATO definition of tax depreciation is “the value of an asset that gradually reduces
over time as it approaches the end of its useful life”.

Rules governing this area are not very straightforward, and there are many investors
who do not claim depreciation against their tax.
How you can claim

There are two areas: building allowance (sometimes known as capital works
deductions) and plant depreciation.
Building Allowance

Properties constructed after 18 July 1985, or those that have had improvements or
renovations after that time, can have the building allowance applied to them.

The depreciation of a building is calculated over forty years and has been set by the
ATO at 2.5% per year. This depreciation is calculated on the construction cost when the
building was constructed and not on the market value. This is why it is important to get a
qualified quantity surveyor to determine the depreciation value of your property.
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In relation to the outside of the property, any structural improvements made after 26
February 1992 can also be claimed. This work would be in the nature of driveways, fences,
retaining walls and the like. This is also calculated at 2.5% per year.

Depreciation
To claim depreciation on your investment property, you must have a tax depreciation
schedule drawn up by a qualified quantity surveyor and they must be at least an associate of

the Australian Institute of Quantity Surveyors and registered on the ATO’s Tax Agents board.

For experienced quantity surveying advice go to:
www.tslprojectservices.com.au

Depreciation can be calculated by using either of two methods:

1. The diminishing value method, where items under $300 are 100%
deductible and items between $300 and $1,000 are depreciable at
37.5% of a full financial year, with items over $1,000 being depreciated
at their applicable rates.

2. The prime cost method is where items under $300 are 100% deductible
and all items over $300 are depreciable at their applicable rates.

What items can be depreciated?

The usual items to depreciate in an investment property are:

Kitchen appliances
Hot water services
Floor coverings
Window coverings
Ceiling fans
Air-conditioning
Pool equipment
Spa pumps

Tank pumps
Exhaust fans
Electronic garage motors

Furniture

Unit owners can further claim for:

Lifts

Common entertainment rooms
Gym equipment

Parking areas

Security

Intercoms

Fire extinguishers and attachments
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You will see by having read the list above that even a twenty-year old property can
attract significant depreciation. It is quite conceivable that a twenty-year old property could
earn you $5,000 in tax depreciation. If you had a figure of $5,000 per year in tax offset, it
would be worth your while getting a taxation schedule, wouldn't it? That equates to
approximately $100 a week!

How would that affect your negative gearing afforda bility?

AND here is another bonus for you! You are able to backdate claims for up to
two financial tax years for legitimate depreciation costs!

You can see that the saving makes it very worthwhile having a property Depreciation
Schedule drawn up.

Now is a good time to contact a Quantity Surveyor, especially if you would like
to minimise your tax obligations and help your cash flow.

Just go to www.tslprojectservices.com.au

TAX VARIATION

The Australian Taxation Office (ATO) has a form called an Income Tax Withholding
Variation (ITWV). The purpose of this form is to allow you to spread your tax return
throughout the year to help with your finances.

There are several requirements that the tax office has in relation to this form and it
pays to keep them in mind, these include:

If you change jobs you must fill out a new variation form
You must complete a new variation form each financial year

A variation that produces a tax payable at the end of the financial year in
excess of $500 will mean that an application for tax variation the
following year will be rejected

An (ITWV) form is a great way to help with your cash flow problems throughout the
year. Itis available for you to download at:

http://www.ato.gov.au/content/downloads/bus00135782n2036.pdf

When it is completed you send it in to the Australian Taxation Office.

QUESTIONS AND ANSWERS

Depreciation

| have been told that if you use a Quantity Surveyo r's Report for the depreciation
schedule, the ATO are more likely to audit you, is this true?

| would suggest this would be the other way around. If an investor does their own
depreciation schedule, the ATO is more likely to think that they do not know the full details to
put in a schedule and therefore would be more likely to audit them.
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Do accountants have a full understanding of depreci ation on investment houses?

This is a generic question, and a good one, because people often think that all
accountants fall into the same category, and they do not. It is like saying that a Chinese
restaurant is the same as a seafood restaurant, but they are not the same, they have different
expertise. Accountants specialise in different fields of accounting, therefore, depending on
your accounting requirements it will be necessary for you to find yourself an accountant with
that particular expertise. Just ask directly! It is your right to find an accountant who will give
you the best advice.

Can an investor claim deductions for improvements u ndertaken by a prior owner?

Yes and No. What you can claim for is a building allowance for any work that was
completed after 18 July 1985. So what you can claim is the building allowance on the value
of the building, or part thereof, if it falls within the building depreciation guidelines, whether
you or the prior owner has completed improvements on the property. When you purchase the
property you should have a Depreciation Schedule completed by a quantity surveyor to
establish the building cost and the allowable depreciation.

To buy a house off the plan, does the developer/bui Ider (vendor) supply the
depreciation schedule?

Yes, the builder (vendor) can supply the depreciation schedule; generally these are
generic and not specifically completed for your unit and your settlement date etc. It is always
advisable to get your own independent schedule executed. For a cost of a few hundred
dollars, you could save yourself thousands of dollars. Don't forget, the Quantity Surveyors
Report is 100% tax deductible.

Depreciation on Older Properties

When talking older properties in this instance, we are talking about older properties
that were constructed before 18 July 1985. It is very important not to disregard depreciation
on older properties, as those properties that have renovations of rooms like kitchens and
bathrooms completed after 18 July 1985 still attract depreciation on the renovation
expenses .

How important is depreciation? Would it be a good enough reason to stop looking for
property over ten years old because of the lack of depreciation it offers?

The age of a building often relates to how much you are initially going to pay for the
property. This can come back to the amount that you are able to borrow. So in relation to
the question, although the depreciation is important, there are other issues that could be more
important, like the rental return, negative gearing, or continual maintenance on an older
property. There will still be depreciation on buildings over ten years old, so again, it depends
how much you want to, or can afford to pay initially.

Expenses

Can you arrange a tenancy agreement to carry out re pairs on your investment
property, whilst it is tenanted (maybe at a discoun ted rent over the repair period)?
That way you can claim the repair (renovation) as a n expense for that financial year,
rather than a capital claim (when you sell) given t hat the plan is to never sell the
property and you want to be able to obtain the dedu ction/cash flow.

A capital expense (renovation) and a maintenance repair are two different things. A
renovation is a capital expense and cannot be written off as a repair in the year that it is
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completed, unless it falls in the low dollar value, and then you decide how to depreciate it,
either by the diminishing value, or prime cost methods.

A maintenance expense is where you are ‘repairing’ items in the house to make it
livable. In other words, a repair would be to fix a hole in the wall and repaint it, whereas to
repaint a whole house would be seen as a capital expense.

What is a reasonable amount of time you have to own a property, before some things
can be seen as repairs? (That is, to be deducted in the current financial year, rather
than as 'existing problems' at the time of purchase that have to be recorded instead, as
capital expenses, e.g. rotting decking, repainting etc).

See the answer to the previous question above. Time really has nothing to do with it.
It is a matter of capital expense, or repair. A rotting deck and repainting the house would be a
capital expense (expenses that are going to improve the value of the property.)

Are there any tax breaks available for a landlord's time in maintaining a property,
where you can deduct amounts paid to others for the same purpose?

Strictly speaking no, but some managers in management rights, for example, set up
another handyman business and the handyman business charges the management rights for
the time.

Some people, for example, accountants, say it is no t worth completing a tax
depreciation schedule on older properties due to th e fact there are not enough
deductions available. Others stress the point, sayi ng that most quantity surveyors can

make it a viable option and that it enhances your ¢ ash flow, especially when many
properties are involved. What is the correct answer  ?

My answer here would be that if you are paying $80 per week in negative gearing,
and you could get a saving of $100 per week in depreciation, why would you not go for it? A
$100 per week tax depreciation is often quite possible, even on a twenty-year old property.
You can receive even more if there have been renovations since 18 July 1985. To assess
this, you would have to complete a schedule.

Taxation

Due to the amount of interest | am paying, | asked my accountant to complete a form
that will reduce the tax out of my fortnightly pay, but they don't know anything about
the form. Should | change my accountant?

Sounds like a good idea. Your accountant probably has another area of expertise. It
is critical for a property investor to use an accountant that has property investment
experience.

Is there any value in getting a Quantity Surveyort o prepare a 'Depreciation Schedule'
at any other time of the year, apart from just prio  r to end of financial year, when the
costs can be claimed back soon after?

As you will see above, it is possible to set up a tax variation, so it could be worth your

while to not wait until the end of the year, so that your cash flow is improved during the year.
In addition, you can backdate your tax depreciation for two financial tax years!
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If I purchase a block of land with the intention of building a house to rent, can | claim
the interest and ownership costs from purchase date , or do | have to wait until the
property is "available for rent"?

Yes, it is possible to claim the interest on a block of land, BUT you have to have
clearly documented evidence that you purchased this block of land for the sole purpose of
building to rent. It would pay you to obtain a letter from the estate agency with whom you are
dealing, stating that you had asked them to find you ‘a block of land for the purpose of
building to rent’. Alternatively, obtain a letter from your bank stating that you asked them for a
loan for that purpose, or some other evidence when you purchase the land.

How do | organise paperwork and arrange my books fo r the accountant?

Unless you buy an accounting program, the best way would be to have all your
income and expenses listed, per property, in an Excel spreadsheet or ledger. Keep all your
paperwork and expenses separated for each property. This should make things quite simple
for handing to your accountant.

We currently have one investment property, which co sts us about $130 a week, and are
looking to purchase our second property. What are s ome of the factors that may help
us service more debt?

Most of these areas are covered in this book but | will list them again for you to
consider.
Purchase a property that is not negatively geared, but either positively or
neutrally geared.

Have the right mortgage set up. Sometimes you may set up a mortgage
for the benefit of the first couple of years, to make your repayments
easy, then re-finance in about three to five years when the rental is
higher, your income is higher, or you buy another property

Make sure that you are claiming all your expenses
Apply to the ATO for an Income Tax Withholding Variation
Claim all items of tax depreciation

Look at the rentals on your properties - can they be increased?
Is the interest paid on money borrowed, to pay for ongoing maintenance expenses
(e.g. rates, insurances etc.) of an investment prop  erty, tax deductible?

Yes, but you just have to have proof of your maintenance expenses.

Should the tax return received through negative gea ring, be used to reduce the
property debt, or the interest on borrowings?

This is not so much a question, on what's the best use of the money, but how the
ATO view it. Any refund or return as such, is your money to do with as you please.

Should we pay a quantity surveyor to do a depreciat ion schedule, when we intend to
keep the rental for a short time; as the depreciati  on claimed would reduce the cost
base and thus increase the capital gain?

You would have to look at how long you are going to keep the property, and what is
happening to property prices. The time factor is probably the main issue here.
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Are negatively geared tax policies here to stay?
No one can ever look into the future and know what will be tax policies.

Currently, the Australian Government is encouraging people to become self-funded
retirees, as they do not want to be paying out pension benefits in future years. Consequently,
there are tax benefits covering this at the present time. Furthermore, you can now purchase
properties through your superannuation fund.

Tax policies always change, and you can only work with what you have.

My biggest question is - Will negative gearing, eve r be abolished by the Australian
Government?

This is a very logical question, considering the number of people that possess
negatively geared properties. The reason for negative gearing being set up by the Australian
Government is that not enough people can afford to buy their own houses, and therefore,
without investors owning rental properties, the Australian Government would have a serious
housing crisis.

On one hand, the Australian Government would love to have the tax of higher paid
earners, but it would cost them squillions more to provide housing for all the people who live
in rental properties. Therefore, it is logical that they would continue with negative gearing to
keep the rental market buoyant.

Capital Gains Tax

Hypothetical situation: | buy a property as my prin cipal place of residence. After six to
twelve months | leave the property and move into al  ternative (rental) accommodation. |
then proceed to rent out my property and treat it a s an investment property, thus
claiming a tax deduction on all expenses associated with maintaining the property. A
few years later | return to my property. - Question s: Can | treat my property as my
principal place of residence for the entire duratio n of my ownership, even though |
lived elsewhere for a few years? Further, canlcla im CGT exemption if | were to sell my
property at some point in the future?

Your proposed plan would come under the Six-year Rule, where you can leave your
primary place of residence for up to six years at any one time, but still claim CGT. If you are
away longer than that, you claim CGT pro rata at the current rate at the time.

Yes, you would be able to claim the CGT exemption fully. You would be able to claim
expenses, and consequently, you would also have to submit your income from your property
to the Australian Taxation Office.

When deciding to sell your investment property, do you avoid capital gains by moving
into the investment and selling your main place of residence and is there still 'Capital
Gains Tax' somewhere down the track?

Yes, there would still be a liability for Capital Gains Tax. It would be relative to the
period that you owned the property as an investment property.

Foreign Investments

The ATO generally views income from investments in overseas property as 'Foreign
Source Income'. As such, it is treated differently than income derived from property
investments in Australia.
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Special rules apply to rental property expenses on overseas investments.

The ATO says:

“Rental income from an overseas property falls into the category of modified passive
income. You can only deduct expenses you incurred in relation to a category of foreign
income against foreign income of the same category. For example, deductible expenses on
an overseas property can only be deducted against foreign rental income or other foreign
modified passive income such as royalties and dividends. If you make a net loss in modified
passive income in an income year, you can only offset it against modified passive income
(including foreign rental income) derived in later years.

You don’t deduct the cost of debt (such as interest and borrowing costs) against
modified passive income (such as rent, royalties and dividends) for the purposes of this
calculation, unless they are related to the income earned through a permanent establishment
in an overseas country. If you have incurred debt deductions in earning your foreign income
under any of the four categories and the deductions are not attributable to an overseas

permanent establishment, you may claim them as ‘Other Deductions™.

Capital Gains

Australian residents are generally taxed on any capital gains made on overseas
property and must declare the gain on their income tax return.

If the gain is taxable in Australia and you have paid foreign tax on it you may be
entitled to a foreign tax credit.”

Further Resources

Quantity Surveyors (Australia Wide)

www.tslprojectservices.com.au

Latest Property information
Www.propertyinvestmentwise.com.au
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