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MONEY COMES alive

$150 a week
Peter Koulizos finds a likely buy in Adelaide
and itemises what he can claim
$150 A WEEK OUTFLOW
THREE-BEDROOM HOUSE IN TORRENSVILLE, SA
PURCHASE PRICE
Loan: value ratio
5% PURCHASE COSTS
DEPOSIT (10%) + STAMP DUTY
+ COSTS = $46,000 + $23,000
RENT (4.5%)

$460,000
90%
$23,000
$69,000
$400pw

CASH FLOW
RENTAL INCOME
Estimated annual rental
INTEREST DETAILS
Loan
Interest rate
EXPENSES
Interest
Advertising
Bank fees
Cleaning
Council rates

$20,800
$414,000
6.25%
$25,875
$200
$60
$100
$900

council valuation = purch price

Emergency services levy
Gardening
Insurance
Land tax

$100
$100
$500
$420

Land value = $400,000

Agent letting fees

$2496

7.7% + 2wk's rent letting fee
+other = 12% of gross rent

Pest control
Repairs & maintenance
Stationery, phone, postage
Vacancy
Water
Miscellaneous
TOTAL CASH OUTFLOW
TAX BENEFITS
Capital allowance
Depreciation of fixtures
Total expenses for tax purposes
Marginal tax rate
CASH INFLOW
Rent received
Tax refund
TOTAL CASH INFLOW
AFTER TAX CASH FLOW (PA)
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$500
$500
$100
$800
2wks

$400
$250
$33,301
$1000
$1000
$35,301
31.5%
$20,800
$4568

income $60,000

$25,368
-$7933
-$153

I

picked an inner suburb of Adelaide
where the median price is $460,000.
For this amount of money you could buy
a brand new property or fully renovated
cottage on a small block, a 1960s house
in average condition on a median-sized
block, or a character/period home in need
of some minor renovation on a mediansized block. I picked the latter.
You would be able to earn $400 a week
and possibly a little more, depending on the
condition of the property, number of undercover car parks and fixtures and fittings
within the property.
There are many expenses when it
comes to property – I will highlight just
some of them.
Interest: I have assumed a 90% LVR and
an interest rate of 6.25%. There are “honeymoon rates” lower than this but to keep
things simple I have assumed a slightly
higher interest rate but no establishment,
application or valuation fees.
This scenario would require a $46,000
deposit plus 5% of purchase costs to cover
other fees such as stamp duty and government charges. This would mean that an
investor would require a total of $69,000
to purchase this property. If you don’t have
a lazy $70,000 in your bank account, you
could access the equity in your own home
or another investment property.
Property management fees: Not many
people realise how high property management fees can be. A property management
agreement will include an upfront percentage of the gross rent, which landlords
remember, but they forget the other fees.
These other fees can include two weeks’
worth of rent for finding a new tenant, one
week’s rent for renewing a lease, monthly
accounting-keeping fees, fees for conducting inspections, etc. When I do my feasibility studies for a rental property, I factor in a
total property management fee of between
12% and 15%. In the scenario shown here I
have used 12%.
Land tax: This will vary depending on the
value of the land, the state your property is
located in and the number of other investment properties you own. I have assumed
that this is your only investment property

and this $460,000 property has a land
value of $400,000. In South Australia, this
would attract land tax of $420.
Capital allowance and depreciation tax
benefits can be huge for property investors, especially if they own new property or
property that has recently been renovated
or refurbished. Capital allowance is basically depreciation on the building and fixtures
includes such items as carpet, hot water
systems, air-conditioning, etc.
In this scenario the tax benefits aren’t
great as I have assumed the property is a
period-style home built 90 years ago and
has only had minor upgrades, including a
pergola and garage built a few years ago
and new carpet that was installed recently.
Many investors in new properties can claim
depreciation amounts in excess of $10,000
a year if they buy new or near-new property.
The marginal tax rate is important as
this will help determine the size of your tax
refund. You will receive a tax refund for your
investment property if your expenses are
greater than your income.
In this case, total expenses are $35,301
and total rental income is $20,800 (excluding vacancy). This results in a taxable loss
of $14,501. I have assumed the person
buying this property earns $60,000, which
means their marginal tax rate is 31.5%.
This would result in a tax refund of $4568
(31.5% of $14,501).
This money can either be received as one
lump sum after you lodge your tax return,
or you can ask that less tax be taken out of
your salary on a regular basis. I recommend
you seriously consider the latter option
as this extra regular cash flow is of great
assistance to negatively geared property
investors if the tax savings go straight into
your mortgage.
In summary, it will cost this investor
almost $8000 a year to own this property.
Nobody likes to make a loss but, if your
property is growing in value by more than
this amount, in the long run you will be
a winner!
Peter Koulizos (www.theproperty
professor.com.au) is one of Australia’s
best-known property academics. He is
the author of Top Australian Suburbs.
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HEAR Tyron Hyde
debunk three myths
about depreciation on
investment properties
Download the free
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or tablet over this
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what Hyde from
Washington Brown
has to say about
three common
misconceptions
about depreciation.
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extra repayments, whether there is a redraw
facility and whether the loan is portable.
Another feature you may want to look for
in an investment loan is an offset account,
says Armstrong.
One important decision you’ll need to make
is whether to pay principal and interest or
take out an interest-only option.
“Depending on the investor’s personal
financial circumstances, I’d recommend an
interest-only loan on the investment property, and whatever principal they were to
pay on their investment loan, they can use
this to pay off their own home loan or other
‘bad’ debt,” says Koulizos.
“Bad debt is defined as debt where interest is not tax-deductible and/or it was used
to pay for depreciating assets or holidays.
If there is no bad debt, consider using this
money to fund another investment.”

✪ TIP
Consider taking a fixed rate, suggests
Koulizos. “Interest rates are at historical
lows now and they may not be at this level
again for many years to come,” he says.
You may be able to pay up to three years’
worth of interest in advance to be able to
claim a deduction.

5. Understand the tax benefits
There are a number of expenses associated
with owning an investment property, but the

compensation is that you’ll be able to claim
a tax deduction for them, which is one of
the reasons why investment property can
be an affordable option.
Most investment properties in Australia
are negatively geared, which means the cost
of paying for the property is higher than the
rental income. In that case you can claim
some of the costs of the property against
your other income such as salary and wages.
The types of property-related expenses
you can claim include borrowing costs,
bookkeeping costs, council rates, insurance,
land tax, advertising for tenants, mortgage
interest, garden and lawn mowing, pest control, property management fees, repairs and
maintenance and strata levies.
“Another tax benefit of owning investment property is the travel expenses that
you can claim,” says Koulizos. “The ATO is
quite generous in this area, but you need to
ensure that the travel costs incurred were
directly related to the investment property
that you own.”
If you have to pay lenders mortgage insurance because you needed to borrow more
than 80% of the price of the property, the
good news is you can claim it. Borrowing
costs, including a large mortgage insurance
premium, can be deducted over five years,
says Slack-Smith.
One of the biggest tax benefits of owning
investment property is being able to claim
depreciation. “Depreciation is known as a
“non-cash deduction” because it’s the only
deduction that you don’t have pay for on an
ongoing basis – the deductions are in-built
within the purchase price of your property,”
explains Tyron Hyde, director of quantity
surveyor company Washington Brown.

Getting a quantity surveyor to give you a
depreciation schedule is probably the best
money you will spend, except for spending
on a renovation, says Slack-Smith.
“For as little as $500 – and this is tax deductible – you can get a report that you can use
for many years to come,” she says. “And all
quality providers will give you your money
back if you can’t at least claim the cost of
the report.”
There are two types of depreciation allowances available – depreciation on plant and
equipment, and depreciation on buildings
(known as a building allowance), says Hyde.
“Plant and equipment refers to items within
the building like ovens, dishwashers, carpet
and blinds,” he explains.
“Building allowance refers to construction
costs of the building itself, such as concrete
and brickwork. Both these costs can be offset
against your assessable income.
“A depreciation schedule or depreciation
report is a document prepared by a certified
quantity surveyor which provides a detailed
description of your property and outlines
the claimable deductions you’re entitled to.”
Negative gearing generally works best
for high-income earners, says Joe Sirianni,
executive director of Smartline Personal
Mortgage Advisers. “An investor on the
highest marginal tax rate effectively gets 45¢
back for every $1 they spend on a negatively
geared property. An investor on the lowest
marginal tax rate gets 19¢ back for every $1.”
Of course, you can also look for a positive cash flow or positively geared property – where the rental income is more than
the expenses. These properties tend to be
harder to come by and are often in regional
areas, which some argue could mean you
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