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Let’s get started! 
 
 
It’s easy to get carried away with fantasies about property investment riches and 
an ever-rising market but, an investor need to be realistic about the risks of 
building a portfolio and understand just how much risk their portfolio is carrying. 
 
Everyone knows that investment carries risk… and property, of course, is no 
exception. 
 
Despite this, property is often touted as a ‘safe’ asset class with the argument 
being that shelter is a fundamental need for society and not everyone wants, or 
can afford, to buy their own home. 
 
Property is also often viewed as less speculative than alternative asset classes, 
such as shares, because it is a tangible investment – bricks and mortar that house 
our fellow Australians.  
 
Even if values fall, the physical asset will still be there or so the argument goes.  
 
In many cases, this is true; if values in your suburb dip by even 20 per cent, you 
never lose 20 per cent of your floor space or land size! 
 
To properly prepare for property investment and the associated risks, you need to 
consider all outcomes and how you would react under different conditions. 
 
What is your risk appetite? 
 
If you don’t adequately assess your risk profile and do enough research before 
you begin investing, you could end up purchasing a property that limits your ability 
to grow your portfolio. 
 
If you buy a high-risk investment because you’re promised high returns, and it 
ends up costing you emotionally and financially, it could turn you off property 
investment for life so, when it comes to your first property, the more research and 
analysis you do in terms of risk, the better. 
 
You need to know how much risk is sustainable in your portfolio and indeed in 
your life! 
 
Even though property investment needs to be driven by the numbers and working 
towards your ultimate financial goals, buying based on emotions will likely result in 
an ineffective and unproductive portfolio…you do need to be able to sleep at night 
and be comfortable with the level of risk and exposure in your portfolio. 
 



 

Your experience with risk in the past, whether it is related to investing, your 
finances, social situations or how you’ve worked towards your life goals, should 
act as a good starting point for working out your risk profile. 
 
There are various strategies, tools and tactics investors can use to mitigate the 
risks associated with investing in property such as, diversifying their portfolio (both 
in terms of location and asset type), educating themselves about the property 
market and sticking to ‘safer’, lower-risk suburbs. 
 
The costs associated with property investment also don’t stop if you encounter 
other financial or personal difficulties. 
If you lose your job, become unwell, go through a divorce or have cash flow issues 
within your business, you can’t simply stop paying your mortgages and the other 
costs that come with owning a property portfolio. 
 
The more you know about property investment, your finances and your goals, the 
more prepared you’ll be for all risks and outcomes. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

What kind of investor are you                                                                                           
 
How would you describe yourself? 

1. Retired and dependent on existing funds and/or pensions for income. 
2. While you understand the need to invest you cannot see how it will be 

possible, as your income is fully committed to the family budget 
3. Easily managing your current financial commitments. Your current income 

provides an acceptable lifestyle. You may be just starting out on your career 
or be well established. 

4. At the peak of your career and income, possibly with a dual income. You 
have no dependants or easily manage the expense needs of your 
dependants. 

 
What is your understanding of investing in Property? 

1. Not very familiar with it. 
2. You understand the need to invest but no more 
3. You understand how different property types can produce differing income 

and growth 
4. You are an experienced investor with a current property portfolio. 

 
What are your financial goals? 

1. Income from an investment is the most important thing to you. 
2. Safety is the most important feature for you. 
3. You have a specific timeframe of say, around five years and a set return you 

would like to achieve in that time. 
4. Growth is the most important thing to you. 

 
If your property were to suddenly lose value by 20%, what would your reaction be? 

1. You would sell up immediately and never invest in property again 
2. You would keep what you had but not buy anymore 
3. You would be concerned but would wait and see before you invested again 
4. You would not be concerned – you might even invest more in the same area 

while you can get a bargain! 
 
Which do you prefer? 

1. Stable though low returns. 
2. Consistent returns with minimal tax savings. 
3. Variable returns with good tax savings. 
4. Higher returns with maximum tax savings (but higher risk). 

 
When do you plan to retire? 

1. Already retired. 
2. Within five years. 
3. In 5 to 15 years. 
4. In more than 15  



 

How often would you sell your property? 
1. Never 
2. Within 10 years 
3. Every time there is a substantial gain. 
4. Every year or two. 

 
In relation to buying property unseen, you feel? 

1. You simply could not do it 
2. You may be able to do it if you had lots of pictures 
3. You would be happy to do so if you had someone you could trust to go and 

look 
4. You don’t need to see it at all as long as the figures stack up 

 
Use the Following Formula to add up your score 
 
For every 1 answer, score one point. 
For every 2 answer, score two points. 
For every 3 answer, score three points. 
For every 4 answer, score four points. 
 
0-8 points  
 
Conservative 
 
Preserving your capital is the most important consideration for you.  
You have a short-term investment period in which income and capital stability is of 
prime concern.  
 
You should invest in low risk property, which includes standard residential property 
in well populated city suburbs or large regional towns.   
You should ensure a low ‘Loan to valuation ratio” (LVR), say around 50 – 60%.  
 
8–12 points  
 
Stable 
 
Your investment term is three to five years, and you are willing to take a small 
degree of short-term risk if it means the chance of long-term returns.  
 
Security is very important to you though, and income is more important than 
growth.  
 
You should buy standard residential and you may be able to buy in smaller towns 
with economic vibrancy such as mining towns.  
You can comfortably set your LVR at 80%   



 

13–21 points  
 
Balanced 
 
You have a relatively long period in which to invest and are comfortable with short-
term volatility for long-term growth and income.  
That is, you would like some security but are prepared to take some risk.   
 
You could invest in standard residential, short term holiday let with standard 
management and some commercial premises such as offices with high demand.  
Your LVR is comfortable at 80%. 
 
22–28 points  
 
Assertive 
 
You look for growth investments and are willing to include some speculative 
investments.  
You can cope with negative returns and increased volatility.  
Capital growth is your prime concern.  
 
You can invest in Inner city apartments (may have high growth) or niche market 
properties such as serviced apartments and retirement villages (high income) as 
well as factories and warehouses.  
 
You could stand up to a 90% LVR if necessary while high-income earners may 
stand negative cash flow. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

A Different Property – A Different Risk 
 
There should be little or no emotion involved in buying an investment property. All 
houses are “bricks and sticks”, not “homes”…at least not until you try to rent them 
out.  
Human emotion is what selling agents manipulate to squeeze a few thousand 
dollars more out of you or coerce you to speed up the settlement process/time. 
 
The first thing you need to appreciate is that you are buying property for other 
people (not you) to live in! So long as the properties are “safe and comfortable”, 
who cares if there is a modern stove or what colour the walls are?  
 
Often, investors will use their own standards as a benchmark for determining a 
“good house”.  
Indeed, it may feel good to only buy quality properties that you would be proud 
calling your own home.  
 
But, common sense dictates that you will have higher standards for your own 
“home” than other people will have, living in a “rented” property.  
This translates into paying too much for investments because you've brought 
unnecessary emotion into the deal.  
 
Most opinions you'll hear are really statements of emotion so, let the facts speak 
with more authority than the opinions.  
 
The fundamental benefit of property investing is the passive income it can 
generate.  
 
A cash flow positive or positively geared property (one that provides you more 
money than you spend on maintaining it) makes you money from day one. 
Any capital gain you make on top of the passive income is a bonus.  
 
Successful property investors usually seek long-term income streams rather than 
sudden (short-term) capital gains. 
 
There are many types of “property” to choose from when considering real estate 
as an investment.  
There are houses, apartments, factories (commercial), holiday homes, retirement 
villages, managed apartments, student accommodation and even car spaces.  
 
Is one a better choice than another?  
 
Well, that depends on the market, so let’s examine this concept. 
 



 

Unless you have experience in a particular area, keep your investment decision as 
simple as possible.  
 
Look to buy a house in an average area where the average person would live.  
There will always be demand for a "normal" house where the average person or 
family would like to live.  
 
You could buy high priced property and cater for the "top end of town" but, you 
then run the risk of higher vacancies and only having short-term tenants.  
More expensive houses also require more maintenance to retain the top rents 
charged, in addition to higher deposits to purchase it in the first place.  
 
Higher risk usually equates to higher returns and you can look at retirement 
villages, managed apartments, student accommodation and commercial 
properties as being in this category but, realise that these operate in a more 
volatile market and…the higher the volatility in your market, the higher your 
investment risks! 
 
Property can be a solid investment opportunity since, as population increases, so 
to does the demand for accommodation.  
 
So-called average houses, where a "normal" family would live, are good 
prospective investment properties, as demand will always exist and long-term 
vacancies are unlikely. 
The shift in demand usually starts with average type houses, which then adds to 
the likelihood of capital gains over the term of your investment.  
 
Property is also a basic human need. When the going gets tough people can live 
without cars and take-away but, not without a roof over their heads!  
 
A so-called “average” property is a good starting point for potential real estate 
investments.  
 
Choices…House or Unit 
 
House price growth (7.4% per annum) over the last decade has outstripped unit 
price growth (5.3% per annum) over the same time period (although a changing 
trend is beginning to appear from recent figures) 
 
The obvious question is why this should be so...and the reasonably obvious 
answer is land! 
 
Land is a finite resource and as the population continues to increase the demand 
for housing increases. With the supply of land unable to be increased, land prices 
and consequently, the price of house and land packages increase. 



 

Units occupy much less land.  
Units don't spread out consuming land. They spread up, consuming air.  
 
So, while the demand for units may be increasing with the increased population, 
the supply of units also has much greater capacity to increase.  
As a result of this, prices of units tend to increase more slowly than those of 
houses. 
 
Given the speed with which many large unit developments are being completed, 
are there now more units available than the investors' market can absorb?  
Equally importantly, are there more units available than the renters' market can 
absorb? 
 
Anecdotal evidence would tell us that most of the new large unit developments in 
the CBD and other areas are being sold without excessive amounts of difficulty.  
 
In this sense, there seems to be little evidence of oversupply. 
 
However, most observers of these blocks would note that there also seems to be 
higher than usual vacancy rates in these buildings.  
That is, while the units are selling without excessive difficulty, they seem to be 
proving more difficult to rent. 
 
An examination of rental yields over the past decade shows that while unit rental 
yields have generally been in excess of those of houses, both have been 
decreasing since late 1996 and have more or less reached parity…units are still 
slightly higher but, only marginally.  
 
However, the consequence to the investor of this relative fall in rent rates is that 
the rental income is less able to meet the necessary interest repayments.  
 
While there are some tax advantages to this, and many investors use their 
investment properties to receive these tax benefits, this strategy is only effective if 
one can make a good capital growth profit when the property is eventually sold. 
 
Such a profit has proved relatively easy to obtain in the past and should remain so 
over the long-term future, even for the slower growing unit sector however you do 
not want to be in a position where economic hard times require a property to be 
sold due to an inability to meet repayments.  
 
The greater the differential between rent rates and interest rates the more difficult 
it is to meet repayment obligations when times are tough and in a market that 
suffers high vacancy rates, the risk is increased even further. 
 
So, is investing in units a bad idea? Not necessarily!  



 

A well-positioned unit investment does present many advantages and often 
provides very attractive returns.  
 
Its lower cost is also welcome for those who want to get into the housing market 
and have limited funds however; greater care needs to be taken with a unit 
investment compared to a house and land investment, with the avoidance of the 
upper ends of the market…as it is more difficult to find renters in these markets.  
 
People with incomes sufficient to afford the rent often (but not always) choose to 
buy instead.  
This will decrease your market.  
 
Remember too, that “upper end of the market” is a relative term.  
 
A rental amount that is reasonable for a two or three bedroom unit may be high 
and difficult to obtain for a one bedroom unit. 
 
There is one other factor to consider with units that needs to be considered.  
 
Each unit block that is strata titled has a body corporate and charges levies to 
provide for repairs and maintenance (with some of the very large unit 
developments having more than one hundred different unit owners). 
 
More owners mean a greater diversity of ideas and desires.  
 
The larger we allow the unit block the larger the potential problems.  
Often owners will vote down levies to low levels simply because the majority can't 
afford increases to renovate the building. 
 
As a unit investor, this factor needs to be considered.  
 
You don't have complete control over the future quality of your investment 
therefore; you don't have complete control over the level of capital growth that you 
may ultimately achieve.  
 
Of course, you don't have complete control of capital growth in any market you 
care to invest in, but units have this extra risk. 
 
This is not to suggest that investors avoid units but there are very clear risks 
involved in a unit investment and it is much better to be aware of those risks 
before making the investment rather than after making it. 
 
Try to invest in an area that is going to show as high a level of capital growth as 
possible.  
 



 

Invest in a block that is well-positioned, desirable and well-maintained and invest 
in a unit that is affordable (often a second-hand unit investment is a far better 
investment than a new unit) and easier to rent out to a variety of people. 
 
Units have often been thought of as housing for the young because they are 
usually cheaper, lower maintenance and frequently provide close city living.  
 
It is becoming apparent that unit dwellings are attractive to the “young at heart” 
demographic with many retirees move into unit living.  
 
The most obvious reason is that units are usually more affordable, making them 
an ideal investment for individuals establishing themselves.  
 
This characteristic also makes them attractive to the older demographic as retirees 
can free up equity by selling their more expensive family home to live in a less 
expensive unit so, they are cashed-up for retirement. 
 
The comparatively low maintenance of units is also a draw card as there is usually 
no garden to look after and any maintenance that is required is managed by the 
Body Corporate.  
 
This can make units advantageous for both owner occupiers and investors.  
 
From an investor’s perspective, units provide a number of advantages:  
 

 Investors frequently achieve higher rental returns, because the proportion of 
rent to the amount invested in buying the property is higher. 

 

 Body Corporate fees and other associated maintenance costs allow the 
investor to reduce their taxable income.  

 
The primary reason for investing in houses over units is that houses have a 
greater potential for growth due to the greater land content attached to houses.  
 
This occurs because land follows the principle of supply and demand and since 
developable land is in short supply, good growth may be expected.  
 
With apartments and units a larger capacity still exists to build more as low density 
homes can be knocked down and replaced with large unit blocks.  
 
The land content attached to homes also results in this dwelling type being less 
risky and therefore better suited to the conservative or stable investor.  
 
A greater capacity also exists to increase the home’s value.  
 



 

With units there is only so much renovating you can do…you can update the 
kitchen or bathroom, replace the carpet or paint the walls.  
 
With houses however, renovations can be far more extensive as you may be able 
to add an extra bedroom or landscape the garden thereby significantly increasing 
your property’s value. 
 
With a free standing home you are also not paying Body Corporate fees to 
maintain communal areas.  
 
This is particularly the case in newer unit blocks or “Managed” complexes, where 
maintenance of the “life style” facilities such as the gymnasium or pool may be 
costly and management agreements potentially become unfavourable to the 
investor with reduced returns from higher fees and charges from renewed 
agreements.  
 
 
Choices…Managed Apartment, Retirement Village or Commercial 
 
Serviced/Managed Apartments and Retirement Villages are considered riskier due 
to their limited security, while income streams can be variable and ongoing costs 
may be significant. 
 
While the figures may stack up during the research stage the ongoing success is 
dependent upon the quality of the management structure and, as management 
rights can be bought and sold on the open market, the management of your asset 
can be inconsistent. 
 
The critical issue is the inconsistency of income as usually there are peaks and 
troughs.  
 
In some instances income and costs are shared equally and yet in other instances 
the room only earns income if it has a resident.  
 
They are a niche property and only attract niche investors. 
 
Banks are hesitant to finance these properties due to the risky nature of them.  
 
The reason why Lenders do not like this type of property is that there is a limited 
market in the event the Lender had to repossess the property as generally, owner 
occupiers are unable to buy the property to live in and there is a limited market 
when it comes to investors.  
 
They are what the Lenders call unacceptable security and some Lenders will only 
lend 50% to 65% of the purchase price.  



 

You may also find the purchase price contains a furniture pack (assumed worth of 
$25,000). 
 
When a valuer goes out to do the valuation he will take the cost of the furniture 
pack off the purchase price and then do the valuation on that figure. 
 
Therefore, if you were to purchase a serviced apartment for $300,000 and there 
was a $25,000 furniture pack the valuer would do a valuation on a $275,000 
purchase price.  
 
If the valuer was to do the valuation at $275,000, the purchaser would have to 
come up with $25,000 for the furniture pack, plus anything from 35%-50% deposit 
on the property… if they could find a lender that would accept serviced apartments 
as security. 
 
When venturing into commercial, you still have to do your research to select the 
property, determine demand, rents and growth potential. 
 
Commercial investment is a different game with different rules.  
 
Contracts are complex and lease details are critical to an investment's success.  
You will need to be aware of goods and services taxes, as GST will impact on 
purchases, on rents, levies and all services. 
 
Vacant property sales attract GST and one way to minimise GST on purchases is 
to buy a going business.   
 
If you buy a vacant property GST can be on the purchase price, or on the margin 
(That is tax on the difference between the value of the property immediately pre-
GST and its current value).  
 
Margin valuations can be open to dispute.  
 
Opting for GST on the purchase price is simpler, making it easier for buyers to get 
it back in tax returns when calculations are more readily understood.  
 
But it is the documentation that needs precise attention.  
 
When purchasing you will usually get an agent's feasibility study, contract, lease 
extracts, a selling history of the property and sometimes strata management 
accounts if it is a strata property. 
 
What these tell you is whether you should take the next steps and start investing 
more time and money.  
 



 

You will need a Conveyancing Agent or Solicitor, and sometimes a valuer, 
accountant, building/pest inspector and someone qualified to give you a 
depreciation schedule on fittings and fixtures for tax claims. 
 
Some of the advantages of investing in commercial property are that rents are 
quoted annually; tenants have a strong interest in property maintenance as it 
reflects on their business; and leases tend to be long with management overheads 
usually a lower percentage of the purchase price. 
 
When buying a commercial property check to clearly establish tenant rights and 
obligations and those of landlords.  
 
These may include: 
 

 Lease expiry and option times (This is because you are buying for income 
stream from a secure tenant. Lease values are built into prices, forming part 
of yield and value projections). 

 

 The lease times let each party know the other's intentions. 
 

 Tenants usually pay rent and GST, council/water rates, strata levies, repair 
and maintenance [but not capital works] and sometimes land tax.  

          Anything additional can be attached to leases and agreed. 
 

 Default clauses for rent arrears. 
 

 Due diligence on tenants (Credit associations can be used). 
 
Commercial residential premises 
 
By definition, a commercial residential premise includes hotels, motels, inns and 
hostels, boarding houses and caravan parks.  
 
Special rules apply where commercial residential premises are used for long-term 
accommodation e.g. accommodation that is rented for a continuous period of 28 
days or more. 
 
Where residential premises are commercial residential premises, the sale is fully 
taxable.  
 
This means that upon sale the vendor is required to remit 1/11th of the total sale 
price to the ATO.  
 
Of course the purchaser, if a registered business, is able to claim 1/11th of the 
price upon purchase as an input tax credit from the ATO. 



 

Commercial property rentals 
 
Lease payments made under a commercial lease are subject to GST.  
 
A commercial lease on commercial residential premises and commercial 
accommodation is subject to special rules. 
 
Requirements for separate treatment 
 
In the case of long-term accommodation, if the accommodation was classified as 
input taxed (such as the supply of residential rent), the supplier of the 
accommodation would have to apportion input tax credits between that part that 
relates to the residential accommodation and that part that relates to services.  
 
In order to avoid this and to simplify the potential complexity of the apportionment 
calculation that would be required, a concessionary treatment for long-term 
accommodation is provided for by the legislation. 
 
Concession 
 
Long-term stays in commercial residential premises are given a lower value than 
would otherwise apply, reducing the amount of GST payable. 
 
The concession applies where you supply accommodation to an individual for 
more than 27 days and your premises are predominantly for long-term 
accommodation.  
 
The value of the supply of commercial accommodation is 50% of the price from 
the start of the stay. 
 
You provide commercial residential premises predominantly for long term 
accommodation where at least 70% of the individuals who you provide with the 
commercial accommodation are staying for a period of 28 days or more. 
 
Commercial accommodation is defined as the right to occupy the premises and as 
part of the right, any of the following are provided: 
 

 Cleaning and maintenance. 
 

 Electricity, gas, air-conditioning or heating and  
 

 Telephone, television, radio or any other similar item.  
 
 
 



 

Premises not predominantly for long term accommodation 
 
If you supply accommodation to an individual and your premises are not 
predominantly for long term accommodation, GST is payable for the full value of 
the supply for the first 27 days.  
 
For the remainder of the stay, the value of the supply of commercial 
accommodation is 50% of the price. 
 
Retail and commercial leases 
 
The lease rental payment on a retail and commercial lease is subject to GST at 
the rate of 10%. 
 
Provided the lessor is a registered entity, any GST paid in relation to providing the 
supply of the retail premises can be recovered by the lessor, if the lessor claims 
input tax credits. 
 
Partial Purposes 
 
Situations where this scenario needs some consideration are likely to arise where 
taxpayers conduct part or all of their business in a separate section of the home 
that they also reside in.  
 
Some primary examples of where this may occur are medical practices, shop 
fronts and the provision of music lessons from a designated music room. 
 
In such instances, it is necessary to apportion the taxable and input taxed 
components of the lease to determine what the input tax credit entitlement of the 
lessor is likely to be. 
 
Special rules 
 
The Margin Scheme: 
 
If you are a registered entity, you have the choice of calculating GST on the supply 
of freehold interests in land, of stratum units and long term leases, on the margin 
of that supply (which is the value added by your business) or under the usual 
rules. 
 
The margin is calculated as the tax inclusive sale price (when the property is 
eventually sold) less your original purchase price or if you held the property at 1 
July 2000, the value of the property at 1 July 2000.  
This ensures that GST is only payable on the value added after the 
commencement of the GST system. 



 

What next  
 
In summary, houses are generally less risky and provide better capital returns.  
 
As a home owner you have greater freedom to develop your property the way you 
want without approval from other tenants. 
 
However buying a house in most cases is considerably more expensive and 
therefore may not always be an option.  
 
If you do decide to invest in a unit you can reduce the risks and get good returns 
by researching and selecting a dwelling that has unique desirable attributes in 
locations that currently and in the future, are unlikely to undergo significant unit 
development. 
 
Successful real estate investing takes time to learn, understand and then put into 
practice, but always remember, you should look to try to make a return from day 
one.  
 
Look for positively geared cash-flow property that shows potential to also 
appreciate in value over an investment time frame of ten or more years. 
 
You don’t have to love it as a dream home, it’s an investment property! 
 
Property Investors are not just in the business of property they are in the business 
of making money. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

The Property Cycle 
 
Australian Property Cycles 
 
The Australian property market has proven to be a very consistent one over the 
long haul and has earned its reputation as a strong investment option. 
 
In the 20 years to 30th March 2015, every Australian Capital city has averaged in 
excess of 6.9%pa growth. (Source: Australian Bureau of Statistics (ABS) – “House 
Price Index”) 
 
This gives great confidence to anyone seeking to invest in Australian property, but 
it is just as important to understand how the Australian market works and the 
cycles that it goes through. 
 
Each State, city, town and suburb in Australia runs on the same type of cycle, but 
will have different times in each phase and there are many interpretations of how 
the Australian market works but to allow us to better understand it we can use the 
simplified model below. 

 
In phase one, you may find 
more opportunity to seek 
“bargains”, so it can be very 
astute to acquire during this 
phase, with the knowledge that 
the entry price sufficiently 
compensates any slow growth 
as you wait for the next phase 
of the cycle to start. 
 
Generally speaking, Australian 
property should be acquired 
with a long term view in mind 
and where possible, to go 
through at least two cycles in 
order to maximise your profits. 
 
The longer you hold, the more 

you will be rewarded and on average each phase will normally last for between 2-
3 years while a full cycle can be expected to take about 7-10 years. 
 
Permanent Influences on Cycles: 
 
There are many things that can affect a market cycle and permanently influence 
the returns achieved.  

Phase One 
Growth 

Between 

 0 - 3 % 

Phase Two 
Growth 

Between  

3 - 7% 

Phase Three 
Growth 
Above 

Average  
7% 

 



 

They include: 
 
Supply and Demand 
 
The basis of any market always revolves around supply and demand. 
 
Hence many of the better suburbs seem to be almost immune to cycles as there is 
a constant demand and low supply.  
 
The higher entry price into these types of areas can be very good insurance 
against under performance. 
 
Permanent Change of Underlying Influences 
 
If there is a major underlying change this can definitely affect the market, either 
positively or negatively.  
 
An example of a positive change may be the regeneration of an area, such as 
many former waterfront industrial areas being turned into residential or, a previous 
State Housing area released for development/upgraded. 
 
An example of a negative change may be the loss of a significant industry and the 
employment reduction that results. 
 
Population 
 
Changes in population will also have a major effect, as the improving 
attractiveness of an area will create pressure in the existing property stocks and 
tend to push prices higher. 
 
In the same way, an area losing its population will have the opposite effect with a 
surplus in availability leading to prolonged stagnation or even a decline in value. 
 
Government Policy 
 
If the Government, at any level, makes a decision to alter the area and commits to 
infrastructure spending in an area, this will usually have a positive flow on effect 
with property values. 
 
Road or Rail Infrastructure 
 
Many areas that were once considered inaccessible can become more popular 
with the opening of new road or rail access by encouraging people to more 
effectively utilise the area. 
 



 

New Industry 
 
Where substantial new industry or commerce is created, this will inevitably have a 
positive effect on property in the area as people follow the employment. 
 
The more lucrative the earning power of the industry workforce, the more positive 
the effect on property values. 
 
Lifestyle Improvement 
 
Lifestyle is a major factor that drives higher property prices. 
As each generation advances further financially than the last we become more 
willing to spend more on ourselves. 
 
Areas that continue to offer the best of lifestyle, such as river or coastal suburbs, 
or areas that have a high standard of entertainment are likely to have a greater 
attraction and therefore create greater demand, pushing prices higher than the 
average growth. 
 
Change of Demographic 
 
As time passes, we as people also change. 
 
Families are getting smaller, separation more common, traffic more congested, 
retirement occurring at earlier ages and double income households are all 
examples of how things change over time. 
 
These changes flow into the property markets and affect the type of property 
needed and sought after.  
 
Predicting these changes and accommodating them is one of the keys to 
successful property investment. 
                                     
Temporary Influences on Cycles 
 
Every so often a short-term stimulus may come along that may have a positive 
effect on property markets. 
 
These are always welcome as they can accelerate property values for the 
investor, although, you should be mindful as to how long it may last. These 
include: 
 
Economic Boom Time 
 
Some additional economic activity can create a quick “booster shot” into a region. 



 

This may be a physical construction project, resource boom, tourism improvement 
or short-term commercial contract in an area that stimulates short term activity. 
 
Developer Entry 
 
When an area starts to attract developers there will be an immediate effect as 
older, less valuable properties are replaced with new higher density dwellings or 
houses. 
 
The developers will then spend additional money attracting people into the area 
and often work with the Government to improve the overall services available in 
the area. 
 
Minor development will have a fairly temporary effect on the area. Only major 
change will have a lasting effect. 
 
Price Advantage 
 
In all markets, as prices rise, some property areas become out of reach to certain 
groups of buyers. 
 
They will inevitably look for similar areas with lower prices and if there is an area 
that has been overlooked and had its price remain significantly lower, the area 
may benefit very quickly, as people “find” the suburb and come into the area with 
higher purchasing budgets and perceived “better value” mindsets. 
 
In a much more general way, economic factors and interest rates will also have a 
temporary influence on property markets, both good and bad. 
 
Consumer confidence is largely dependant on the perceptions of incomes rising 
and employment stability, as well as holding costs (prices and interest expenses) 
being affordable. 
 
How to identify a Property Cycle Phase 
 
When purchasing investment property the focus should be on buying a good 
quality property, as that is what will maximise your return.  
Placing too much emphasis on picking the “perfect” or “right” time is almost an 
impossible task.  
 
Picking the right time to buy is simply a boost to your profit, not necessarily the 
reason for it. 
 
On the next page are summarised some of the key identifiers of each cycle for you 
to consider: 



 

 
 
 
 
 
 
 
 
 

 Phase One Phase Two Phase Three 

Characteristics Nil to Low Growth Low to Average Growth Above Average 
Growth 

 
 
 
 
 
 

Identifying 
Factors 

Oversupply                

Negative Media 

Low sales  

Developer 
incentives 

High sales 
availability 

Developers move 
surplus stock 

Buyers incentives 
diminish 

General belief and 
confidence improving 

Value Buying 

Media confusion on 
which direction next 

Surge in confidence 

Key economic stimulus 

Population Shift 

Media Hype 

 
 
 
 
 
 
 

Signs of 
Change 

First Home Buyers 
become active 

Can’t find the 
bargain you wanted 

Proposed activity 
cancelled 

Tightening of 
supply 

Smart buyers active 

Government 
intervention and 
stimulus 

Media becomes 
encouraging 

Improving economics 

Supply shortage 

Rental Increases 

Increased developer 
activity 

Speculation too high 

Must Buy/Never End 
mentality 

Slowing growth 
diminishes high 
expectations 

Flattening of 
underlying influences 

Rush of investor 
activity 

Greed before Quality 



 

Property Growth Drivers 
 
The 7 Primary Drivers of Growth 
 
When investing in property, it is common for the rent to be less than the holding 
costs of the property, particularly if you have undertaken finance when buying the 
property. 
 
This practice is known as “Negative Gearing” and is done with the sole 
expectation that the future property growth is greater than the annual holding 
costs. 
 
The risk with Negative Gearing is that the property may not grow by as much as 
the holding costs and therefore the end result would be an overall financial loss. 
 
What we need to do is to attempt to identify property that will surpass the holding 
costs and there are some things that we can look at in order to help us do this. 
 
They are: 
 

 Genuine Demand 

 Increasing Population 

 Lifestyle Attributes 

 Economic Activity 

 Infrastructure Development 

 Response & Reaction to Change 

 Scarcity – Long & Short Term 
 
These are by no means the only things you should look for, but by bringing your 
attention to these key issues, should allow you to trust your judgement in 
identifying the ones surrounding the properties you may be looking to invest in. 
 
Genuine Demand 
 
Is that which is sustainable and “natural” in the marketplace. It is demand driven 
by fundamentals rather than fads. 
 
There are times when property can become popular for a period of time, mainly 
due to a creation of confidence in the possibility of what the area may offer in the 
future. 
 
If this potential is not realised, confidence easily erodes and disappears from that 
area to the next. It is then best classified as a trend rather than a genuine demand. 
 



 

If you are fortunate enough to spot this early and exit at the appropriate time, this 
can be both opportunistic and profitable; however this is called speculation rather 
than investment. 
 
For long-term success, trends can be dangerous. Fundamentals always win. 
 
Every area will have different identifiable qualities that appeal to different groups, 
for example, schools appeal to families rather than single professionals, who may 
be more interested in cafes or restaurants. 
 
Quality, in terms of location, construction, lifestyle and facilities is one of the key 
elements of genuine demand.  
 
If quality in these areas is not evident, then you are fighting against the creation of 
genuine demand as people are inclined to move to quality unless they are unable 
to, due to pricing issues. 
 
Increasing population 
 
One of the most critical aspects of property growth is increasing population. 
 
Simple supply and demand economics make it easy to understand that, if there 
are an increasing number of willing buyers greater than the supply available, it 
follows that an increase in competition to acquire those same properties will lead 
to improved values. 
 
Population can be classed into two groups: 
 
Permanent Population 
 
This is population that choose to take up residence in an area for the longer term, 
which could be a result of employment or lifestyle opportunities. 
 
An improving population soon gathers momentum as the increased numbers 
usually lead to improved facilities, which makes the location more desirable, which 
attracts more people, and the cycle begins again. 
 
Permanent population also creates its own level of stability as there is always a 
ready pool of buyers internally to “soak up” available supply. 
 
When looking for population support in your investment decisions, you should look 
at the suburb you choose to invest in and work up to eventually assess the 
population trends. 
 
 



 

Transient Population 
 
Areas that can attract population, even if they are only there for a small period of 
time, greatly benefit from the increased population throughout that period. 
 
Examples of this are tourist or lifestyle areas. 
 
The “secret” here is to always plan for an end gain in this sector, which is, more 
people arriving than departing. 
The greater the capacity of an area to keep attracting population results in 
increasing the chances of ongoing growth. 
 
Lifestyle Attributes 
 
One of the most fundamental reasons for a person to live in a particular area is the 
lifestyle benefits that may be available. 
 
In the past, one of the key aspects of your chosen residence was proximity to work 
or family.  
 
Today we have transport infrastructure that permits us to live greater distances 
from our workplaces. 
In addition, improved wealth has allowed many to retire earlier and at a higher 
standard than previous generations.  
 
This means that people are willing to pay a premium to satisfy their lifestyle needs, 
whatever they may be. 
 
The term “lifestyle” in itself has no clear definition and means something different 
to all of us but you may be able to identify two main parts of lifestyle that will assist 
in assessing the investment merit of property you are looking at. 
 
Comfort 
 
We all aspire to have the most comfortable life possible and as we move into the 
future this basic human need continues to gather momentum. 
 
In housing terms this may mean larger floor plans or if space is at a premium, 
ensuring the available area is more efficient. 
 
Convenience 
 
The world is full of new gadgets making everything we do easier than before.  
Our housing needs are no different and people expect their housing options to 
improve their lifestyle and are willing to pay for it. 



 

 
Lifestyle is what we all dream of, hope for and are willing to sacrifice for, in order 
to obtain. 
 
Taking a common-sense approach to assessing an intended property purchase 
and ensuring that it would offer an improved lifestyle for any occupant is a great 
way to assure you of future growth. 
 
Economic Activity 
 
At the heart of every successful property investment (one that achieves growth 
beyond the average) is the fact that the area it is located in has been able to 
sustain improved economic activity over the long term.  
 
Economic prosperity ensures jobs are created, which in turn attracts residents to 
the area and allows them to be able to afford a certain future and an improved 
standard of living. 
 
Infrastructure Development 
 
Economic activity alone may not influence the long-term property market of an 
area, unless that activity leads to substantial and tangible improvement in the 
infrastructure of the area. 
 
For example, main roads linking the area, shopping facilities, schools and 
recreation parks are all critical elements to ensure that any economic activity can 
be turned into a sustainable place for people to live and work. 
 
Infrastructure development is usually undertaken at government level, either local 
or State and may also be conducted by the private developer looking to increase 
the popularity of a new project. 
 
It is common in modern land developments, for substantial areas to be set aside 
for public open space, future schools and shopping areas prior to consent being 
granted for the project to begin. 
 
When a significant commitment to infrastructure is given, particularly at 
Government level, property growth is almost assured, as the improvement in living 
standards inevitably leads to value. 
 
It may require patience with this process as growth can be slow in the early days, 
only accelerating when the general public becomes confident in the future 
desirability of the area and see the plans become a reality. 
 
 



 

Response and Reaction to Change 
 
Change is necessary and inevitable in modern life and opportunities may be 
created through change, whether it is bad or good. 
 
The key to financially benefiting from change is trying, as best as possible, to 
predict where the change may occur and take advantage of that opportunity 
before others discover it. 
 
For example, there are many suburbs in Capital Cities that are very close to the 
city centre but have fallen behind the standard expected and become lower socio-
economic areas. In time, natural pressures will see these areas redeveloped, 
modernised and become more attractive.  
 
This then attracts a better quality resident/tenant which in turn lifts the standard 
and pricing of property in the area. 
 
This can be seen in recent times by a shift towards coastal property, apartment 
living in the city and smaller land lots, to mention just a few. 
 
If there is an opportunity to get into these changing markets early enough the profit 
potential is enhanced. 
 
Some of the most obvious creators of changing markets are affordability and 
availability.  
 
If there are areas substantially cheaper than similar locations or enough land to 
attract developers to make substantial investment, then positive change will occur. 
 
Scarcity – Long & Short Term 
 
If a property or area is highly sought after but there is little or no availability, then 
above average growth can be readily expected. 
 
Interestingly, scarcity does not necessarily mean that there is a small amount in 
total, but also that people may be reluctant to move or sell. 
 
A classic example is in the more affluent suburbs in each capital city.  
There may be thousands of properties in each area, however they tend to be 
handed down from generation to generation and once people finally get into the 
area, they tend to stay for many years. 
 
As such, people wishing to move into these areas find only a few properties 
available at any one time yet because of the desirability of the area many more 
buyers are lined up wanting to purchase. 



 

 
Very simply, greater demand than supply is the economic formula that leads to 
higher value. 
 
In Australia the constantly increasing populations and affluence of the people 
means that although there is plenty of land available the amount in the areas 
where people want to live remains scarce. 
 
Adding to this is the fact that Australia has been built on a very low land utilization 
rate, one piece of land for one house, rather than the skyscraper situation that 
exists in more populated countries. 
 
As the population increases, so will pressure on this utilisation rate thus increasing 
property values. 
However there will always be someone telling you not to invest because “property 
values will never rise again”!  
 
Here are some simple examples:  
 

 In 1987, there was the fear of a “1930s- type depression” after the stock 
market crash.  

 

 In the mid-90’s we were told high inflation was so property prices would stop 
rising.  

 

 Rising oil prices, September 11, the GFC and an oversupply of investment 
property in the inner city areas could have been great excuses not to invest 
in property over the last five years.  

 
The property market as with any other market is driven by 2 fundamental forces – 
greed and fear.  
 
To understand the market one must be able to be rational in your thinking and look 
at the actual return and true statistics.  
 
What’s expected to happen in the next 10 years?  
 
We do not have a crystal ball to predict the future but to gain a greater insight into 
the future of the property market we need to understand its 2 key components… 
 
 
 
 
 
 



 

The Demographics of Supply and Demand  
 
There are a number of demographic trends that will change the very nature of 
Australia’s property markets over the next three decades.  
 
One of the most obvious demographic trends is our aging population driven by the 
baby boomer generation turning 60 years of age. The other trend is the growth of 
childless households.  
 
To stabilise the economy, Australia is going to have to “import” more people and 
with increased immigration will come an increased requirement for housing.  
 
Every 10,000 extra people who move into a region create tremendous job growth 
and income into a local economy.  
 
It creates the requirement for around 3,700 new suburban homes or up to 6,700 
new inner city apartments.  
 
The new residents will probably spend around $70 million in general retail 
expenses and $25 million in groceries each year.  
 
Interstate migration is also a trend over the last few years.  
It is driven by housing affordability and the relative strength of different state 
economies.  
 
Typically, Australians move from one state to another when they think that a 
particular state has better job prospects, better living standards and cheaper 
housing.  
 
Overall there is no doubt that the long-term future for property investors is very 
bright.  
 
Population forecasts suggest our cities will continue to grow and this will have a 
huge impact on housing demand and property prices.  
 
To summarise, regardless of what type of property you seek to acquire these 
simple guidelines should assist in predicting what areas/properties may offer a 
sound long term growth opportunity.  
 
Remember not to confuse yourself too much, as every property has its own 
advantages and disadvantages. 
 
“The greatest risk we face in property investment is procrastination and waiting 
can be an expensive exercise!” 
 



 

Property Investment Basics 
 
Buying property for investment purposes can help to create long-term wealth, 
however it’s important to understand both the risks and the rewards. 
 
Assessing the Rewards 
 
It can be reassuring to have your money invested in bricks and mortar rather than 
shares.  
Real estate can provide both security and a reasonable return while additional 
benefits can include: 
 

 Adding value: When you own property, you are in control and you can add 
genuine value by renovating and making improvements.  

 

 Good returns: Rental prices rarely decrease, which means that returns 
from investment property tend to be constant.  

 

 Capital growth: This refers to the increase in your property value over time. 
Capital gain is the profit made from selling an asset at a higher market price 
that it cost to buy.  

 

 Tax deductions: As an investor, you can claim a number of costs as tax 
deductions, including repairs to the property, insurance, land tax, rates, 
managing agent fees and building depreciation allowance.  

 

 Gearing: This refers to the tax deductions from an investment property 
added to the income generated by the property. You may be entitled to 
receive tax advantages by factoring the gearing benefits from your 
investment property, so get advice from your accountant on this.  

 

 Long-term wealth: Most financial advisers recommend that an investment 
property should be kept for a period of seven to ten years, which is the 
average length of the housing cycle. Ideally you could see your investment 
double in value over this time.  

 
Assessing the Risks 
 
Before making any investment decision, you must be aware of the risks.  
When it comes to purchasing property with a view to generating wealth, things to 
consider include: 
 

 Low risk, low return: Unlike a good stock market investment, you may not 
reap the financial rewards of your investment for a long time.  

 



 

 Stamp duty & GST: Legal costs and stamp duty are charged on every 
property purchase you make. You will also be required to pay GST on 
estate agent fees, repairs and maintenance, renovations and the 
construction of a new home.  

 

 Capital Gains Tax: The Federal Government imposes this tax on the 
appreciation of investment properties.  

 

 Tenant vacancies: This can cause your investment to run at a loss, so you 
want to be certain that there is a real demand for rental property in your 
chosen area.  

 

 Maintenance costs: Property management can be time-consuming and 
maintenance can be costly, so add on the costs of a managing agent and 
be sure to undertake a comprehensive building inspection before you buy.  

 

 Strata levies: If buying a strata unit, you will have to pay Owners 
Corporation levies, which generally include cleaning and maintenance fees, 
building insurance and strata management fees. Make sure there aren’t any 
upcoming special levies that apply to a building you want to buy into 
otherwise you could be up for a lot of money that you hadn’t planned for.  

 

 Proposed changes to the area: Your chosen location may be peaceful 
now, but make sure there aren’t any plans to build a freeway or an airport 
nearby.  

 

 Land tax:  Land tax applies to all investment properties (Refer Land Tax 
information sheet).  

 
The Investor Checklist 
 
Before you become a landlord, make sure you have: 
 

1. Thoroughly assessed your financial position, know how much you can 
borrow and understand taxation and gearing in relation to investment 
property. 
  

2. Considered how a change in your personal circumstances could affect your 
ability to cover the repayments on your investment property if it becomes 
vacant for any length of time.  

 
3. Spoken to your financial advisor about a long-term strategy for wealth 

creation.  
 



 

4. Researched the market and chosen an area where demand outstrips 
supply. 

  
5. Chosen a location that sits within easy walking distance of all amenities. 

  
6. Obtained legal advice and have your solicitors or conveyancer in place prior 

to any property transactions.  
 

7. Read all relevant literature from the Office of Fair Trading on your rights and 
responsibilities as a landlord.  

 
8. Found a professional property manager and obtained information about all 

relevant costs.  
 

9. Undertaken building and pest inspections on any properties that fit your 
requirements. 

 
Property owners when considering deductions for their rental property, often only 
think about the usual expenses such as: interest, repairs, insurance, council rates, 
and structural depreciation.  
 
Often overlooked are expenses relating to purchase settlement adjustments, 
depreciation of strata common property and deductions for capital works.  
 
Adjustments on Settlement  
 
When completing a purchase the contract usually requires adjustments to be 
made by the purchaser to repay the vendor for prepaid council rates, water rates 
and land tax.  
 
These payments are known as “adjustments”. The High Court has ruled that 
“adjustments” of a real estate purchase may be deductible under section 8-1 of the 
Income Tax Assessment Act 1997.  
As “adjustments” are not paid by way of separate cheques on settlement of a 
property purchase they frequently escape the notice of the investor’s advisers.  
 
Conveyancing solicitors are rarely adequately tax-oriented to identify this issue for 
their clients.  
 
Strata common property depreciation  
 
In most States the strata title legislation operates such that a “owners corporation “ 
or “body corporate” manages common property on behalf of strata unit holders.  
Where this operates the common property is owned by the unit holders in 
proportion to their unit holdings.  



 

Being the a part owner of the common property each unit owner is entitled to claim 
depreciation in respect of their interest in plant and equipment forming part of 
common property.  
 
In the case of residential strata units the depreciable components of common 
property frequently include items such as: fire extinguishers, carpeting, lawn 
mowers, pool filters, elevators, security intercoms, etc. 
 
When purchasing a strata unit the proportion of the purchase price attributable to 
your interest in the common property should be determined.  
The proportion of this amount attributable to your interest in each item of 
depreciable plant comprising part of the common property must then be 
determined and incorporated in the investor’s tax depreciation schedules.  
 
Building & structural improvements  
 
The availability of deductions for expenditure incurred on constructing buildings 
and structural improvements in respect of residential properties is frequently 
overlooked. This oversight is particularly prevalent amongst small investors with 
residential property.  
 
If you have a rental property that provides residential accommodation you will be 
eligible for a deduction for the construction costs of your property with the rate of 
deduction depending upon when the construction commenced.  
 
Accordingly you may be entitled to a deduction of 2.5% of the total construction 
expenditure over the next 40 years from the date the construction work was 
completed.  
 
It does not matter whether the original owner constructed the building for income 
producing purposes. The law requires a vendor to give a purchaser the 
information needed to claim the deduction.  
 
However, if the vendor does not have this information, the construction cost (and 
thus the deduction) can be estimated by a quantity surveyor. 
 
Insurance 
 
On a final note, once you have purchased property make sure your investment is 
adequately covered by insurance. This may include Home Building and Home 
Contents insurance plus, you may need to be covered for public liability, workers 
compensation, loss of rent and landlord’s insurance. 
 
You may also need to update your will and personal insurance, which should 
include income protection and life insurance. 



 

Research 
 
What is the cash-flow of the property  
 
a)   Do the figures appear reasonable on the basis of independent enquiries - this 
can be as simple as comparing similar properties for rent in the area on the 
internet or contacting Property Managers in the area. 
 
b)  Have you allowed for: 
 

 Vacancies; 

 Long-term maintenance; 

 Repairs; 

 Management, this includes employing a resident caretaker for some 
residential properties as well as a managing agent.      

 
Will it be sustained over a long period of time 
 
a)   Is the current rental at market rates, so in the event of the loss of the current 
tenant it should not be too difficult to find another tenant? 
 
b)  Are actual or potential surpluses of properties in adjoining areas likely to impact 
into this area or this property type and is the property type suitable for the area in 
which it is located? 
 
c) Will changing economic conditions or possible attractions in other areas affect 
demand? 
 
What is the vacancy rate for the area 
 
a)   Is the supply at present and for the medium term future sufficient that rental 
levels and nett income make it an attractive investment - these figures can be 
found on the Real Estate Institute of Australia website, by contacting local agents 
or using the website www.sqmresearch.com.au    
 
b) Is the property type subject to bursts of activity leading to oversupply problems 
or is the supply pattern less volatile? 
 
Is there an oversupply in that type of property class in the area 
 
a)   Do approvals for construction (which may lead to commencement and then 
completion) indicate that oversupply may not be too far away? 
 
b)  Is there a demand for that type of property in that location? 
 

http://www.sqmresearch.com.au/


 

Are there any improvements in the works for the area 
 
a)   Will its zoning help the property hold and enhance its value? 
 
b)  Are there plans for rezoning of adjoining properties or areas which could affect 
your property or area and is the area likely to benefit from any current/pending 
improvements - Check the local council/shire for new infrastructure/planning 
developments and what kind of development is planned for the area, for example, 
retirement village/concert hall/sports grounds etc… 
 
c) Is the area an up-coming area in which increasing popularity is likely to enhance 
values or is it in danger of being left behind as housing/business activities move to 
faster growing areas elsewhere? 
 
d) Are current or potential local, regional or national migrations going to be 
beneficial to the area? 
 
Is the property “tenant friendly” and what is its condition 
 
a)   Is it close to reliable and relatively cheap transport - in considering transport, 
cost and time involved needs to be considered. A location which may involve one 
and a half to two hours travelling time to and from work each day may be 
unattractive to potential tenants. 
 
b)  Do the building surroundings create a good impression and are other buildings 
in the vicinity of a similar appearance with any “wrong types” of buildings close to 
the property - for example, a single-family residence may have an apartment 
building on either side, which would detract from the tone of the property? 
 
Is there a rent guarantee 
 
Rental guarantees are attractive to property investors because they offer the 
promise of secure ongoing rental income from the investment property even when 
the property is vacant thereby reducing the risk of purchasing the property.  
 
This guaranteed rental enables the purchaser to service the loan used to buy the 
property in the first place. (Refer to “Risk Assessment”)  
 
The issues to be aware of and questions to ask vendors/ developers offering 
rental guarantees include:  
 

 What happens to the guarantee when the company sells all the properties 
and moves on, or goes into liquidation and how is the rental guarantee 
going to be financed?  

 



 

 Who will be the company contact or manager of the rental guarantee 
scheme?  

 

 Is the rental guarantee amount fixed and for how long? Remember rental 
markets change over time and rents fluctuate in line with supply and 
demand.  

 

 Ensuring that the rental guarantee is not ‘built into’ the sale by comparing 
the sale price with similar properties being sold without rental guarantees. If 
fundamental property selection criteria are adhered too, such as, location, 
price, quality and services for example, then a rental guarantee shouldn’t be 
needed, especially if it is loaded into the purchase price.   

 

 Has the rental guarantee been used to promote an ‘inflated’ investment 
rental return (yield) from the property that is not likely to be achieved?  

 

 How long is the guarantee for and is it a ‘genuine’ offer? Are there any 
‘catches’?  

 

 The rental market is currently very tight, with very low vacancies in most 
capital cities and regional areas, so why would the developer need to offer 
rental guarantees?  

            Be aware of market conditions in relation to the offer.   
 

 Is the guarantee voided if the investor refuses to accept a prospective 
tenant or if the owner/ investor refuse to accept a rental below perceived 
market rent or the yield offered at the time of sale/ promotion? 

 
Is it furnished / unfurnished 
 
Both have possibilities! (Refer to “Risk Assessment”) 
 
What is the land availability in the area 
 
Is there available land that may be released for construction and how much is 
there?  
 
Will this affect the area positively or negatively - will it rejuvenate an “old or tired” 
area or will it be cheaper to buy than to rent. 
 
How close is it to a major city/town 
 
Proximity to a major city/town or part of a “catchment area” of towns may assist in 
the long term viability of an area. 
 



 

Is it realistically priced (i.e. at market rates) 
 
Comparisons of similar properties in an area of interest with similar structure and 
aesthetics should give an approximate cost average of the property type.  
 
Is there more than one industry supporting the area and if not are there multiple 
companies there 
 
If a town is highly dependent on a single industry then its fortunes will ride with 
that industry, affecting rentals and sales and if a thriving town depends on only 
one or two large employers it can be reduced to a ghost town if an employer 
closes or moves - this is important when looking at Primary Production areas i.e. 
mining and agriculture, and if looking into these areas always ensure there are 
multiple companies and producers so your investment is not reliant on only one or 
two major companies.                                                                                                                                                
 
Is the population growing/stagnant/decreasing 
 
This has relevance for regional areas as population growth will affect the future 
growth in the region and a vibrant population combined with local government 
vision can see a steady growth in these areas. 
(Information can be gained from ABS website) 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

A Research Checklist 
 
Asking the right questions is important for each investment property opportunity 
and the following questions should be addressed prior to a buying decision: 
 
What is the cash flow of this property 
 

□ Is it positive cash-flow 
□ Will it remain so in subsequent years 
□ If the cash flow is negative, can I afford to support this and additional 

properties 
□ Have you worked out how much margin you have to help manage higher 

interest rates or lower occupancy rates 
□ Have you considered all possible costs 

 
What is the vacancy rate of the area 
 

□ Visit the Real Estate Institute (REI) website for the state in which you are 
looking, or use the sqmresearch.com.au  website for a suburb comparison. 

□ Telephone local property managers to see how many similar properties are 
on their books 

□ Find out whether quoted occupancy rates on any tourism property can be 
supported with evidence and check out similar competitors’ properties. 

□ Determine how low you would need to go in rent return in times of low 
demand and then go back to question one to see if the cash flow is still 
acceptable at this lower point. 

 
What improvements are being planned for the area 
 

□ Councils try to provide infrastructure to match a forecast future demand so 
knowing the council’s development plans can help to establish if it expects 
people to be moving into the area. 

□ Determine what the developments are. For example, an abundance of 
retirement villages could mean that the area is aging and this may impact 
upon tenant supply.  

□ A rock stadium or a garbage tip down the road may impact on future values. 
 
What is the population growth 
 

□ Nil or negative population growth means people are moving away and 
tenant demand is about to suffer.  

□ High vacancy rates for commercial premises are a sign that commerce is 
weakening and this may be an indication that the area is about to 
experience difficulties and if you are buying away from your own area, again 
look in the local newspaper at commercial vacancies. 



 

What is the competition 
 

□ Good population growth and high property demand is not enough – what 
future development applications have been approved by the council?  

□ It could be that you are buying a three bedroom townhouse and there are 
development applications for another 50 of the same kind of property in the 
immediate area.  
Do not forget the experience of investors in Sydney, Melbourne and Gold 
Coast apartments, where a sudden oversupply impacted greatly on what 
was previously a viable market. 

□ In the case of tourism property – is the tourism market already catered for 
and is occupancy always 100%? If so then this illustrates increasing 
demand but if the current tourism properties seem to show an increasing 
struggle to gain occupants this is a sign that there is an oversupply. 

 
Is the property tenant friendly 

 
□ Remember, you are not going to live there. Do not be attracted by fancy 

fixtures and fittings that will be costly to repair and replace – look for 
standard generic fittings. 

□ Avoid reticulation, swimming pools, etc. unless absolutely required. 
□ Landlord’s insurance is a must! This will protect you against loss of rent if 

the property becomes unable to be tenanted due to damage, as well as pay 
for the damage to be repaired and any back rent owing. 

 
What condition is the property in 
 

□ This can be difficult to ascertain when buying interstate.  
Start by asking the salesperson. 

□ Try phoning local property managers, suggesting that you would like them 
to manage the property if you were to proceed with buying it.  
Ask if they will go and look at it for you and perhaps even complete a 
condition report. 

□ As these two options may not be reliable, always pay to have a building and 
pest inspection done once you have narrowed the field down to a few 
choices – this is a cost of investing and is tax deductible. 

 
Does it have furniture 
 

□ Furniture can add to your cash flows and allow you to obtain additional rent. 
It is also depreciable so it allows you more deductions. 

□ Furniture is not advisable for standard residential properties as most people 
want to bring their own but it is a must for tourism property and can be 
useful where the area has an itinerant population. Mining towns are a good 
example of this. 



 

Is there a body corporate 
 

□ Body corporate fees will lessen your cash flow without adding value in the 
form of increased rental returns. 

□ There must be a healthy sinking fund balance, as this is what pays for major 
repairs. A low sinking fund balance means all owners will have to pay a 
special levy if a major repair is required, and your contribution will be 
required regardless of how long you have owned the property. Beware of 
property with very low body corporate fees as it could be that not enough is 
being paid to effectively maintain the common areas. 

□ Carry out a body corporate search to confirm the financial stability of the 
body corporate. 

 
Is there a rental guarantee 
 

□ Rental guarantees can be offered by people or entities.  
However, both people and entities regularly go broke, and so these are not 
really a ‘guarantee’ at all. A guarantee is only a promise which has no 
regulatory backing. In tough times promises may not be honoured and you 
may be left with a white elephant so, check the backing of guarantors so 
that you can be sure the money is there to sustain their promises. 

□ Be sure any guarantee is not just added to your purchase price – this is 
often the case and can mean you are buying a property at higher than 
market value, which would be a very hard property to re-sell. 

□ Where a rental guarantee is a large sum of money placed in trust and used 
to top up rents, be aware that even a large pot can be used up very quickly 
if there are a lot of units and high vacancy rates. 

 
What is the current property management arrangement 
 

□ What are the experiences and successes of the current property managers 
and what are all the costs associated with their management? Often a flat 
rate is quoted as a management fee but additional costs are added – 
sometimes property management fees can blow out to up to 40% of income. 

□ Where there is some form of on-site manager, ensure you know exactly 
what the arrangement is and how easy it is to terminate this arrangement if 
necessary. 

□ Where there are caretakers, do they have experience and who handles the 
money? 

□ Where the management is by way of management rights – what is the 
experience of the person who has purchased the rights? 

□ What are the costs and what are the termination arrangements? 
□ For on-site hotel operators, where a large well-known hotel operator is on-

site, what is its commercial background and does it have the required 
experience? 



 

 
In the case of a new or off-the-plan property, who are the developers 
 

□ Many a development has not been finished due to liquidation of the 
developer prior to its completion. 

□ What is the financial background of your developer  
□ How many other developments has it done and has it brought them in on 

budget? 
□ How is it funding the project and has it built in a margin for cost blowouts? 
□ Who is it using to build – is it a well-known, quality builder? 

 
Is there a dual purpose if this is a niche market (purpose built) property 
 

□ Niche market property can often fail if the market has not been sufficiently 
researched by the developer, or if there is an oversupply. 

□ Is there a second use for this property?  
This way, if the original purpose does fail, you can always let out the 
property as a standard residential rental therefore the property must lend 
itself to this purpose. 

□ Will council allow this change of purpose – often a change in zoning is 
required before standard residential letting can apply. 

 
What is the land availability in the area 
 

□ An abundance of vacant land combined with government and builder 
incentives may mean that more people own their own home rather than rent 
and this can affect tenant supply. 

□ Knowing the demographics of your tenant base can help. Are they likely to 
be people who wish to own their own home in the area or are they 
traditionally renters?  

□ The Australian Bureau of Statistics and local councils can provide you with 
this information. 

□ Scarce land places an upward pressure on prices as well as deepening the 
tenant pool – look for densely populated areas with little new land available. 

 
What is the proximity of the area to a large city 
 

□ Large regional areas close to capital cities can satisfy many of the criteria 
for successful positive cash flow investing as people are forced to look 
outside of the cities for affordable accommodation so ensure that the 
services for easy commuting to the city are in place. 

□ Where prices are still relatively low, the upward pressure on prices in the 
capital city may be about to flow on – this has always been the case in the 
past while low vacancy rates in cities make tenants look outside cities for 
property. 



 

What is the age of the property 
 

□ If a property was built between 1985 and 1987, this means that its building 
depreciation allowance will be close to finished but recent renovations may 
assist with the depreciation component.  
The local council can tell you accurately when the property was constructed. 

□ Older properties without depreciation allowances will need to provide cash 
flow from rent alone – in other words they will need to be positively geared. 

□ Older properties will need to have considerations made for higher repair 
costs  

 
Is the property at market value 
 

□ What are the recent sales in the area? Listed prices without sales are not an 
indication of true values – you must know what price comparative properties 
have actually achieved. 

□ For tourism property, prices are often set by return. Is the price reasonable 
for the area? 

□ If you pay well over market price for a property just because you believe it 
will get a higher return, and it subsequently suffers from low occupancy, you 
may have trouble selling it off as a standard residential property. 
 

Is the town you are considering based on just one industry 
 

□ Some towns are often built up around a single large company – for 
example, mining towns. 

□ If everyone in the town works at one company, you can be sure that at 
some time in the future the company will close and everyone will move out. 
Be sure there is an alternative source of employment available otherwise 
you may be left with a property which you cannot rent out or sell. 

 
Are you being commercial in your approach 
 

□ What is it that attracts you to this property? 
□ Are you attracted by physical features? 
□ Could you easily walk away from this property and not be bothered? 
□ Are you wearing your business hat for this transaction? 

 
 
Asking these questions will ensure that you have satisfied yourself as to the 
viability of a potential property, suburb, area, demographic profile and give you 
“peace of mind” as you take an unemotional approach to the business of Property 
Investment. 
 
 



 

The Buying Process 
 
What can you do to make sure the property you're buying isn't a lemon before 
settlement day arrives? 
 
It's tempting to think you're nearly home and hosed once you've found a property 
you like.  
Surely all you have to do now is to nail the winning bid at auction or negotiate 
skilfully to seal the deal? 
 
Take care! Your 'sure-fire' investment or dream home could turn out to be a lemon 
in disguise.  
What's more, rectifying any major shortcomings after settlement could have a 
disastrous effect on the capital growth of your real estate holdings and your asset 
creation plans. 
 
Conveyancing and other contractual matters  
 
A key benefit of residential property ownership in Australia is the choice that it 
bestows - whether you choose to live in it, invest in it, sell, bequeath or improve it. 
 
Paradoxically, that 'freedom' generally brings with it certain restrictions in the form 
of local or national planning controls, permitted uses, heritage overlays and body 
corporate constraints and the conveyancing process by which these restrictions 
are discovered and checked before the title of a property is transferred from 
vendor to purchaser can be fraught with pitfalls.  
 
What actually happens during the conveyancing process varies from state to state, 
but it generally involves some or all of the following steps: 
 
Contract paperwork   
 
The vendor's solicitor prepares a contract note or contract of sale that provides 
information about the property.  
This may include a copy of the title, a plan of the subdivision, any restrictive 
covenants, details of easements, shared driveways or boundaries, planning 
permissions, council zoning and usage status, potential road works or commercial 
developments that may impact on the residence, fixtures and fittings and 
outgoings such as council and utility rates and body corporate fees if applicable.  
 
The contract also stipulates the settlement date, which is generally 30, 60 or 90 
days and any special conditions required by the vendor or negotiated by the 
purchaser.  
 



 

For example, if you're buying by private treaty you may be able to make the 
contract conditional on a building inspection. 
 
Sometimes, detailed information about the status of a property must be provided 
in a separate legal document.  
In Victoria, this is called a Section 32. 
 
As a prospective purchaser, it is your responsibility to vet the contract and 
accompanying documents to ensure all necessary disclosures have been made 
and that they contain nothing untoward that could affect your proposed use of the 
property.  
 
For this, you should engage a solicitor or accredited specialist conveyancer. 
 
Contracts for off-the-plan property purchases are notoriously complex. 
In many off-the-plan transactions, the vendor has quite a lot of latitude to make 
changes, so it is essential that you understand exactly what you are buying in 
terms of room size, location in the block, views or outlook, fixtures and fittings. 
 
Importantly, from the start you should be open and honest with your solicitor about 
what you want from the property, as there are so many different circumstances 
that can apply.  
 
For example, some purchasers want to use their property for an activity that may 
not be authorised by the local planning scheme, like car detailing.  
 
Most people would consider that a bit of a hobby but it may not strictly be allowed 
in a residential zone 
 
Certificate of title   
 
Your solicitor or conveyancer will obtain a certificate of title through the state or 
territory land titles office.  
This is to confirm current ownership of the property and to ascertain whether any 
third party, usually a bank or lending institution, holds an interest in the property.  
 
The certificate of title will also contain a plan of the property showing boundaries, 
common land and private property. 
 
Land transfer 
 
You will be asked to sign, but not date, a land transfer document.  
This will be finalised at settlement and lodged with the stamp duty payable on the 
value of the land transfer. 
 



 

Body corporate  
 
If you're buying an apartment, your solicitor or conveyancer will request a body 
corporate certificate with details of any current and proposed work to buildings and 
common property.  
 
This should include any additional levies for maintenance or repairs where costs 
can't be met from the regular body corporate fees. 
 
Mortgage 
 
If your purchase is dependent on a property loan, your solicitor or conveyancer will 
be asked to supply certain documentation to your lender, including the contract of 
sale, the vendor's statement if applicable, the title search, land transfer document, 
insurance certificate and relevant statements from council bodies and utility 
companies.  
 
Your lender will forward your mortgage documents to your solicitor or conveyancer 
for you to sign. 
 
Extra fees  
 
Council and utility payments will be brought up to date at settlement, and you may 
be asked to make additional payments once your solicitor or conveyancer has 
liaised with the vendor's conveyancing representative. 
 
Going it alone  
 
Some investors and homebuyers opt for one of the many DIY conveyancing kits 
currently on the market.  
 
While DIY kits may work well for straightforward property transactions, for more 
complex purchases they could end up costing you the time and money you set out 
to save in the first place.  
 
Besides, most solicitors and specialist conveyancers charge modest fees 
considering how much is at stake so, ask for a quote first, making sure you specify 
any particular issues on which you want advice. 
                                                                                                                                    
Nothing is straightforward in today's highly regulated society, with GST, the 
Building Act and umpteen other statutory requirements, anyone who undertakes 
the conveyancing process needs specific skills to address an exhaustive 
procedural checklist, regardless of whether it's a basic property transaction or a 
highly complex purchase. 



 

What's more, even though most private sales come with a cooling-off period, 
many purchasers are in a contract before they know it.  
 
This is often an emotional time…once you have made an offer and it has been 
accepted, you are under contract so the sooner you seek specialist advice, the 
better. 
 
But I still want to be involved!  
 
If relinquishing all control to the professionals leaves you feeling redundant, here 
are some opportunities for you to become involved in the process: 
 

 Contact the council for a certificate that explains the planning controls and 
restrictions that apply to your proposed purchase.  

 

 If you suspect the area of fenced land is less than the land on the title, 
engage a surveyor to check the boundaries.  

 

 Ask the council whether there are any heritage overlays and guidelines that 
apply should you be purchasing a period property and intend to renovate or 
extend at a later date.  

 

 If you're buying a new or off-the-plan property, check out the developer 
and/or builder to establish their track record and credentials. It's also useful 
to see how other directly comparable re-sales have fared. You have a 
legally insurable interest in the property you're purchasing from the time you 
sign the contract of sale. In some contracts, the vendor may even specify 
that the property is at your risk once the contract has been signed.  

 

 Contact your insurance broker to arrange a cover note in advance - effective 
either from the day of auction if you're confident of having the winning bid or 
as soon as you enter into negotiations in a private sale, with effect from the 
day you sign the contract. Besides, if you're taking out a loan for the 
purchase, your lender will require confirmation that you've taken out building 
insurance to protect its - and your - asset.  

 

 Most property purchasers appreciate the need to protect their building 
and/or contents against damage or loss once they have taken possession, 
but few realise the importance of insuring against a range of other 
potentially damaging events. What would you do if a tenant left your 
investment property owing a substantial amount of rent? Could you meet 
your financial commitments if you became seriously ill or had an accident 
that affected your ability to work? Ask your insurance broker for advice on 
other essential protection for you and your property, such as life insurance, 
income protection and landlord's insurance.  



 

 

 If you're purchasing a unit or apartment, establish the proportion of owner-
occupiers to tenants. Aim for the ideal 60:40 ratio that generally exists in the 
wider community. Whether you're buying as an investor or a homeowner, 
the owner/tenant mix can impact strongly on capital growth and your ability 
to sell the property in the future.  

 

 Find out what it's like to actually live in a place, because that's what you or 
your tenants will be doing. Check out the local café culture, strike up a 
conversation with local residents, or drive down the street several times 
over the space of a few weeks - in daytime, at night, on a weekday, and at 
the weekend.  

 

 As a final check, make arrangements with the selling agent to inspect the 
property on settlement day. This is your last chance to establish whether the 
dwelling, fixtures, fittings and garden are as agreed with the vendor. Notify 
your solicitor or conveyancer immediately if anything is amiss, apart from 
fair wear and tear.  

 
Bricks, sticks and pests   
 
The home or investment property you have set your heart on may hide a multitude 
of faults.  
Only a qualified, experienced architect or builder has the depth of knowledge and 
skills to uncover any defects or potential problems and to recommend what needs 
to be done to rectify them. 
 
What a Building Inspector should do for his fee  
 
A thorough building inspection should cover the whole structure - roof, walls, floor 
and sub-floor area. This includes evaluating services like plumbing, wiring, 
windows, doors and frames, and the condition of fixtures and fittings like taps, 
toilets, basins and stoves.  
 
Even if some areas are not accessible, a building inspector worth his salt should 
be able to make a reasonable assessment of any potential problems. 
 
Although building inspectors aren't responsible for ascertaining whether the 
property complies with municipal and state planning regulations, they should also 
warn you if they suspect that something doesn't necessarily comply with building 
regulations. 
 
For example a ceiling below minimum height may be a telltale sign of 
unauthorised work.  
 



 

There are many properties where renovations or extensions have obviously been 
done without a permit and there might be a dangerous aspect to the building, so it 
is essential to establish whether the work complies with relevant building and 
health regulations. If in doubt, ask your solicitor for advice. 
 
There are a host of environmental issues that can impact on the structural integrity 
of a building. 
 
Numerous trees around an older brick home can draw moisture out of the soil and 
increase the likelihood of cracking, rotting leaves in roof gutters can lead to rust 
damage and houses on slopes can be prone to dampness as water runs 
underground, causing moisture to rise through the walls.  
 
In buildings near the coast, the salt air can cause rapid corrosion of aluminium 
windows and deterioration of terracotta roofing tiles. 
 
More than 35 per cent of Australian homes offered for sale have a termite, borer, 
rot or other destructive timber pest problem and a trained, qualified pest inspector 
can assess the severity of the problem, how much damage has been caused and 
how much it will cost to fix it. 
 
For units or apartments the pre-purchase inspection should also include a general 
look at the whole building to ascertain whether you could be incurring a liability for 
someone else's problem.  
 
Most of the structural problems involving walls, floor or roof will be covered by the 
body corporate.  
 
This means the other owners in the body corporate will share the ramifications of a 
serious problem with your property but, by the same token, if your apartment is 
okay and the apartment five doors down is showing serious cracking, you may be 
liable.  
 
Above all, when selecting a reliable organisation or individual to undertake your 
building or pest inspection, never leave it to luck.  
 
Unfortunately, there are some organisations who just won't take responsibility for 
their work and it is unwise to deal with anyone who advertises using a mobile 
phone number or post office box number, or who doesn't have an ABN. Check 
that they have professional indemnity insurance which will give you a comeback 
should something go wrong. 
 
Note: If your property fails the test when you're in the thick of the due diligence 
process, take heart… there are other properties, and yes, one of them really does 
have your name on it! 



 

Whose Name Do I Buy It Under 
 
When you're buying residential property, you're understandably focused on what 
to buy, where to buy it, and how much you'll have to spend.  
 
In the effort to get the 'what', 'where' and 'how' right, it's easy to overlook the 'who', 
in other words, the name that will appear on the title as the property's legally 
recognised owner. 
 
There are four forms of ownership: personal name, company, trust and self-
managed super fund (SMSF).  
 
Each one has different implications for your property's security and tax 
effectiveness and it is important to determine the appropriate form of ownership 
before you buy because by changing it afterwards, you could be up for thousands 
of dollars in additional stamp duty and/or capital gains tax (CGT). 
 
Each form of ownership will suit different personal circumstances, and have a 
range of pros and cons.  
 
Personal Name  
 
Under this form of ownership, you as an individual, or with other individuals, 
appear on the title to the property. Generally speaking, personal name ownership 
is suitable for the vast majority of residential property owners.  
 
This includes people who are buying a home to live in, because personal name 
ownership enables them to claim a full CGT exemption.  
It also includes people on high salaried incomes who are buying an investment 
property and want to use negative gearing benefits to reduce their tax bill. 
 
On the flipside, owning a residential investment property in your personal name 
means that when the property becomes positively geared or is sold, you must pay 
tax in your name at your marginal rate and if you're a director of a business that 
goes into liquidation, the property could be sold to repay creditors.  
 
Company 
  
A company is a separate legal entity. It can own assets, must pay tax on them, 
and lodge tax returns.  
 
However, company ownership is not appropriate for owner occupiers, because 
companies aren't eligible for a full CGT exemption. Nor is it suitable for residential 
property investors, because companies can't get the 50 per cent CGT discount 
applicable to property held for more than 12 months.  



 

In some cases, company ownership may be suitable for commercial properties; for 
example, for businesses who want to own their premises.  
This is a complex area, so it's important to seek advice.  
 
Trust 
 
Unlike an individual or company, a trust is not a separate legal entity. It is a vehicle 
to hold assets on behalf of nominated beneficiaries (that is, the individuals or 
companies whom you wish to receive income or capital gains from the trust's 
assets). 
 
It is difficult for creditors to get hold of assets in a trust because they are not 
owned by the beneficiaries. Trusts also enable you to minimise the tax liability 
from rental income and capital gains by distributing them amongst a large number 
of beneficiaries or those with the lowest marginal tax rate.  
 
On the downside, trusts can only distribute profits, not losses.  
This makes them unsuitable for most residential property investors, who rely on 
negative gearing benefits to hold their assets. 
 
Self-Managed Super Fund (SMSF) 
 
Most Australians have their superannuation in a fund managed by a third party 
however, a growing number are running their own funds.  
 
The main reason to buy residential property in an SMSF is because of the 
concessional tax rate...15% on monies held in the fund and zero when they are 
withdrawn upon retirement.  
 
SMSF’s aren't appropriate for owner occupied property or holiday homes, because 
assets in the fund cannot be used for personal use, even if it's only for a week or 
two each year.  
 
They are better suited to people who already have a sizeable amount of money in 
an SMSF, because lenders generally require a higher percentage deposit from 
borrowers.  
 
There may also be higher loan setup costs and higher interest rates while 
complying with SMSF regulations can be complex and costly, so it's not for the 
faint hearted.  
 
In summary, the form of ownership has a significant impact on the security and tax 
effectiveness of your residential property portfolio and this impact can change in 
accordance with your circumstances so it's vital to seek appropriate advice from 
your tax adviser or solicitor. 



 

Information for Purchasers 
 
Conveyancing                                                                                                       
 
Conveyancing is the legal aspect of preparing the Contract of Sale, mortgage and 
all relevant documents when you are buying or selling property.   
 
A single conveyance can require the knowledge of over 60 different areas of law 
and the conveyancing process will generally include: 
                                                                                                                                                    

 Examining or preparing the Contract of Sale, depending on whether you are 
buying or selling property.  

 

 Examining the strata inspection reports if you are purchasing a strata 
apartment.  

 

 Checking on any property related disputes with neighbouring buildings (e.g. 
illegal building work, boundaries).  

 

 Looking for any outstanding arrears or land tax obligations, calculating the 
adjustments required for council and water rates prior to settlement and 
checking to see if any planned development could affect the property. 

  

 Exchanging the Contract of Sale and organising payment of the deposit, 
arranging the payment of Stamp Duties and checking all documents prior to 
settlement and attending settlement.  

 
To get the job done, you have three options 
 
Use a licensed conveyancer:  
 
The advantage here is that you are using a specialist whose job is to ensure that 
your property transaction runs smoothly. 
 
Use a solicitor:  
 
By using a solicitor who does conveyancing, you can get legal advice on the 
property transaction. 
  
Do it yourself:  
 
If you take the DIY approach, you must know what you are doing as you will not 
be entitled to the same insurance as a licensed professional and will therefore be 
financially responsible for any mistakes.  
 



 

There are several ways to find a conveyancer or solicitor for the task: 
 

 Word of mouth: Ask friends, family members and colleagues for personal 
recommendations.  

 

 Yellow Pages: Turn to the 'Conveyancing Services' section.  
 

 Visit:  www.aicnational.com.au   
 
The Australian Institute of Conveyancers website will give you information about 
the educational qualifications, licensing and registration of conveyancers in your 
State or Territory.  
 
Conveyancer Checklist 
 
When deciding on the best person for the job, check that your conveyancer or 
solicitor is: 
 

 Licensed and has professional indemnity insurance so you are covered if 
they make any mistakes.  
 

 Able to provide you with details of all costs you can expect to pay. 
 

 Clear about any extra costs that will be incurred should unforseen 
complications arise during the buying or selling of a property.  

 
For more Information                                                                                    
 
To ensure that a Conveyancer is licensed, contact the Department of Fair Trading 
in the relevant state.  
 
To ensure that a Solicitor is licensed you may contact the Law Society on 1800 
357 300. 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.aicnational.com.au/


 

Preliminary Discussions   
 
Unlike Contracts for moveable objects, a Contract for Purchase of Land (which 
includes a house, home unit or town house), is generally not binding or 
enforceable until it is in written form and signed by both parties.  
 
Your initial discussions with the owner of the property or the owner's agent, are in 
the form of negotiations, and should focus on the following issues: 
      

 Price & deposit payable (normally 10% but not necessarily so) 
 

 Time for settlement (when the balance of the price is payable)  
 

 Is the property to be vacant at settlement or is it sold subject to a tenancy 
 

 What inclusions are to pass with the property, i.e. what moveable objects 
are to be included in the sale as distinct from the " fixtures" that will 
automatically be included in the sale as forming part of the property 

 

 What is the size of the property being purchased and its dimensions 
(building and/or land component) 

 

 What are the title particulars for the property - is it freehold/leasehold, 
Torrens title/old system. If it is strata title, is there an entitlement to common 
property and car parking facilities 

 

 What is the zoning of the property, and does it allow for your intended use 
 
Example:  
 
If you are looking at residential property in NSW, a skeleton ("pro forma") contract 
will be available for your perusal.  
 
This pro- forma contract will have attached to it various certificates outlining some 
of the above matters.  
 
In QLD there is no such requirement for Vendor disclosure and you will need to 
make your own enquiries in relation to these matters.  
 
 
 
 
 
 
 



 

Written Contract 
   
Once these preliminary issues are agreed upon, you will be required to enter into 
a written agreement that will be enforceable and binding on both parties.  
 
Usually, a standard form of contract as developed by the Real Estate Institute in 
association with the Law Society will be used.  
 
These contracts try to be as comprehensive and as fair to both parties as possible 
and impose various obligations and give various rights to each party to be 
exercised during the course of the transaction.  
 
The contracts provide that various warranties will be implied into the agreement 
regarding what are termed "adverse affectations", unless something to the 
contrary is stated in the contract.  
 
Special conditions are those additional conditions that are added to the contract at 
the request of either the Purchaser or the Seller and can include the following:  
 

 Making the contract subject to finance 
 

 Making the contract subject to a prior sale; (interdependency) 
 

 Making the contract subject to a pest inspection or building inspection to the 
reasonable satisfaction of the Purchaser.  

 
Ideally you should have a pest inspection and a building inspection done prior to 
signing the contract so that you are fully aware of the physical nature and 
condition of the property. 
  
Likewise, if you are buying strata title you should check the strata records of the 
body corporate to make sure that there is no body corporate liability that you may 
be taking on in purchasing a unit in the building. 
 
Finally, prior to signing the contract you should make sure that the appropriate 
legal entity is being used for the purchase i.e. Individuals (personally) or by a 
Company or Trust.  
 
If the property is being purchased jointly you should decide whether you wish to 
purchase as joint tenants (which provides for automatic inheritance by 
survivorship) or tenants in common (which gives each purchaser a share in the 
property which can then be devised according to the terms of a Will).  
 
 
 



 

Making the Contract 
   
Once you have satisfied yourself as to these preliminary matters you will be in a 
position to proceed to sign a written contract whereupon the contract becomes 
binding and enforceable against you.  
 
You should also make arrangements to pay the deposit or lodge a deposit 
guarantee bond if the Contract allows for that.  
 
Insurance should be put in place to protect your interest in the property as a 
purchaser, as risk will pass to you upon the making of the contract.  
 
Payment of the deposit by the Purchaser ensures that the Vendor cannot get out 
of the contract once it is signed. 
 
Note:  
Make yourself aware of the relevant States “Cooling Off” provisions prior to signing 
any contract. 
 
Post Contract Searches and Enquiries 
   
The period between signing the contract and settlement provides a valuable 
opportunity for you to attend to a number of things both pursuant to and in addition 
to the contractual provisions.  
 
You can conduct a number of searches against the property as you need to be 
aware of the status of the Local Council Rates, Land Tax and Body Corporate 
Charges, all of which will remain a liability on the land even after ownership has 
changed.  
These items may need to be accounted for at settlement and adjusted in the 
balance purchase price payable to the Vendor.  
 
You also need to use this time to check the property title and to make enquiries of 
various Government Departments for any possible interest they may have in the 
land e.g. Roads, Transmission Lines, Mining Leases etc. 
  
You need to liaise with your financier to ensure that it is aware of the details of the 
property so that a Mortgage (if necessary) can be prepared, and its requirements 
satisfied prior to settlement.  
 
Risk in relation to the property generally passes upon the making of the contract 
and as a Purchaser you need to insure your interest in the property from that time 
so insurance will need to be put in place to be effective from the appropriate date.  
Your financier will certainly require evidence that you have insured the property, 
and generally its interest needs to be noted on the insurance policy.  



 

 
As a Purchaser you are liable to pay stamp duty on the Contract and Transfer, 
such duty being payable to the State Government, and assessable on the 
purchase price being paid for the property ("the consideration").  
 
Settlement 
   
Settlement occurs when the Purchaser pays the balance purchase price plus or 
minus adjustments to the Vendor and takes possession of the Title documents 
and as a result possession of the property (don't forget to collect the keys from the 
Agent or the Vendor). 
  
Normally your Financier/Bank will attend settlement to hand over the purchase 
moneys in exchange for the necessary Title documents that may be required 
depending upon the title particulars.  
 
Settlement will normally take place at the Vendors location or at its bank if there is 
an "outgoing mortgagee" (the person discharging a mortgage over the property 
that you are purchasing).  
 
If there is a discharge of mortgage to collect at settlement, you need to make sure 
it is capable of being registered at the Land Titles Office.  
You will also need to provide to the vendor a direction to the agent authorising the 
release of the deposit to the vendor.  
 
Please Note: These pages do not attempt to give a comprehensive analysis of the 
legal fine points for purchasers in conveyancing procedure but merely provide you 
with an overview so that you are aware of what is involved generally.  
 
It is recommended that you obtain legal advice in relation to your purchase and 
that you have a Solicitor to act for you in the transaction to protect your interests.  
 
The purchase of property is a large investment and the relative cost of a Solicitor 
in today's competitive and deregulated market is minimal. 
 
 
 
 
 
 
 
 
 
 
 



 

Building, Pest and Valuation Conditions 
 
A number of Real Estate Agents are including the Building and Pest Inspection 
Report conditions in the contract for the purchaser to sign. 
 
These need to be your conditions not the vendors and the wording used by the 
Agent can possibly prevent you from terminating the contract if you are not 
satisfied with either report. 
 
Below under Annexure A and B are conditions that are typical of the wording 
included in a contract by a Real Estate Agent.  
 
If you read them carefully, you will see they are very much in favour of the Vendor. 
 
Following are suggested versions, which give you the control in the process. 
 
If you need to change the conditions simply remove the relevant pages and 
replace them with pages containing your conditions or if that is not appropriate, 
cross out the terms and conditions you are not satisfied with and replace them 
with your own and initial all changes. 
 
Please Note: Contract and terms and conditions vary from State to State so it is 
vital that you have your Solicitor check your Terms and Conditions before you sign 
the contract and return it to the Real Estate Agent. 
 
Examples from the Agent   
 
Pest Inspection Report - Annexure A 
  

 “This Contract is conditional upon a Termite Clearance Certificate being 
obtained at the expense of the Purchaser from a recognised and reputable 
Pest Control Company, certifying that the buildings are free from termite 
activity as at the date of inspection and stating also whether there is 
damage occasioned by previous activity.  
 
The Timber Pest Inspection report must be to Australian Standard 4349.3 or 
1998.  
 
Should the certificate disclose infestation or damage and should the 
Vendors be unable or unwilling to remedy or rectify such infestation or 
damage, the Purchaser may at any time prior to ten days from then fixed for 
Settlements, by notice in writing terminate this contract whereupon the 
contract shall be at the end and all monies paid hereunder shall be repaid to 
the Purchaser without deduction.” 

 



 

Building Inspection Report – Annexure B 
 

 “The contract is conditional upon the buyer/s obtaining at their expense a 
written report from an independent registered builder or qualified structural 
engineer, certifying that the dwelling on the property is structurally sound 
within 14 days of acceptance of this contract. 
If the report discloses that the dwelling is not structurally sound, the buyer/s 
may at the buyer’s option terminate this contract by written notice, 
supported by a copy of the report, to the vendor within 24 hours of receipt of 
the report.  
 
If the buyer fails to obtain the report within the prescribed time (in 
accordance with clause 1 above) the buyer agrees that he/she shall be 
deemed to have waived the benefit of this clause without further notice form 
either the buyer or the seller.” 

 
Suggested inclusions  
 
Pest Inspection Report – Annexure A 
 

 This Contract is conditional upon a Pest Inspection Report being obtained at 
the expense of the Purchaser and accepted as satisfactory by them within 
14 or 21 days of acceptance of this contract.  
If the report is not the buyers satisfaction, the buyer/s may at the buyer’s 
option terminate this contract by written notice, supported by a copy of the 
report, to the vendors Agent prior to the Subject to Finance date whereupon 
the contract shall be at the end and all monies paid hereunder shall be 
repaid to the Purchaser without deduction. 

 
Building Inspection Report – Annexure B 
 

 The contract is conditional upon the buyer/s obtaining at their expense a 
Building Inspection Report accepted as satisfactory by them within 14 or 21 
days of acceptance of this contract.  
If the report is not to the buyer/s satisfaction, then the buyer/s may at the 
buyer’s option , terminate this contract by written notice, supported by a 
copy of the report, to the vendors Agent prior to the Subject to Finance date. 

 
Valuation – Annexure C 
 

 The contract is conditional upon the purchase price adequately reflecting 
the Bank Valuation of the property.  
If the Bank Valuation does not adequately reflect the purchase price, then 
the buyer/s may at the buyer’s option terminate this contract by written 
notice. 



 

Property Investing Structures 
 
The Company Structure 
 
Purchasing in individual names would mean that a “Mum and Dad” investor would 
generally avoid a company as an investment vehicle since the benefits of 
indexation are lost when capital is returned to shareholders. 
 
Little asset protection is offered by the company structure, as the company is a 
“person” as far as the law is concerned, and action can be taken against both the 
company itself and the shareholders. 
 
Choosing a company structure for the purchase of investment property results in 
any negative gearing losses being restricted to the Company and may only be 
offset against other Company income or against future Capital Gains, keeping in 
mind the fact that Capital Gains as a Company are nowhere near as tax effective. 
 
If your intention is to hold the investment or to carry on a business of buying and 
selling properties, a company structure may be used.  With a lower tax rate, the 
income generated can be taxed and retained in the company, thereby deferring 
tax for shareholders, which will be particularly relevant for shareholders who are 
on the top marginal rate.  
 
Companies are not very useful in the purchase of an appreciating asset if there is 
the possibility that you may sell the investment, given that it will not be able to 
access the capital gains tax (CGT) 50 per cent discount. (Refer notes below) 
 
Trusts 
 
When you buy positive cash-flow property, the reason why it is positive is because 
you are able to claim on-paper deductions from the property against your tax.   
 
This extra ‘tax back’ then fills any shortfall you may have between incomes and 
expenses thereby generating a positively geared cash flow situation.   
 
The higher the marginal rate of tax you personally pay… the more tax you should 
get back and the more likelihood of generating positive cash flow. 
 
A trust is a non-taxable vehicle.   
 
Assets bought in a trust earn an income that each year must be distributed to the 
beneficiaries.   
So when you buy property in a trust, you are effectively removing the asset (and 
its tax deductions) from the person who needs them most – the income earner.   
 



 

The entity that owns the asset (the trust) has no use for the tax benefits (as it 
doesn’t pay tax) while the person who receives the income (the beneficiary-YOU) 
has no access to tax relief, as you do not own the asset.   
 
This means that any property purchased in a trust would be highly unlikely to have 
a positively geared cash flow, as generally, expenses exceed income.   
The trust will then make a loss but the trust will not be able to use the tax benefits 
to offset this loss.   
 
If the trust is fortunate enough to buy assets that are positively geared (income is 
greater than expenses without the need of deductions to make a positive cash 
flow) then, there will be income to distribute to the beneficiaries.   
 
The beneficiaries then receive this income, which is added to their other income 
and they pay tax (probably at a higher marginal rate) with no access to tax 
benefits to offset this additional income!       
 
Some people see worth in a trust structure, as they wish to protect their assets 
but, if ASIC can prove that you set up a trust ‘in contemplation of being sued’ and, 
you are sued, ASIC can then unwind the trust and access the assets anyway. 
 
So, as a tax effective tool where property is concerned, they fail.   
As an asset protection tool, they may fail as well, since the likelihood that you will 
be sued is small.  
 
Since a positive cash-flow (created by tax benefits) is the very thing which allows 
you to speed up debt repayment and increase your debt serviceability… thereby 
allowing you to buy again and sooner, all a trust can do is slow down the speed 
with which you acquire assets. 
 
Testamentary (Will) Trusts 
 
It is important from an income tax and commercial perspective to have an effective 
estate plan in place and a testamentary (or will) trust is an extremely valuable 
estate planning tool.  
 
An estate planning strategy is particularly important for families with small children, 
where extra income is needed to support surviving family members should a 
parent die, or where minimising tax is a concern. 
 
What is a Testamentary Trust? 
 
A testamentary trust is created upon death and can be formed only if there is a 
specific provision in your Will.  



 

It may be either a fixed or a non-fixed trust, and can be structured so that income 
and capital can be distributed in a tax effective manner. 
 
Testamentary trusts can be: 
 

 Funded by the assets of a deceased estate or payments made to the estate 
in consequence of death (such as superannuation death benefits); and 
  

 Administered by an executor of the estate or a trustee appointed in 
accordance with the Will.  

 
How does a Testamentary Trust work? 
 
Testamentary trusts allow the assets of a deceased person to be distributed by an 
executor or trustee upon his/her death or otherwise remain in trust for the benefit 
of his/her beneficiaries. 
 
The terms of the trust may give the trustee full discretion as to who will receive the 
net trust income.  
 
The trustee may distribute income to children under 18 without adverse income 
tax consequences as beneficiaries of a testamentary trust are excluded from the 
penalty tax rates that normally apply to the unearned income of minors. 
 
Why would you use a Testamentary Trust? 
 
Testamentary Trust wills are ideal for people who have significant assets or a 
complex family situation and as the rules of a testamentary trust are contained in 
your will no other legal formality or procedure is required to establish a 
testamentary trust.  
 
The most common reasons for creating testamentary trusts in wills are: 
 

 To provide flexibility so that the trust can be adapted to meet the changing 
circumstances of its beneficiaries  
 

 To allow the person who created the Will to “rule from the grave” by 
imposing restrictions on the trust beneficiaries 
 

 If you have accumulated significant assets 
  

 If your beneficiaries require asset protection 
 

 If you want to protect a disabled family member 
 



 

You should not make the mistake of thinking that testamentary trusts are simply a 
tax tool for the wealthy.  
 
Once over the tax-free threshold, the smaller the income arising from property in a 
testamentary trust, the greater can be the tax benefit the trust offers depending on 
the circumstances. 
 
Who can be the trustee of a Testamentary Trust? 
 
Basically, anyone can be nominated to be the trustee of a testamentary trust.  
This includes the executors of your will, your spouse or your children.  
 
The trustee has effective control of the trust so it should ideally be someone who 
you believe will act in the best interests of your beneficiaries. 
 
What are the advantages of using a Testamentary Trust? 
 
The major advantages of using a testamentary trust are: 
 

 Flexibility - Testamentary trusts generally provide a lot of flexibility in the 
distribution of income and assets of the trust.                                                                                                                                                  
For example, it is possible to distribute the income to one beneficiary (e.g. 
your spouse) and the assets to other beneficiaries (e.g. your children) only 
on the death of the income beneficiary.  
 

 Protection of beneficiaries against creditors and bankruptcy - No 
discretionary beneficiary has a proprietary interest in the trust so that from 
the point of view of the Bankruptcy Act the beneficiary will not own any 
property in the trust.  
 

 Protection against spendthrift beneficiaries - A testamentary trust can avoid 
the possibility of your children spending their share of their inheritance 
irresponsibly.  
 

 Income tax advantages - This is a major benefit of testamentary trusts.                                                     
All or some of the net income of the trust can be distributed to minors (i.e. 
children or grandchildren less than 18 years of age) who receive the benefit 
of full adult rates of income tax.                                        This can result in 
substantial tax savings.  
 

 Capital gains tax savings - the ability to distribute capital gains to minors in a 
tax effective way. In addition, the 50% CGT discount may apply where a 
trust asset has been held for at least 12 months.  
 



 

 Protection against future spouse of partner or children - This is particularly 
important considering the increased incidence of divorce proceedings 
brought before the Family Court.  

 Income tax streaming - The trustees of non-fixed testamentary trusts have 
the ability to stream income to different beneficiaries.  
 

 Incapacity - In the event that a beneficiary is temporarily incapacitated, a 
testamentary trust will enable the assets of the trust to be managed by the 
family for the benefit of the beneficiaries, rather than having control passed 
to an external agency.  

 
It is also possible to transfer the accumulated balance of a superannuation fund 
and the proceeds of a life insurance policy into a testamentary trust and achieve 
the above benefits. 
 
What are the potential problems of establishing a Testamentary Trust? 
 
There are also pitfalls that need to be avoided if testamentary trusts are to achieve 
their purpose.  
These include: 
 

 Main residence exemption - Trusts do not qualify for the main residence 
exemption from capital gains tax.  
 

 Unnecessary tax liabilities - Wills are often drafted without advice from a 
financial planner or accountant which means that tax and other practical 
issues may be ignored and unnecessary tax liabilities could arise. 

  
 Family trust and other tax elections - Testamentary trusts may have to make 

‘family trust’ or ‘interposed entity’ elections under the tax legislation in the 
future.  

 
 Lack of long-term planning - Many testamentary trusts fail to address how 

control is to be shared so it is recommended that a dispute resolution clause 
be included in the terms of the trust.  

 
 Lack of flexibility to deal with future tax and other changes - It is important to 

ensure that Wills be drafted with as much flexibility as possible to enable the 
asset protection and income tax advantages to be utilised and the possible 
capital gains tax and income tax disadvantages to be minimised.  

 
What other factors that should be considered before establishing a Testamentary 
Trust under a Will? 
 



 

There are usually no stamp duty implications where an asset (i.e. the family home 
or an investment property) is transferred into a testamentary trust…however, land 
tax liabilities may arise in the future as the trustee of the trust will be assessed on 
such a property for land tax purposes (usually without the benefit of the land tax 
free threshold). 
 
Where either spouse intends to leave substantial assets to more than one child, 
there could be future disputes if a single testamentary trust was controlled by all 
children therefore it may be best if one testamentary trust is established for each 
beneficiary, or even for different types of assets therefore, each beneficiary would 
ultimately have control over their own testamentary trust and therefore 
confidentiality of their affairs would be preserved. 
 
There will be ongoing administrative issues involved in maintaining a trust, such as 
accountancy fees incurred to prepare the trust accounts and tax returns so you will 
need to consider whether the income generated by your estate will be sufficient to 
warrant setting up a testamentary trust.                                                                                                                                                
 
You should consult your accountant, solicitor and and/or a financial advisor to 
ensure that you are fully aware of the potential advantages and disadvantages of 
setting up a testamentary trust.  
 
Keep in mind that you can include a testamentary trust as an option in your will to 
cater for future changes in your circumstances that may arise, or changes in your 
beneficiaries’ circumstances. 
 
Self-Managed Superannuation Funds (SMSF) 
 
Superannuation can be an excellent vehicle for purchasing property due to the 
current laws governing DIY super funds with some of the benefits of buying 
property within a superannuation fund including: 
 

 Benefits through tax efficiency. 
 

 Maximum 10% capital gains tax on sale of property if held for at least 12 
months and potentially nil if sold in pension phase. 

 

 Maximum of 15% tax on rental income. 
 

 Tax deductible principal repayments – you could effectively receive a tax 
deduction (via salary sacrifice) for principal loan repayments (which you 
cannot normally do), 

 

 Reduced contributions tax – the interest costs are tax deductible and can 
potentially reduce the 15% contributions tax to nil. 



 

 

 Tax effective retirement – if you are over 60 there is currently nil tax on 
withdrawals or pension earnings. 

 
Trustees of self-managed super funds are able to borrow for investment in real 
estate, broadening the scope for investors to use residential and commercial 
property as wealth-building and income-generating tools, however, it is important 
to consider the pros and cons of borrowing to buy property within super before 
making any investment decisions. 
 
If you borrow money to buy a property in a super fund, the asset must satisfy the 
Australian Tax Office's sole purpose test; that is, it must not be used for anything 
other than retirement funding…this means you cannot live in it. 
 
Once purchased, the property must be held in a trust, of which your super fund is 
a beneficiary.  
 
Borrowing within a trust structure usually means higher establishment and ongoing 
fees, which could set your super fund back several thousand dollars.  
 
The interest rate may also be 1% to 2% higher than the standard variable rate.  
 
Since holding costs may be significantly higher than if you bought the property in 
your personal name, it's important to ensure that your super fund has a strong 
enough cash-flow to meet them. 
 
It's worth noting that some of the loan products enable company super fund 
trustees to borrow a higher percentage of the property's value.  
 
Before borrowing to buy property for your super fund, compare the relevant loan 
products for set-up costs, ongoing fees, interest rates, exit options and legal 
ramifications for your fund and its members. 
 
Above all, remember that, regardless of whether you're borrowing to buy property 
to hold in a super fund or a personal name, the quality of the asset should always 
be the primary focus.  
 
The asset must provide enough income and capital growth to justify its place 
alongside other assets in the fund's portfolio. 
 
Interest Prepayment 
 
One popular (and legal) strategy involves prepaying the next financial years’ worth 
of interest on an investment property loan by June 30 and claiming it as a 
deduction for the current financial year. 



 

This strategy is only available to taxpayers with loans taken out to fund the 
purchase of properties that produce rental income. (the family home isn’t eligible). 
 
Prepaying your interest can work well if you bring in a significantly higher level of 
income than usual in a particular financial year.  
 
This may happen if you sell a property, share parcel or other high-growth asset 
and make a significant capital gain… or you may be a business owner and 
experience an unusually high turnover in a particular year. 
 
By using your capital gain or business profits to prepay the next financial years’ 
worth of interest on your investment property, you will reduce your tax liability, 
effectively reducing your capital gain for the current financial year.  
 
For example, if you have an investment property loan of $500,000.00 and you 
prepay 12 month’s interest at 5% per annum, you would claim $25,000.00 as a tax 
deduction.  
The actual size of your deduction would depend on your marginal tax rate. 
 
While this can be a good way to reduce your tax bill during a year when your 
income is unusually high, it creates a significant issue that few investors realise. 
 
You would be unable to offset rental income earned in the next financial year 
against the interest paid on your loan.  
 
While you’ll still be able to claim holding costs like insurance, rates and 
maintenance, it’s doubtful they’ll be high enough to fully offset your rental income. 
This means that even if you reduce your tax bill one year by prepaying interest, 
you’re not actually saving any money … you’re merely delaying the tax payment 
until the next year. 
 
The only way around this problem is to keep prepaying a year’s worth of interest, 
year after year, and claiming it as a deduction.  
 
In other words, you could well be locked into a cycle of continued prepayments 
unless or until you have a year when your income makes an uncharacteristic dip 
and your marginal tax rate may be lower than usual.  
 
This may happen if you take an extended unpaid leave from work, take unpaid 
maternity leave or retire. 
 
Retirement happens only once in a lifetime and how often do people take 
extended unpaid leave or have a child?  
 



 

This doesn’t give you many opportunities to break the prepayment cycle and open 
yourself to the full tax situation. 
 
If your income is irregular, prepaying interest on your investment property loan 
may be an effective tax reduction strategy, as it can smooth out your tax liability 
from year to year.  
 
However, if your income is reasonably consistent, prepaying may simply mean 
you’re delaying the inevitable. 
 
Other Considerations 
 
Indexation 
 
Assets acquired before 21 September 1999 may be able to have their cost 
increased by an allowance for inflation which in turn will reduce the amount of 
assessable capital gain.  
 
This is known as indexation.  
 
To be eligible to index the cost of your asset it must have been owned for at least 
12 months but you cannot index all the costs and the annual costs associated with 
holding the asset cannot be indexed. 
 
Fifty percent discount 
 
All assets sold after 21 September 1999 may be eligible for a reduction in the 
taxable capital gain by 50 per cent.  
 
If the asset was also purchased before this date you can select either indexation 
or the 50 per cent discount depending on which gives you the lowest assessable 
income. This 50 per cent concession is available on most income resulting from 
CGT but there are some cases where it is not available.  
 
For example, the discount cannot be applied if you held the asset for less than 12 
months or if it was owned by a company. Also, some types of capital gains are 
excluded from this concession. 
 
Your main residence 
 
Your main residence (home) is normally not subject to CGT unless it is also used 
to earn income or it is used for carrying on your business.  
Primary producers can include their house and up to two hectares of land 
surrounding it in this exemption, provided that neither the house nor the two 
hectares have been used for business purposes.  



 

 
This means that if you have sheds or yards or cultivate the area close to your 
house then your exemption may be adversely affected. 
 
This concession is limited to one house per family so if more than one is owned 
and used as a home (e.g. a house on the farm and a house in town), it will be 
necessary to apportion the exemption depending who owns each property. 
 
If you are not living in your main residence and have not acquired a new one (e.g. 
temporarily renting another house), then your main residence is still eligible for the 
concession for up to six years where it is earning income (e.g. rent), or indefinitely 
if your main residence is not earning income. 
 
When you are selling one home and purchasing another you are permitted to keep 
the concession for both properties for a period of six months but, after this, one of 
the houses will become subject to CGT. 
 
Where the main residence is passed to a beneficiary as a result of the death of the 
owner, the property is exempt from CGT if it is sold within two years or becomes 
the main residence of the beneficiary.  
 
If the property is not eligible for this concession its sale by the beneficiary will be 
subject to CGT using market value at the time of death as the cost base. 
 
Deceased Estates 
 
Capital gains tax is not payable on the death of a taxpayer unless the assets are 
left to a tax exempt body such as a charity.  
 
However, the assets received by the beneficiaries of the estate could be subject to 
CGT when sold by the beneficiary at some later time.  
 
As the beneficiary has not paid anything for these assets a cost is deemed by the 
legislation so that the full sale value is not subject to CGT. 
 
This concession only applies if the assets are passed to the beneficiaries of the 
will.  
 
So if the executor of the estate sells any of the deceased's assets then the estate 
could still be subject to CGT. 
 
 
 
 
 



 

Property Valuation 
 
Estimating the value of real property is important to a variety of endeavours, 
including real estate financing, listing real estate for sale, investment analysis, 
property insurance and the taxation of real estate.  
 
For most people, determining the asking or purchase price of a property is the 
most useful application of a real estate valuation therefore this chapter will provide 
an introduction to the basic concepts and methods of real estate valuation as it 
relates to real estate sales. 
 
Property appraisal and property valuation are not interchangeable terms, and 
when dealing with property, it’s important to understand what each means and 
when it is applicable. 
 
Simply put, a valuation involves a formal process and may have a legal standing 
while an appraisal is informal and not legally binding. 
  
Property Appraisal = Educated Guesswork 
  
A property appraisal is an estimate of price, usually given by a real estate agent. 
 
The agent uses their knowledge of the local area and recent sales in that area to 
provide a guide as to the selling price that might be obtained for a particular 
property. 
 
There is an inherent bias in appraisals, as they are usually requested by potential 
vendors and so higher values are likely to be suggested. 
  
Appraisals are an opinion, are generally free and have no legal standing. 
  
Property Valuation = Systematic Process 
  
A formal property valuation differs from an appraisal in that it determines the 
actual value of a property from an independent and impartial point of view. 
 
It is a complex process and in most Australian states a formal valuation can only 
be provided by a qualified Valuer who has undertaken the necessary education 
and training. 
 
This provides some security that all factors relevant to the particular property are 
adequately considered. 
  
A written report will be produced, and a fee charged. 
  



 

Registration 
  
Registration and licensing requirements for Valuers are not consistent across 
Australian states and territories with only New South Wales and Queensland 
requiring registration and Western Australia requiring licensing. 
  
In South Australia and Tasmania, no registration or license is required in order to 
practise as a Valuer, however qualification and experience requirements must be 
met. Interestingly, Tasmania previously registered Valuers under the ‘Valuers 
Registration Act 1974’ however this Act was repealed. In Victoria, Valuers do not 
need to be registered or licensed and their qualification, experience, or conduct is 
not governed by any specific legislation. 
 
They should, however, operate in accordance with a Code of Conduct based on 
the Code of Ethics, Rules of Conduct and other documents produced by the 
Australian Property Institute. 
 
When Do You Need a Valuation 
  
You need a property valuation when a definitive value is required, such as in a 
property settlement, dispute resolution, a deceased estate, asset accounting and 
management, to obtain finance to purchase, refinancing or to draw down on the 
equity in your property. 
Banks generally require a valuation when lending for property purchases however 
under some circumstances they may opt for a restricted (drive by) or desktop 
(computer generated) valuation instead of a full formal valuation. 
  
Factors Affecting a Valuation 
  
A Valuer must take into consideration the physical aspects of the property, its 
location, and anything unique that affects its value, so the following are important: 
  

 Physical location 
 

 Building structure, its condition and any structural faults 
 

 Presentation (including fittings) 
 

 Access – vehicle access, pedestrian access, off-street parking 
 

 Special features 
 

 Planning restrictions and local council zoning 
 

 Caveats or encumbrances over the property 



 

  
This information is then combined with information about recent comparable sales 
in the same locality as well as current market conditions to arrive at the ‘true’ value 
of the property. 
  
What Happens at a Property Valuation 
  
A property valuation generally involves a visit to the property followed by the 
application of at least two specific methodologies to come up with a final value.  
 
The valuation will be documented, and provided in a report which is produced for 
the requestor for specific purposes and you should not rely on valuations 
produced for other people or purposes. 
 
Basic Valuation Concepts 
 
Value 
 
Unlike many consumer goods that are quickly used, the benefits of real property 
are generally realised over a long period of time therefore, an estimate of a 
property's value must take into consideration economic and social trends, as well 
as governmental controls or regulations and environmental conditions that may 
influence the four elements of value: 
 

 Demand - the desire or need for ownership supported by the financial 
means to satisfy the desire 

 
 Utility - the ability to satisfy future owners' desires and needs 

 
 Scarcity - the finite supply of competing properties and 

 
 Transferability - the ease with which ownership rights are transferred.  

 
Value vs Cost and Price 
 
Value is not necessarily equal to cost or price.  
 
Cost refers to actual expenditures while price, on the other hand, is the amount 
that someone pays for something.  
 
While cost and price can affect value, they do not determine value! 
  
The sales price of a house might be $550,000, but the value could be significantly 
higher or lower! 



 

For instance, if a potential new owner finds a serious flaw in the house, such as a 
faulty foundation, the value of the house could be lower than the price.  
 
Market Value 
 
Valuation reports are used by businesses, government agencies, individuals, 
investors and mortgage lenders when making important decisions regarding real 
estate transactions.  
 
The goal of a valuation is to determine a property's market value: the most 
probable price that the property will bring in a competitive and open market and 
the market price may not always represent the market value.  
 
For example, if a seller is under duress because of the threat of foreclosure, or if 
the property was sold in a private sale without being exposed to the open market, 
the property may sell below its market value. 
 
Valuation Methods 
 
An accurate valuation depends on the methodical collection of data with three 
basic approaches being used during the process to determine a property's value. 
 
Method 1 - Sales Comparison Approach 
 
The sales comparison approach is commonly used in valuing single-family homes 
and land.  
 
Sometimes called the market data approach, it is an estimate of value used 
(reached by  by comparing a property with recently sold properties with similar 
characteristics.  
 
These similar properties are referred to as ‘comparables’ and in order to provide a 
valid comparison, each must: 
 

 Be as similar to the subject property as possible 
 

 Have been sold within the last year in an open and competitive market and 
 

 Have been sold under typical market conditions 
 
Comparables should be as similar as possible to the subject property and at least 
three or four should be used in the appraisal process.  
 
The most important factors considered when selecting comparables are the size 
and the location of the subject property and the comparable properties.  



 

 
The location is extremely important because it can have a tremendous effect on a 
property's market value. 
 
Adjustments 
 
Since no two properties are exactly alike, adjustments to the comparables' sales 
price will be made to account for dissimilar features and other factors that would 
affect value, including: 
 

 The age and condition of buildings 
 

 The date of sale, if economic changes occur between the date of sale of a 
comparable and the date of the appraisal  

 
 Its location, since similar properties might differ in price from neighbourhood 

to neighbourhood 
 

 Physical features, including lot size, landscaping, type and quality of 
construction, number and type of rooms, square feet of living space and 
whether or not a property has hardwood floors, a garage, kitchen upgrades, 
a fireplace, a pool, central air etc. and 

 
 Terms and conditions of sale, such as if a property's seller was under 

duress or if a property was sold between relatives (at a discounted price).  
 
The market value estimate of the subject property will fall within the range formed 
by the adjusted sales prices of the comparables.  
 
Since some of the adjustments made to the sales prices of the comparables will 
be more subjective than others, weighted consideration is typically given to those 
comparables that had the least amount of adjustment. 
 
Method 2 - Cost Approach 
 
The cost approach can be used to estimate the value of properties that have been 
improved by one or more buildings.  
 
This method involves separate estimates of value for the building(s) and the land, 
taking into consideration depreciation.  
The estimates are added together to calculate the value for the entire improved 
property.  
 



 

The cost approach makes the assumption that a reasonable buyer would not pay 
more for an existing improved property than it would cost to buy a comparable lot 
and construct a building that is comparable in terms of desirability and usefulness.  
 
This approach is useful when the property being appraised is a type of property 
that is not frequently sold and is not an income-producing property. Examples 
include schools, churches, hospitals and government buildings. 
 
Building Costs 
 
Building costs can be estimated in several ways including: 
 

 The square metre method where the cost per square metre of a recently 
built comparable is multiplied by the number of square metres in the subject 
building 

 

 The unit-in-place method where costs are estimated based on the 
construction cost per unit of measure of the individual building components, 
including labour and materials and  

 

 The quantity-survey method which estimates the quantities of raw materials 
that will be needed to replace the subject building, along with the current 
price of the materials and associated installation costs.  

 
Depreciation 
 
For appraisal purposes, depreciation refers to any condition that negatively affects 
the value of an improvement to real property, and takes into consideration: 
 

 Physical deterioration, including curable deterioration, such as painting and 
roof replacement and incurable deterioration, such as structural problems 

 
 Functional obsolescence, which refers to physical or design features that 

are no longer considered desirable by property owners, such as low 
ceilings, outdated fixtures or homes with four bedrooms but only one bath 
and 

 
 Economic obsolescence, caused by factors that are external to the property, 

such as being located close to a noisy airport or polluting factory.  
 
The cost approach for real estate valuation involves five basic steps: 
 

 Estimate the value of the land as if it were vacant and available to be put to 
its highest and best use, using the sales comparison approach since land 
cannot be depreciated 



 

 
 Estimate the current cost of constructing the building(s) and site 

improvements 
 

 Estimate the amount of depreciation of the improvements resulting from 
deterioration, functional obsolescence or economic obsolescence 

 
 Deduct the depreciation from the estimated construction costs 

 
 Add the estimated value of the land to the depreciated cost of the building(s) 

and site improvements to determine the total property value 
 
Method 3 - Income Capitalisation Approach 
 
The income approach is the third method of real estate valuation, and is based on 
the relationship between the rate of return an investor requires and the net income 
that a property produces.  
 
It is used to estimate the value of income-producing properties such as apartment 
complexes, office buildings and shopping centres.  
 
Appraisals using the income capitalisation approach can be fairly straightforward 
when the subject property can be expected to have a future income and when its 
expenses are predictable and steady.  
 
Direct Capitalization 
 
Appraisers will perform the following steps when using the direct capitalisation 
approach: 
 

 Estimate the annual potential gross income 
 

 Take into consideration vacancy and rent collection losses to determine the 
effective gross income 

 
 Deduct annual operating expenses to calculate the annual net operating 

income 
 

 Estimate the price that a typical investor would pay for the income produced 
by the particular type and class of property. This is accomplished by 
estimating the rate of return, or capitalisation rate and 

 
 Apply the capitalisation rate to the property's annual net operating income to 

form an estimate of the property's value 



 

Gross Income Multipliers 
 
The gross income multiplier (GIM) method can be used to appraise properties that 
are typically not purchased as income properties but could be rented, such as 
one- and two-family homes.  
The GIM method relates the sales price of a property to its expected rental 
income.  
 
For residential properties, the gross monthly income is typically used; for 
commercial and industrial properties, the gross annual income would be used.  
The gross income multiplier method can be calculated as follows: 
 
Sales Price / Rental Income = Gross Income Multiplier 
 
Recent sales and rental data from at least three similar properties may be used to 
establish an accurate GIM which can then be applied to the estimated fair market 
rental of the subject property to determine its market value, which can be 
calculated as follows: 
 
Rental Income x GIM = Estimated Market Value 
 
Risk Ratings and Your Bank’s Lending Decision  
 
Risk ratings are used as a benchmark for lending purposes, so that the bank can 
determine whether they consider the property to be appropriate security for the 
lending associated. There are eight risk ratings that a Valuer must assess and 
classify from low-risk (rating 1) through to high-risk (rating 5).  
 
The risk ratings are based on the following 8 items:  
 

1. Location 
 

2. Land 
 

3. Environmental issues 
 

4. Improvements 
 

5. Expected reduced value in the next 2-3 years 
 

6. Market for the area 
 

7. Market segment conditions 
 

8. Volatility of the property  



 

 
All of these provide a quick summary of the position and quality of the property in 
the marketplace.  
 
Properties with risk ratings of 4 or 5 are considered to be relatively poor security 
for banks.  
 
If the property gets a risk rating of 4 or 5, there is potential for the bank to limit 
lending or not lend at all (for example, if you look to buy on a main arterial road, 
you may get a risk rating of 4 or 5 due to the noise and traffic or, if you consider a 
property that is $3 million in an area where most properties are $500,000, then 
you are likely to get a number of high risk ratings due to the volatility and limited 
market segment that the property appeals to with the potential for reduced value in 
the next few years).  
 
It is all about purchasing a calculated investment!  
 
You are always going to struggle to get strong growth and low risk ratings if your 
property fronts a main road, backs onto a train line or is in the top 5% of the 
market due to the limited marketability, high vulnerability and volatility when 
markets move.  
 
To ensure your risk ratings are assessed as low to medium, it is more practical to 
purchase property that is relatively in line with the remainder of the suburb.  
 
Look for properties that are not out of the ordinary, well located and relatively in 
line with the rest of the market with strong appeal to owner occupiers.  
 
Every suburb has good and bad areas as well as sought after addresses, so look 
for properties in close proximity to these areas.  
 
Big positives include being close to cafés, schools and public transport.  
 
ValEx 
 
ValEx is a workflow system that enables end to end management of the valuation 
process.  
 
It is a channel for valuation instructions through to Valuation Panel Firms plus 
valuation reports back through to clients and is not responsible for the content of 
either the client’s instructions or the Panel Valuer’s valuation reports.  
(It is comparable to blaming your tap for the quality of water or the Water Authority 
blaming the tap for what you do with the water).  
 



 

ValEx does not undertake valuations, nor does it interfere with valuation 
outcomes. 
 
When independent aggregated data is assessed it can be demonstrated that: 
 

 In ‘Compared Assessed Market Value’ versus ‘Contract of Sale’ that, 90% of 
residential valuations come within + / - 10% 

  

 ‘Compared Assessed Market Value’ versus ‘Owners Estimated Market 
Value’ show 69% of residential valuations come within + / - 10% 

 

 With valuation firm ‘Assessed Market Value’ to ‘Owners Estimated Market 
Value’, the various valuation firm assessments are within 1% of each other. 
In other words, there are no significant variations between valuation firms 

 

 When it comes to valuation disputes only 2.4% of the 90,000 valuations 
requests received per month receive queries from brokers or lenders.  
Of this 2.4%, only 26% are altered in value – which is less than 0.01% in 
total volume. 

 
Note: ValEx is owned by CoreLogic RP Data, a company which provides property 
data and analysis services to a variety of companies in Australia. 
 
Conclusion 
 
Accurate real estate valuation is important to mortgage lenders, investors, insurers 
and buyers and sellers of real property.  
While appraisals are generally performed by skilled professionals, anyone 
involved in a real estate transaction can benefit from gaining a basic 
understanding of the different methods of real estate valuation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

A Landlords Responsibility 
 
From a legal perspective, landlords have a number of responsibilities and 
obligations.  
 
As well as protecting yourself and meeting the conditions laid out in The Tenancy 
Handbook, you are required to ensure that the property you are renting out is safe 
for your tenants. 
 
Property Maintenance 
 
The Residential Tenancies Act states that any property being leased must be fit to 
live in and that landlords are responsible for 'fair wear and tear'.  
 
This means that you must act quickly whenever any repairs are needed - this will 
not only keep your property in good condition but will help to avoid disputes with 
tenants.  
 
A qualified tradesman should carry out all repairs. 
 
Any failure to fulfil your duty of care in providing safe premises for your tenants 
could result in you being sued for negligence. 
 
Property Insurance 
 
Two forms of cover essential for investment property are: 
 
Building insurance  
 
This insurance must be in place before the settlement on any property.  
As well as fire and storm damage, you can add damage caused by tenants when 
the property is for investment purposes.  
 
Public liability insurance  
 
This is designed to protect the owner against a damages payout if anyone is 
injured on the premises as a result of negligence.  
 
Public liability insurance can often be included in building insurance, so check this 
before deciding on the right policy for your needs.  
 
The extent to which the property is covered is up to you; however you are advised 
never to be underinsured and to shop around for the policy that best fits your 
needs. 
 



 

To ensure that you, as a landlord, remain protected you need to: 
 

 Meet all responsibilities outlined in The Tenancy Handbook (available from 
The Department of Fair Trading for the relevant State or Territory) 

 

 Regularly check the property for any faults.  
 

 Respond promptly when tenants advise that repairs are needed.  
 

 Review your building and public liability insurance regularly so they remain 
adequate.  

 

 Resolve disputes with tenants quickly and fairly 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Property Management 
 
Investors generally have the choice of either managing their investments 
themselves or delegating the day-to-day management to managing agents, which 
are generally real estate firms.  
 
Though there is a cost involved, it is generally a preferable option. 
 
Even for those investors who have the time to look after the management of the 
property, there will come a time when they will not be available because they may 
be on a holiday or are ill or possibly facing family problems… 
 
In many ways an investor in property is in the same position as a person running a 
business.  
 
Both have a substantial amount of capital which they must use as effectively as 
possible (the business person by working efficiently in buying and selling goods or 
providing services and property investors in maximising returns from their 
investments). 
 
A Realistic Approach  
 
Some property investors believe that the way to success is to set rentals at the 
maximum level (the maximum that a tenant will bear).  
 
Others take the view that it is often better to set rent levels a little below the 
maximum, so that the owner can be more selective in deciding to whom the 
property will be let, as setting rents slightly lower than the market rental invariably 
increases the number of enquiries which results in a wider choice of potential 
tenants. 
 
This also reduces the risk of having short-term tenancies, as tenants will not be 
looking to move to other cheaper rental accommodation towards the end of their 
lease. 
 
Hence this reduces the risk of having the premises vacant and the investor losing 
income. 
 
Selecting an agent 
 
Real estate property managers must be registered real estate sales 
representatives or registered property managers however, both must operate 
under the supervision of a licensed real estate agent. 
 
 



 

What to expect of an agent 
 
If you use an agent just to find a tenant and deal with the bond, then you will pay 
the agency a ‘letting fee’ and if you use an agent just to manage the property 
and/or collect the rent, then there will be a fee for that however, any fees you pay 
to an agent (and some other expenses) are likely to be tax deductible. 
 
If you decide to engage a property manager, you will need to give the agent 
written authority to act on your behalf and the document, “Exclusive Authority to 
Act as Managing Agent for Residential Premises” is generally used for this 
purpose.  
 
It provides for you to nominate a fixed-term for the management of the property. 
 
Realism in Maintenance and Improvements 
 
Accept the fact that being a property owner involves payments from time to time 
for maintenance, replacement of furnishings in furnished property, in repainting 
and in other areas. 
 
Postponing maintenance can sometimes lead to higher costs later on as well as 
difficulty in attracting tenants so when considering spending money on 
improvements try to ensure that the improvements are obvious enough to increase 
the market value of the property. 
 
If you use an agent to manage everything, then you should expect the following 
services: 
 

 Advice on matters such as rental values, rent reviews, insurance and any 
repairs that should be done before the property can be let. 

  

 Advertising for tenants.  
 

 Selecting tenants and letting the property. 
 

 Collecting and lodging the bond in accordance with the Act. 
 

 Collecting rent payments. 
  

 Preparing and checking the property’s inventory. 
  

 Inspecting the property and ensuring it is suitably maintained. 
 

 Paying accounts (e.g. water service charges; council rates).  
 



 

 Providing you with regular financial statements. 
 

 Attending court on your behalf in any disputes with tenants. 
 

 At the end of the tenancy, checking the premises and inventory with the 
tenant and finalising matters relating to the bond. 

 
Make sure all matters you want the agent to handle and any specific conditions 
are listed as clear instructions in the agreement and before signing the agreement 
you should ask yourself these questions: 
 

 How often do you want inspections to take place?  
 

 Do you want a copy of the property condition report and inspection reports?  
 

 If a rental payment is late, do you want to be told?  
 

 Do you want the property manager to accompany prospective tenants when 
inspecting the property instead of handing them a key so they can inspect it 
alone? 

 
Once you sign an authority for an agent to manage your property, it is binding on 
both parties for the agreed management period. 
 
Make sure the agent gives you a copy of the agreement. 
 
 
 
 
 
Please Note: that an agent cannot be held responsible for the conduct of tenants. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

What to ask your Property Manager 
 
While many investors spend a large amount of time and effort carefully 
researching the property markets and then finding the top investment; they ignore 
the role that a professional property manager can play in preserving their 
property’s capital value and maximising its income. 
 
With rising rentals and falling vacancy rates, many beginning landlords fail to 
ignore the relationship with their property manager as an ongoing business 
partnership.  
 
Too many landlords choose their property manager on fees alone. 
 
Others think they don’t need a property manager at all and can do it themselves.  
This is possibly because they don’t understand that property management is much 
more than just collecting rents. 
 
To manage your property to minimise vacancies and maximise your returns 
requires: 
 

 Industry specific skills and knowledge, such as knowing how to market your 
property effectively to get it exposed to the maximum number of tenants  
   

 Setting the rent at an appropriate market level to ensure quick leasing, the 
choice of a variety of good tenants and at the same time maximise the 
returns in these days of rising rents  
   

 Checking potential tenant’s references to ensure you have a reliable tenant 
who is unlikely to cause troubles 
   

 Drawing a fair and comprehensive lease to protect your interests as a 
landlord and lodging the bond with the relevant authority  

 

 Handling repairs and maintenance with skilled, licensed tradespeople who 
will work at fair prices  
   

 Paying insurances and rents on behalf of the landlord 
 

 Keeping up to date with complex, ever-changing tenancy legislation 
 
Because the relationship with your property manager will be a long and ongoing 
one, let’s look at how to select a top professional. 
 
Firstly draw a list of potential property managers.  
 



 

With new technology, many property managers have centralised their services, so 
it's not essential to appoint a managing agent whose office is in the same suburb 
as your investment property but, it is important to find someone who has the 
experience in the property market that your particular property is located in. 
 
It is usually best to arrange to meet the short list of property managers at their 
offices as this gives you a great opportunity to observe them on their home turf. It 
will help you decide if you feel comfortable working with them and should allow 
you to gauge their level of professionalism.  
 
If you are unable to do this, the following questions should assist in assessing their 
suitability. 
 
When you meet potential property managers clarify which services are included in 
their proposal and ask some specific questions – for example check how they 
handle arrears, routine inspections and rent reviews. 
Following are questions that you may want to ask your prospective property 
manager: 
 

 Does the agency have a dedicated property management department and 
how many staff will be looking after my property 

 
Many agencies see property management as a "poor sister" to the more 
glamorous sales department and some even leave the management of clients' 
assets to the front desk staff and receptionists.  
Ensure that your agent has a dedicated property management department.  
 
It would be preferable that this department is staffed by a number of experts so 
that there is continuity of management in the event of one property manager being 
ill or leaving. 
 

 Is a director/owner of the agency involved in the day to day management of 
the property management department 

 
Most agencies have a sales department and a rental department. Generally the 
business owner has a sales background and not a rental background and looks 
after the sales department leaving the management of their rental department to a 
property manager. This is often because the sales department has a higher 
turnover and high income.  
 
The rental department has a lower income, is more intensive and difficult to 
manage. You may find that an agency where the director has an active 
involvement of the property management department will take the business of 
property management more seriously. 
 



 

 How many years has the property manager looking after your property been 
working in real estate 

  
This relates to the property manager and not the agency. Going to a brand name 
agency doesn't mean their service is going to be any better. 
 
Many people start their career in real estate as receptionists and then move up to 
the property management department and some of the top performers move into 
sales.  
Yet some individuals chose property management as a career and this is the type 
of person that should be looking after your property. 
 

 How many years has the property manager been with the agency 
 
You should look for stability in your property manager.  
You want someone who will learn your property inside and out.  
You want to pick up the phone and talk to that person today, and in 6 months’ time 
you want to be able to talk to that same person.  
 
Due to the stresses involved in property management the staff turnover tends to 
be quite high.  
 
This is another reason why you should look for an estate agent who has chosen 
property management as a career. 
 

 Does the property manager give you a written proposal 
 
Some property managers just go out and look at your property and say "OK we'll 
put it on our books." Look for someone who has put in the time and effort to 
present a professional image to you and gives you a written proposal.  
 
If they make the effort to present their services professionally to you it is likely they 
will look after your property professionally also. 

 What geographic area does the property management service cover 
 
While you should be looking for a property manager with expert local knowledge, 
consider what your property portfolio will look like in a couple of years' time.  
 
Will you own a number of properties spread throughout the suburbs? 
 
You could either employ a specialist property manager in each geographic 
location or you could instruct a large property management company that covers a 
larger geographic area. 
 



 

Australia is now following the overseas trend in the formation of agencies that are 
solely dedicated to property management and cover a larger geographic area.  
 
With the advent of Internet advertising and electronic banking, these "super 
offices" no longer need to be located in the local shopping strip to manage your 
properties.  
 
Many professional property investors are turning to this type of asset manager 
who will be able to look after their entire property portfolio. 
 

 Does the Property Manager hand out keys or do they attend property 
inspections with prospective tenants 

 
If they just hand out the keys and let the tenant inspect the property on their own, 
move on to another agency.  
 
Too many things can go wrong with this approach and the security of your 
property is compromised.  
 
Inspecting your property with a prospective tenant means that the agent has a 
better opportunity promote the property as well a chance to get to know the tenant 
a little better. 
 

 How many properties does the manager look after 
 
A property manager who looks after too many properties may not have time to 
devote the attention to your property.  
 
Some busy agencies have 200 properties per property manager. In general this is 
far too many to give your property individual attention.  
 
At some boutique agencies each property manager looks after about 100-150 
properties.  
 
While these agencies may charge a little more for their property management 
services landlords find this extra expense translates to a trouble-free investment 
that often produces a higher return. 
 

 Do you have staff available to show my property to prospective tenants 6 
days a week 

 
The hectic pace of life and the advertising of rental properties on the Internet 24 
hours a day means a good property manager must be available to show 
prospective tenants your property when it best suits the tenant. 
 



 

 Do you have a system for checking prospective tenants with regards to 
credit worthiness, past rental history and their current employment 

 
Ensure that your property manager subscribes to a major tenancy database and 
screens all prospective tenants carefully. 
 

 Will you go to court for me if need be and what is your success rate for 
previous appearances 

 
Unfortunately you just might have to go to the tenancy tribunal to protect your 
rights as a landlord.  
If this happens you will need an experienced property manager to represent you 
as tenancy laws have become quite complex. 
 
When you have chosen your property manager, establish a collaborative 
relationship and agree on your working parameters. 
 
Explain to them how involved you want to be in the ongoing management of your 
property.  
 
Make it clear what they are allowed to do without referring back to you and when 
you do require them to contact you.  
This will avoid many of the misunderstandings that arise between property 
managers and landlords. 
 
For example if you signed an agreement for your property manager to spend up to 
$200 on repairs without obtaining permission, don’t expect them to phone you 
each time a tap washer needs replacing. 
 
Listen to your property manager if they suggest you undertake non-urgent repairs 
or maintenance on your investment.  
This will keep your property in top condition and you will be less likely to lose your 
tenants. 
 
As a property investor you have the choice of managing your investment 
properties yourself or delegating the day-to-day management to managing agents.  
 
Engaging a property manager is the preferred option for investors in today's more 
complex property market however, it is critical that you choose your property 
manager wisely, as proactive property management can considerably increase the 
return from your investment property. 
 
 
 
 



 

PAYG Income Tax Withholding Variation 
 
If you believe that you are likely to be entitled to a tax refund at the end of the year 
you may be able to apply and bring that refund forward using a PAYG Withholding 
Variation.  
 
You'll need to get the appropriate form(1515) from the Tax Office (or you can 
download one online) and provide details of your income and likely deductions.  
The Tax Office will then send you a letter confirming your new PAYG tax 
arrangements.  
 
Your employer will also be notified and can then begin to deduct the lower amount 
from your pay and to have the lower amount of tax taken out for the full financial 
year you will need to lodge your application by mid-May.  
 
The process will often take a while, but the Tax Office is able to take into account 
the tax you've already paid this year in determining your new payments.  
 
You can apply at any time during the financial year to have less tax taken out for 
the remainder of that financial year.  
 
The Tax Office says it is really intended for people who are expecting a significant 
tax refund.  
The onus is also on you to make sure you're not paying less tax than you should.  
 
You also can't assume that if you apply for a variation you'll get one as the form is 
quite detailed and the Tax Office investigates applications before granting them 
and it may ask for more information to ensure your application is justified. 
 
Who can benefit   
 
One obvious group is the geared investor who has a reasonable idea of what the 
income from their investments will be and the interest rate on their loan.  
If they can reasonably estimate their full income for the year, they may be able to 
vary the tax taken out. 
 
Be aware that Tax Office says you are required to notify it of any changes to your 
circumstances, such as selling that investment property or if your taxable income 
changes to the extent that you're likely to receive a tax bill of $500 or more at the 
end of the year. 
 
The Tax Office says most variations are granted only until June 30, and some 
expire earlier than that so you will need to remember to lodge a new application at 
the end of each financial year. 
 



 

What to do next 
  

 Contact your Accountant 
  

 If you are expecting to make a loss on the property investment (negative 
gearing), you can lodge an Income Tax Withholding Variation Form with the 
ATO 

  
 What this does is to adjust the tax that is withheld from your pay packet, to 

help you pay for your investment property so instead of receiving a lump 
sum at the end of the financial year after you lodge your tax return, you can 
receive the tax benefit, in accordance with your pay cycle  

 
 Please be aware that penalties are imposed by the ATO if you over estimate 

your losses by more than 10% 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Rental Property Expenses 
 
You can claim expenses relating to your rental property but only for the period 
your property was rented or available for rent – for example, advertised for rent. 
 
Expenses could include: 
 

 advertising for tenants  
 bank charges  
 body corporate fees  
 borrowing expenses  
 council rates  
 decline in value of depreciating assets  
 gardening and lawn mowing  
 insurance  
 land tax  
 pest control  
 property agent fees or commissions  
 repairs and maintenance  
 stationery  
 telephone  
 water charges  
 travel undertaken to inspect the property or to collect the rent. 

 
Prepaid expenses 
 
If you prepaid a rental property expense, such as insurance or interest on money 
borrowed, that covers a period of 12 months or less and the period ends on or 
before 30 June, you can claim an immediate deduction.  
Otherwise, your deduction may have to be spread over two or more years under 
the prepayment rules if the expense is $1,000 or more. 
 
Co-ownership 
 
If the title deed shows that you were a part owner of the property, include only 
your share of the rent and expenses on your tax return.  
For example, if you owned half of the property, you should show half of the rent 
and claim half of the deductible expenses for the property 
 
Deductions for decline in value of depreciating assets 
 
A depreciating asset is an asset that has a limited effective life and can reasonably 
be expected to decline in value over the time it is used.  
Examples of depreciating assets are freestanding furniture, stoves, washing 
machines and television sets. 



 

 
You can claim a deduction for the decline in value of certain items, known as 
depreciating assets, that you acquired as part of the purchase of your property or 
that you subsequently purchased for your property.                                                                                                              
 
The current Tax Publication Guide explains the low-value pool, to which you can 
allocate depreciating assets costing less than $1,000 (low-cost assets) and 
depreciating assets written down to less than $1,000 under the diminishing value 
method (low-value assets).  
 
Capital works deductions 
 
You may be able to claim a deduction for the construction costs of your property 
over a 25 or 40 year period – called a capital works deduction. 
 
You qualify for the deduction on your rental property if: 
 

 Construction began after 17 July 1985 and the property is used for 
residential accommodation  

 Construction began after 19 July 1982 and the property is not used for 
residential accommodation (for example, a shop).  

 Construction began after 21 August 1979, the property is used to provide 
short-term accommodation for travellers and it meets certain other criteria. 

 
A deduction may also be available for structural improvements made to parts of 
the property other than the building if work began after 26 February 1992.  
Examples include sealed driveways, fences and retaining walls. 
 
The deduction does not apply until completion of the construction and is at the rate 
of 2.5% or 4% (adjusted for part-year claims) depending on the date the capital 
works began.  
 
The ATO Rental Property Guide will help you determine if you qualify and the 
appropriate rate. 
 
You will need details of: 
 

 all rental income earned  
 interest charged on money you borrowed for the rental property  
 other expenses relating to your rental property  
 any expenditure on capital works to your rental property. 

 
If you need assistance applying this information to your own situation, phone the 
ATO on 13 28 61 or send an email. 
 

http://www.ato.gov.au/corporate/content.asp?doc=/content/PA_emailenquiry.html


 

What Fees Can I Claim 
 
You might be surprised to discover which professional fees you can claim as 
deductions. 
 
Fees to Financial Planners 
 
The fee paid to an investment advisor for the initial drawing up of an investment 
plan isn't tax deductible but it can be included in the cost base of the investment. 
Only ongoing fees for monitoring your portfolio are deductible according to Tax 
Determination 95/60.  
 
Some financial planners have a ruling stating that their fees are tax deductible but 
this ruling is only applicable to fees they personally claim as a tax deduction and 
you must have a ruling in your own name to be able to claim the fees you've paid, 
so ask them for a copy of their ruling and quote it in your application.  
 
Make sure their ruling correctly describes your circumstances.  
 
Buyers Agents 
 
The fee they charge for finding a property is part of the cost base of the property, 
so is only claimable when the property is sold but, if they later help you to manage 
the property, the fee would be deductible in the year it's incurred.  
 
If they organise finance for you that cost can be claimed over five years.  
 
Registered Tax Agents 
 
Fees paid to a registered tax agent for taxation advice are always deductible but 
this doesn't include the preparation of an investment portfolio by a registered tax 
agent.  
 
The cost of travel to a registered tax agent is also deductible and if you claim car 
travel on a kilometre basis it doesn't count towards the 5000-kilometre limit.  
 
Solicitors Fees 
 
Fees to recover rent or draw up a lease are deductible when incurred.  
 
Solicitor's fees relating to the property loan are deductible over five years.  
 
Conveyancing costs are included in the cost base of the asset for capital gains tax 
(CGT) purposes.  
 



 

Building Inspection and Pest Inspection  
 
Included in the cost base… Refer Section 110-25 (3) of the Income Tax 
Assessment Act.  
 
Finance Broker 
 
Deductible over five years as part of borrowing costs.  
 
Valuation 
 
If the valuation is for your peace of mind, fees form part of the cost base under 
Section 110-25 (3).  
 
If it's for the bank then it's a borrowing cost so it can be amortised over five years.  
 
Real Estate Agent 
 
The commission you pay on the sale of the property is included in its cost base for 
CGT purposes.  
 
Fees you pay to a real estate agent for managing your property are deductible 
when incurred.  
 
Quantity Surveyor (Depreciation) Report 
 
This is a cost of managing your tax affairs so it's deductible in the year it's 
incurred.  
 
Seminars and Publications 
 
Tax related books are deductible, as they're to help you manage your taxation 
affairs and not to provide advice on buying rental properties.  
 
Investment magazines such as API and newspapers such as the Australian 
Financial Review are deductible, providing there's no private use (tax case T96).  
 
Less specific publications such as general newspapers are less likely to be 
deductible because it's difficult to argue that there's no private use.  
 
Seminars are only tax deductible if they relate to producing income from the 
property, so when a seminar teaches you how to find a good property or renovate 
it you can't claim a deduction against the rent for the cost of the seminar.  
 



 

If it also covers how to manage the property and how to buy or improve it then you 
can apportion the expense on the basis of the percentage of time spent on that 
topic (Interpretative Decision 2003/324).  
 
You may also be able to include the remaining costs as part of the cost base of a 
property under Section 110-25(4) or (5) if you can link the seminar to that 
particular property.  
 
Stamp Duty 
 
On the loan it's deductible over five years but stamp duty on the purchase of the 
property is only included in its costs base.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Depreciation 
 
From the date of construction completion, the ATO has determined that any 
building eligible to claim depreciation has a maximum effective life of 40 years.  
 
Therefore, investors can claim up to 40 years depreciation on a brand new 
building, whereas the balance of the 40 year period from construction completion 
is claimable on an older property. 
 
The difference between Prime Cost and Diminishing Value methods of 
depreciation 
 
Two methods can be applied when depreciating property, the Diminishing Value 
(DV) and Prime Cost (PC) method.   
 
The intentions of the property investor will determine which depreciation method 
will be most suitable for them. 
 
If you claim using the Diminishing Value Method (DV), you are claiming a greater 
proportion of the assets cost in the earlier years of the effective life.  
 
For example, if you purchased the property for the purposes of a short-term 
investment and planned to sell it in approximately five years’ time, the DV rate 
would be a more attractive option to take, as it provides higher returns over the 
earlier years.  
 
If you claim using the Prime Cost Method (PC), you are claiming a lower but more 
constant portion of the available deductions over the life of the property.  
 
If you were intending to retain ownership for a longer period of time then the PC 
option may be more suitable, as it provides a constant projection of what the 
investor’s tax deductions will be.  
 
Research shows that most investors employ the diminishing value method, as 
depreciation deductions under this method are cumulatively higher over the first 
five years of ownership when holding costs are potentially at their highest. 
 
Your investment property does not have to be new as both new and old properties 
will attract some depreciation deductions.  
  
A common myth is that older properties will attract no claim.  
 
Always keep in mind that you can adjust previous year’s tax returns…especially 
when you have not been claiming or maximising tax depreciation deductions 



 

(currently the previous two financial year’s tax returns can be adjusted and 
amended). 
 
While many investors consider location, purchase price and tenanting ability when 
contemplating an investment property purchase, they often overlook depreciation 
as an important factor.  
 
Depreciation can help unlock the cash flow potential within an investment 
property, often meaning the investor will have thousands of additional dollars each 
financial year.  
 
There are several factors for consideration that will enable the property owner to 
maximise tax depreciation benefits. 
  
The age of the property  
 
Both new and older properties will attract some depreciation deductions, although 
a property with an age between 1-20 years will provide higher depreciation than 
an older property.  
 
The type of property  
 
If the property is part of a strata complex or community title development, each 
unit is entitled to claim common property benefits in addition to the unit’s 
depreciation benefits.  
 
The amount of common property 
 
Common property items within a strata or community title complex such as lifts 
and swimming pools are included in the depreciation report.  
The more common property there is, usually results in higher depreciation claims.  
 
Property purchased after May 9th, 2017 
 
Then you need to know the new rules! 
 
As many experienced investors know, depreciation reports have two categories: 
capital works, and plant and equipment.  
 
Capital works includes the walls, floor, wiring, and anything else fixed to the 
building.  
 
Plant and equipment on the other hand, includes items that you can take from the 
home like curtains, appliances/white goods, and even smoke detectors. 
 



 

The Government has limited plant and equipment depreciation deductions to 
outlays actually incurred by investors in residential real estate properties therefore 
you can only claim depreciation on fixtures you installed yourself.  
 
If you’ve purchased a ‘second hand’ property from another investor after May 9th 
2017, you’re no longer able to claim plant and equipment items inside. 
 
You can claim depreciation if: 
 

 You signed the contract before May 9th 2017 
 

 You purchased a brand new property after May 9th 2017 
 

 You hired a builder to build a home for investment purposes and it remains 
in your portfolio 
 

 You renovate the property and install new plant and equipment 
 
You can’t claim depreciation on plant and equipment, however, if you bought the 
property from another investor, making it ‘second hand’ 
 
Purchase value – resale value = CGT offset 
 
New Tax Ruling 2019/5 
 
This is the first residential effective life change in 14 years! 
 
Each new financial year the Australian Taxation Office (ATO) releases the latest 
Tax Ruling outlining changes to the effective lives of some plant and equipment 
assets.  
  
Generally, the changes relate to the effective lives of commercial property assets. 
However, in Tax Ruling (TR) 2019/5, there were a number of changes made to 
depreciable assets found in residential properties for the first time in fourteen 
years.  
 
Plant and equipment assets with changed effective lives in TR 2019/5 
 
Along with the new assets, some existing assets have reduced effective lives 
outlined in TR 2019/5 include television sets, telephone handsets, microwave 
ovens, spa bath pumps, dishwashers, washing machines, clothes dryers, solar 
garden lights, freestanding bathroom accessories and carpet.  
 
The new ruling replaces TR 2018/4 and is effective from the 1st of July 2019. 
 



 

Among the affected items with changed effective lives were two of the most 
common and lucrative plant and equipment assets in completed depreciation 
schedules for residential properties.  
 
Appearing in 99.8 per cent of residential property depreciation schedules 
completed in FY 2018/19, freestanding bathroom accessories were the most 
common depreciable assets. These assets saw their effective life reduced from 
five years to just three. 
 
Carpet was the most lucrative asset by value in FY 2018/19, resulting in an 
average of $3,567 in deductions per depreciation report. This asset saw its 
effective life reduced from ten to eight years. 
 
What do the changes to effective lives outlined in TR 2019/5 mean for investors? 
 
The changes mean the ATO believe the wear and tear of these assets over time 
result in their value depreciating faster and they will need replacing sooner.  
 
The changes to the effective lives of these and other residential assets could 
influence when an investor chooses to make improvements and replacements. 
 
The date that a plant and equipment asset is acquired will determine the effective 
life used. This is because previously approved determinations can still be used for 
assets acquired within periods stipulated by previous rulings. 
 
Repairs and Improvements: Recognising the difference 
 
The Australian Taxation Office (ATO) differentiates between repairs and 
improvements therefore to ensure the best results are obtained from an 
investment property, it is important to understand the difference between the two 
claim options. 
 
Deductible Repair - Returning items or property to their original state. Repairs 
attract an immediate 100% deduction in the year of expense.  
 
Improvement - Improving the condition of an item or property beyond that of when 
it was purchased. Improvements are capital in nature and as such, must be 
depreciated over time.  
 
 
 
 
 
 
 



 

The Three Questions 
 
When determining whether a repair or improvement has been made, often three 
basic questions need to be asked. They are:  
 
1) Has the condition of the property been improved beyond the original condition 

at the time of purchase?  
When an item was partially or fully replaced, it needs to be determined whether 
it was done due to the item being damaged, or done to improve what was 
previously there.  

 
2) Has the property been established as an income producing property?  

The ATO states that repairs must relate directly to the wear and tear or other 
damage that occurred as a result of renting out the property.  

 
3) Was the asset partially replaced, or replaced in its entirety?  

Partially replacing an item, like a fence panel, due to damage or wear and tear, 
often implies that a repair is being carried out.  
However, if a fence panel needs to be replaced, but the property owner 
decides to replace the entire fence (for no apparent reason except to improve 
the property’s value), this will be classified as an improvement.  

 
The ATO will allow repairs as a deduction only if the property is being used for 
income producing purposes at that time.  
 
However, if tenants have recently moved out and repairs need to be made due to 
damage caused by those tenants, the repairs will also be allowed as a deduction 
as the damage occurred when the property was income producing.  
 
It is advisable to consult your accountant when making a repair claim, as it 
becomes a 100% immediate deduction and it’s important to note that an initial 
improvement at the time of purchase will not give rise to an immediate tax 
deduction.  
 
Property investors may be able to claim the cost of an initial improvement under 
the special construction write-off provision, or create a plant or article which may 
be depreciated over time, but it will not create an immediate deduction in its own 
right.  
 
When should you consult a Quantity Surveyor  
 
Before Making Improvements  
 
It is important to consult a quantity surveyor before conducting any improvements 
as the old structure may be able to be ‘scrapped’. Essentially if an item is 



 

scrapped, the written down value of the item can be written off as a 100% tax 
deduction at the time of disposal.  
It is a very complex procedure to prepare such reports, the process involved in 
determining the amount of potential deductions available from a property requires 
the engagement of a specialist quantity surveyor.  
 
After Making Improvements 
  
A specialist quantity surveyor is able to maximise the depreciation deductions from 
an investment property when works are deemed to be capital improvements.  
Under TR 97/25, quantity surveyors are appropriately qualified to estimate 
construction costs for depreciation purposes.  
When the total construction cost of an improvement is known, Quantity Surveyors 
utilise methods that are ATO accepted to maximise depreciation deductions 
through the apportionment items such as preliminaries, consultant fees and other 
associated costs. 
 
Depreciation benefits of older property 
 
Investors in older homes can miss out on thousands of dollars in tax benefits if 
they assume depreciation works only for those buying newer properties 
 
Property investors who purchase an older home only focus on the capital value of 
the land and rental returns but investors buying homes 30 years and older are 
wrong to think they can’t pick up any depreciation benefits.  
 
Because the homes are so old, these investors assume that there are no 
depreciation benefits associated with this kind of investment.  
 
However, irrelevant of age, all properties contain depreciation benefits therefore a 
key part of ensuring that the investor obtains their full tax benefits is to have a 
professional depreciation professional prepare a comprehensive depreciation 
schedule of the property. 
  
This depreciation schedule can include more than 300 items and typically, total 
depreciation tax benefits could amount to over $10,000 for these older-style 3x1 
(three-bedroom, one-bathroom) homes… depending on the fittings and fixtures. 
 
 
 
 
 
 
 
 



 

Land Tax 
 
What is land tax 
 
The Land Tax Act 2005 imposes an annual tax on the total taxable value 
(previously known as ’unimproved value’) of all land owned at midnight on 31 
December of the year preceding the year of assessment.  
 
Land tax is assessed on a calendar year basis and assessments are issued 
between March and June each year.  
 
Exempt land, such as land used for primary production or an individual’s principal 
place of residence is excluded from the calculation.  
 
If you own land (the total taxable value depends on the relevant State or Territory-
refer http://www.landtax.com.au/ ) excluding exempt land, you must pay land tax. 
 
How is land tax calculated   
 
The 2015 assessment is calculated on the total taxable value of all land owned, 
either solely or jointly at midnight 31 December 2014, excluding exempt land. 
 
The actual amount of land tax payable is calculated by selecting the appropriate 
tax rate from the table showing the scale of tax rates and applying this figure to the 
total taxable value of all land you own, excluding any exempt land. (Refer - 
http://www.landtax.com.au/ ) 
 
What is the taxable value of the land  
 
The taxable value of land is used as the basis on which land tax is calculated.   
 
The taxable value of land is the site value provided by the relevant shire. 
 
Under the Valuation of Land Act 1960, shire councils are required to conduct 
general valuations for land in their municipality every two years.   
 
One of the valuations is the municipal site value. 
 
Do I have to pay land tax   
 
If you own land excluding exempt land, you are required to pay land tax.  
 
The total taxable value depends on the relevant State or Territory-refer 
http://www.landtax.com.au/.   
 

http://www.landtax.com.au/
http://www.landtax.com.au/
http://www.landtax.com.au/


 

Who is an Owner   
 
An “owner” is: 
 

 A person who holds the freehold title to land  
 

 A person who leases land from the Crown  
 

 A person who occupies land subject to a life tenancy, and  
 

 A person deemed to be the owner because he or she is in possession of the 
land.  

 
If you sell land in 2015, the land will still be included in your 2015 assessment, as 
land tax is calculated on landholdings as at midnight 31 December 2014. 
 
Possession of land means to own and occupy the property. This includes a right to 
income and profits derived from the land.  
In a land sale, if a minimum payment of 15 per cent of the purchase price is paid 
and possession has been given, the purchaser is liable for land tax.  
 
Where a contract for the sale of land does not meet these requirements, the 
vendor will remain liable for the land tax and the State may request documentary 
evidence in certain cases. 
 
Joint Ownership  
 
If you own land with one or more other persons, you are a joint owner of land. 
Joint owners together are referred to as the ‘primary taxpayer’.  
If any joint owner owns other land or land in more than one joint ownership they 
are assessed separately (as a ‘secondary taxpayer’) on their total land holdings. 
 
In other words, let’s say we have a couple, Fred and Susan, and they own several 
properties but they are purchased under different names…for example; 
 

 Fred has 2 Investment properties in his name 
 

 Susan has 2 Investment properties in her name 
 

 Fred and Susan have 2 Investment properties in both their names 
 
For assessment purposes, this is viewed as 3 separate entities and land tax is 
calculated on each separately…this means that if the taxable value for each entity 
is under the threshold rate then payment of Land tax may not be applicable.  
Refer - http://www.landtax.com.au/ for relevant legislation in each State 

http://www.landtax.com.au/


 

Vacant Land 
 
Looking at the tax treatment on the purchase of vacant land with the intent of 
building and renting for investment purposes it can be seen that the taxpayer can 
claim a deduction under section 25-25 of the ITAA 1997 for borrowing expenses to 
fund the purchase of land and the construction of a house to be used for future 
income producing purposes.  
 
This is because: 
 

 The taxpayer intends to complete the building of a house within 12 to 18 
months. 

 

 The taxpayer borrowed funds to purchase the land and construct the house. 
 

 Borrowing costs were incurred prior to the commencement of construction 
of the house. 

 

 The taxpayer intends to use the property to produce rental income. 
 
It is not necessary that the expenditure in question should produce assessable 
income in the same year in which the expenditure is incurred.  
The decision of the High Court in Steele v. Deputy Commissioner of Taxation 
(1999) concludes that interest incurred in a period prior to the derivation of 
relevant assessable income will be incurred in gaining or producing the 
assessable income in the following circumstances: 
 

 The interest is not incurred 'too soon', is not preliminary to the income 
earning activities and is not a prelude to those activities; 

 

 The interest is not private or domestic; 
 

 The period of interest outgoings prior to the derivation of relevant 
assessable income is not so long that the necessary connection between 
outgoings and assessable income is lost; 

 

 The interest is incurred with one end in view, the gaining or producing of 
assessable income; and 

 

 Continuing efforts are undertaken in pursuit of that end. 
 
In these circumstances, the taxpayer is entitled to a deduction for borrowing costs 
and interest under section 25-25 of the ITAA 1997.  
The borrowing expense deduction will be spread over the period of the loan or five 
years whichever is the lesser. 



 

Common Property Terms 
 
Appraisals/Valuations   
A written report of the estimated value of a property and usually prepared by a 
valuer. 
 
Body Corporate  
An administrative body made up of all the owners within a group of units or 
apartments of a strata building.  
The owners elect a committee, which handles administration and upkeep of the 
site. 
 
Bridging Finance  
A short-term loan used to bridge the gap between buying a new property and 
selling an existing one. 
 
Building approvals 
The number of dwellings approved to be constructed in a given month, quarter or 
year. 
 
Capital gain  
The amount by which your property has increased compared to what you paid for 
it. Simplistically, if you bought a property for $200,000 and it’s now worth 
$350,000, you’ve made a capital gain of $150,000. 
 
Cash rate/bank rate  
The cash rate is the rate at which the Reserve Bank of Australia sets interest 
rates. The bank rate is the interest rate that banks offer and is above the cash rate 
to allow for a profit margin. 
 
Cash-flow positive  
You have a cash-flow positive investment if the incomings are more than your 
outgoings after tax-deductible items have been claimed.  
You receive more rent than your mortgage repayments, plus you are still ahead 
after taking into account items such as interest on the loan, maintenance, 
insurance, land tax, rates, etc. 
 
CGT (capital gains tax) 
This is the tax you pay when you sell an investment property if you have made a 
profit. 
 
Cooling-off period 
A period of time given to a purchaser enabling them to legally withdraw from a 
property purchase…the length of time will vary in each of the States and 
Territories. 



 

Cross-Securitisation/Cross-Collaterisation  
When the financial institution uses your property (whether owner-occupied or 
investment) as security for other property you purchase. 
 
Density  
The level of occupancy in a given area, or the number of people permitted to 
reside in an area. For example, inner-city areas are usually higher density than 
outer-suburban areas. 
 
Equity  
The difference between your mortgage and your property’s value.  
If your home is worth $400,000 and you owe $150,000, then you have equity of 
$250,000. 
 
Fixed rates  
When the home loan is locked in at a specific interest rate for a specified term 
(usually one to ten years). 
 
Interest-only  
Only repaying the interest charged on your mortgage and not paying anything off 
the principal or amount owing. 
 
Joint tenants  
Each owner has equal shares and rights in the property.   
               
LMI (lenders mortgage insurance)  
Usually required by lenders when borrowing more than 80 per cent of the 
property’s value and provides insurance to the lender in case the borrower 
defaults on the loan. 
 
LOC (line of credit)  
A lending facility available from financial institutions that gives you a credit limit 
that you can draw down at any time and is similar to a credit card or overdraft, 
except you don’t have to make repayments. 
 
Low-Doc loans  
These are loans that don’t require as much documentation to set up the loan.  
 
They are popular with self-employed people and those who have not yet 
established a credit rating. 
 
Lower quartile  
The price point below which 25 per cent of sales were recorded. 
If there were 100 sales in a suburb, the 25th lowest price would be the lower 
quartile price. 



 

LVR (loan to value) ratio  
To calculate it, divide the loan amount by the value of the property, then multiply 
by 100 to get a percentage. Banks and financial institutions use this as a measure 
of whether you can afford the loan. 
 
Median  
The median house price is the middle price of all sales recorded in a particular 
suburb, postcode, city or State. For example, if there were 100 sales in a particular 
suburb, in ascending order, the median would be number 50 on the list.  
 
It’s commonly assumed that the median price is the same as the average price, 
but that’s not the case.  
To calculate the average, you would add up the 100 sales and divide the total by 
100 (the number of sales). 
 
Negatively geared  
This is where the incomings are less than your outgoings after all tax deductions 
have been claimed.  
For example, you receive rent on a property of $600 a month, but your mortgage 
repayments are $900 a month.  
 
Your shortfall is $300 a month, which you can claim as a loss when doing your tax 
return and many people on high incomes use negative gearing to reduce their 
taxable income. 
 
O&A (offer and acceptance) form  
When you make an offer to purchase a property, you sign one of these forms. 
When the owner accepts the offer, it becomes a binding contract. 
 
Off the plan  
When you buy off the plan, you are buying a property before it is built, having only 
seen the plans. This is commonly used for apartments or units under construction 
or about to be built. 
 
Passed in  
When the highest bid at an auction doesn’t meet the reserve price set on the 
property. In effect the property doesn’t sell at the auction. 
 
Portfolio (as in property portfolio)  
The number and type of investment properties you own. 
 
Positively geared  
This occurs when the investment income exceeds your interest expense (and 
other possible deductions). Note that you may be subject to additional tax on any 
income derived from a positively geared investment.  



 

PPOR or PPR  
Your principal place of residence.                                                            
 
POA  
Price on application. You may see this in a real-estate advertisement. 
 
Principal and interest  
The amount borrowed or still to be repaid, plus the interest on the mortgage. The 
principal is part of the repayment that reduces the balance of the mortgage. 
 
Property cycle  
Property values usually follow a cycle of growth, a slowdown, a bust and an 
upturn. History shows that this occurs every seven to ten years. 
 
Reverse mortgage  
Designed for seniors who are asset-rich [usually with their PPOR] but cash-poor. 
The facility allows them to access the equity in their homes without having to sell 
it. Most often the loan is not paid out until the borrower dies, moves into a nursing 
home or relocates. 
 
Rental yields (and calculations)  
The return on an investment as a percentage of the amount invested. Gross rental 
yield can be calculated by multiplying the weekly rent by 52 (weeks in a year), 
then dividing by the value of the property and multiply this figure by 100 to get the 
percentage. 
 
Reserve price  
The minimum amount a seller will accept at an auction. 
 
Sold under the hammer  
This means a property that goes to auction sells at the auction. 
 
Serviceability  
An assessment to see if you can manage your mortgage payments based on your 
income and expenses. 
 
Supply and demand  
The number of properties on the market at any given time determines the supply-
and-demand equation. If there are lots of properties on the market, it’s a buyers’ 
market.  
If there are few properties on the market or those that come on to the market sell 
quickly, then it’s a sellers’ market. 
 
Tenants in common  
Two or more buyers own a property with unequal shares and rights. 



 

Upper quartile  
The price point below which 75 per cent of sales were recorded. If there were 100 
sales in a suburb, the 25th highest price would be the upper-quartile price. 
 
Vacancy rates  
A measure of how many dwellings are available for rent over a specified time 
period.  
A low vacancy rate means there are not very many dwellings available for rent, 
while a high vacancy rate means there is ample supply of rental properties. 
 
Vendor’s terms  
Refers to instances when a property owner is prepared to offer a purchaser, 
finance or other assistance such as staged payments to assist with the purchase 
of the property (also known as “wrapping”). 
 
Titles & Encumbrances 
 
Caveat  
A document any person with a legal interest in a property can lodge with the Titles 
Office to ensure the property is not sold without their knowledge 
 
Covenant  
Conditions affecting the use of land or property written into the title 
 
Cluster Title  
Each Cluster Title holder has a Certificate of Title, which specifies ownership in 
terms of a particular area for which the owner is responsible, and defines the 
common property. Unlike a Strata Title, it does not subdivide 'airspace’ 
 
Company Title  
This title applies when owners of flats in a block form a company and each has 
shares in the company, which owns the land and buildings.  
 
The owner of the shares is entitled to exclusive occupation of a flat however, if you 
want to alter occupancy in any way, you must have the company's approval to do 
so see your solicitor before buying. 
 
General Law Title 
An old, complicated form of land ownership in the form of a chain of documents 
which can be more than 100 years old and of historic interest 
 
Limited Title  
Form of Torrens Title, which applies to a property before it has been adequately 
surveyed 
 



 

Old System Title  
Another old form of land title and also known as Common Law Title which is 
automatically converted to Torrens Title on the sale of a property 
 
Qualified Title  
Applies to some Old System Titles converted to Torrens Title, which may not have 
been fully investigated. 
 
Strata Title  
Most commonly used for flats and units, this title gives you ownership of a small 
piece of a larger property including 'air space' with sole right to a particular unit 
and can lease, sell or legally dispose of your unit, as you desire.  
 
You also have an undivided share of the common land and become a member of 
the Body Corporate, which controls maintenance. 
 
Stratum Title  
This title gives you legal ownership over a piece of property and also gives you a 
share in the company set up to look after the common areas of the flats or units 
you live in. It does not include 'air space' 
 
Torrens Title 
System of recording ownership of property, also known as Certificate of Title and 
is the most common and simplest form of title to property 
 
Freehold 
An owner's interest in land where the property and the land on which it stands 
both belong to their owner indefinitely 
 
Leasehold 
The interest in land of a person who owns a lease granted by a freeholder 
 
 
 
 
 
 
 
 
 
 
 
Please Note: It is recommended that you seek professional advice from an 
independent, licensed, qualified investment adviser, accountant or legal 
practitioner prior to implementing any investment program or financial plan.



 

 


