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the house is now worth around $500,000.
We have now moved out and are renting temporarily
interstate in South Australia. We plan to buy a new
PPOR in SA soon and would like to keep the old PPOR
(in Victoria) as an investment property.
So my question is about releasing the equity in the
old PPOR but making it tax deductible. I would like
to use the money to buy a new PPOR. Is there any way
this is at all possible?
I have been told by a broker that I could sell the
house to a unit trust with us as the unit holders. My
accountant believes this is not possible as the loss would
not be deductible. Can you suggest a strategy for this?

A

The ATO in recent years has cracked down on people
trying to claim a deduction for interest on the private
portion of their loan. The interest expense must be
apportioned between the ‘deductible’ and the ‘private’ portion
of the total borrowings.
So if you use the equity on your existing property to buy
a new house to live in then you cannot claim the interest on
that additional borrowing even if you rent out the original
house that the loan is secured against. Only the portion of the
interest that relates to the original loan for the rental property
will be deductible.
There are plenty of strategies that real estate agents and
mortgage brokers will tell you to use to claim the interest on
the equity in the old PPOR. And quite a few of them are valid
but all of these strategies involve transferring or selling your
property in some way or another. This means some pretty
high transaction costs upfront including legal fees, stamp duty,
agents’ commission and maybe even capital gains tax in some
instances. We are talking about tens of thousands of dollars here.
The cost of establishing a unit trust plus the maintenance of
it each year will also add to your costs, together with attracting
higher land tax. And any tax losses incurred by a trust, as your
accountant correctly points out, are quarantined and not able to
be offset against your personal income.
Any tax savings made will take years to offset these
transaction costs, if at all. Beware of the ‘savvy’ mortgage
broker who will try to convince you to add these upfront costs
to your loan so you ‘don’t feel a thing’. Well, you will because
you will be paying extra interest, which is exactly what you
don’t want.
You also need to be wary of the Tax Office getting a whiff of
what you are trying to do because they may view your efforts
as a ‘scheme’ with a sole or dominant purpose to avoid tax, and
throw the book at you.
I really wish it was so simple.
– Adrian Raftery

If you have a tax question for our experts, email it to:
editor@yipmag.com.au
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Welcome to QS Corner! With tax time
just around the corner – let’s make sure
you’re getting every possible cent

L

ast month
we discussed
what items you
can’t claim as part
of your building
depreciation. This
month – let’s be
more positive
and discuss the
commonly missed
items you can claim.
The three main items that property investors neglect
to claim are:
1. Design/professional fees. This includes costs
associated with architectural fees, engineering costs
and any other design fees that were an essential part of
creating the property.
2. Council costs. A lot of investors overlook claiming
the costs associated with council fees. This is not
just limited to building application and development
application fees, but may include council contributions,
for instance, costs a developer may have to spend on
local community works like building a playground.
3. Building profit. If you engage a builder directly
to complete your investment property, then the profit
component of the work can be claimed. However, if you
buy off a speculative builder/developer – then the ‘profit’
does not form part of the amount you can claim.
From my experience, it pays to have a Quantity
Surveyor look over your investment property to ensure
you are claiming the maximum depreciation allowances.

Tyron Hyde is a director of quantity
surveying firm Washington Brown.
For more QS Corner tips and information
on property depreciation including a FREE
online tax depreciation calculator, visit

www.washingtonbrown.com.au

The advice contained in this report is general in nature and
its preparation has not taken any individual circumstances,
objectives or financial needs into account. Readers
are advised to seek appropriate advice from licensed
professionals before embarking on any investments.
www.yipmag.com.au
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