How can I
purchase an
investment
property?
Investing in property is something that most of us
think about doing, want to do or hope to do. However
approximately 20% of Australians only ever actually do it.
Why is this still the case when we know:
• our superannuation payout is only likely to pay out our
mortgage on retirement,
• our savings won’t be enough to live on in retirement,
we will have to severely reduce our lifestyle AND more
than likely require some form of government assistance,
• we need to get ahead financially now, not later, and
• property prices won’t be any cheaper in 10 years time?
Is it because:
• we don’t know how to take the first step,
• we are too scared to make a decision in case we get it
wrong,
• we don’t think we can afford it (although we’ve never
investigated it with our mortgage broker to see if we
can),
• our friends and family tell us it’s a bad idea (and they
would know because...?),
• I’m only renting, so how on earth can I afford an
investment property,
or is it that
• we are STILL waiting for the right time?
Whatever the reason may be, there is more than one way to
get started on the investment property ladder.
Let’s have a look at a few options.

1. The good old...save a deposit
The most simple and straightforward method of making
a property purchase is to save a deposit. Prior to the GFC
it was possible to borrow 100% of the property value (and
you could even add the borrowing costs on top of that
as well). Then for a few years lenders got quite tough on
lending criteria and were requiring at least 10-15% of the
property value (subject to lender’s mortgage insurance - LMI)
combined with tougher servicing requirements.
Recently we have seen the lending institutions gain more
confidence by reducing their somewhat strict criteria. We
are again able to obtain finance with a 5% deposit, while still
adding the LMI premium by using LMI capitalisation up to
97%.
With a typical home loan you are usually only required to
pay LMI if you are borrowing more than 80% of the property
value.
When investing, the general rule is to borrow as much as
you can. Let’s assume you are approved to purchase an
investment property with a 5% deposit.
This means that a property worth $500,000 will require a
deposit of $25,000 plus on costs (usually estimated at 5%).
That’s still a lot of money to save, given that average rent for
a 2 bedroom home across Australian capital cities is $363.50/
week1 and the ABS reported the average earnings were
$1,033.30/week in November 2011.
Looking at these average figures you can easily determine
that it will take quite a while for most people to save the
minimum deposit.

So what can you do?
Ask your parents to help
You may have a parent who is willing to give you a lump sum
gift to help you on your way.
Use your rent as a savings plan
Most lenders now acknowledge the money that you are
currently paying in rent could be used to show your ability
to save and capacity to service a loan. This is referred to as
non-genuine savings.
Criteria varies across different lenders, so we can help
assess your individual circumstances. In general having a
continuous rental history of 12 months (regardless of the
amount of rent paid) will help show a proven saving record.
If you have a 3 month rental history, you can also include
second tier deposit sources to make up the required 5%
deposit amount.
Second tier sources are:
1.
commission payments,
2.
dividends,
3.
inheritance,
4.
non-real estate asset sales, and
5.
tax refunds.
Borrow with family and friends
It is becoming more popular to share the costs and
investment with other owners and up to 30% of co-owners
are now investors.

2. Use the equity in your home/other
property
If you are already repaying your own home or have an
investment property, you may have enough equity to access
a deposit for your next property purchase by tapping in to
this equity.
I’ve heard that before but how does it work?
The ultimate goal for the typical Australian is to own their
own home. So when someone suggests to them “Why not
use the equity in your home to purchase your investment
property?”, alarm bells ring in most people’s heads.
We tell ourselves:
• But we’ve worked so hard to pay off our home loan.
Why would we jeopardise that?
• I’m too scared. I don’t want to lose my home.
• What happens if one of us loses our job?
• I’ve heard that tenants wreck your property.
• Etc etc etc.
The reality is that sometimes it is actually safer to purchase
an investment property as most of the expenses are covered
by the tenant and the tax man. With good insurance
(landlord, mortgage and some risk insurance) most people
are usually safe.

Of course you need to purchase using essential investing
criteria to ensure your investment is going to be a good one.
We can help you with that.
So how does using the equity work?
The basic principle is that if you have enough equity to draw
from your existing home for a deposit and purchase costs,
then you can redraw that amount from your home and use it
as your deposit for the investment property.
Your lender is going to require that the total loan amount
(balance of your existing home loan and investment
redraw amount) is less than 80% of the value of your home
otherwise lender’s mortgage insurance (LMI) is required.
Provided that you, the tenant and the tax man can service all
debt, you will be on your way to building your investment
property portfolio.
You can continue to use this basic principle every time
you build enough equity in the combined value of your
properties.

3. Self managed super funds (SMSFs)
Changes to superannuation legislation have made it possible
for your SMSF to borrow to invest in real estate. There are a
number of potential benefits when using an SMSF to invest
in property:
1. The SMSF portfolio can be diversified to include real
estate with a direct residential property investment not
solely through a managed fund.
2. You may be able to reduce the loan faster by salary
sacrificing additional funds to make repayments2.
3. The trust can offset the loan’s interest and other expenses
against rental income from the property. This could result
in potential tax deductions depending on the particular
circumstances of the SMSF.
4. Lender’s recourse is limited to the property itself.  Other
assets within the SMSF are not put at risk.
Purchasing a property through an SMSF is slightly different
to purchasing a property directly. The steps that you will
follow are:
Step 1: The trustee of your SMSF selects a residential
investment property to purchase.
Step 2: The trustee of your SMSF appoints a custodian to
purchase the residential investment property on its behalf.
Step 3: The trustee of your SMSF applies for a super fund
home loan and provides documentation to the lender.
Step 4: The custodian pays the deposit and exchanges
contracts on the purchase of the residential investment
property.
Step 5: Your custodian mortgages the property to the lender
to complete the purchase.

Step 6: The trustee of your SMSF pays the legal costs and
stamp duty on the purchase.
Step 7: Once the loan is advanced, the trustee of your SMSF
collects rent, pays the usual outgoings on the property and
makes the loan repayments. The property is managed in the
same way as any other real estate investment.
Step 8: The property is held in trust. Once the loan is repaid,
the legal title may be transferred from the custodian to the
SMSF or the property may be sold.
A number of lenders offer specialist loan products specifically
for super funds.  Each lender will have slightly different
features, such as interest offset facilities, to allow you to
accumulate additional funds while also reducing the interest
on the loan.

•

One major concern when purchasing a property
through a SMSF is that should the property be vacant
with no rental income, the mortgage repayments must
be funded through other investments held by the
SMSF3.

Property investment is a proven road to personal wealth
regardless of the route taken. If you would like to discuss
any of the above methods or other options to purchase an
investment property for your personal situation, please call
the office today.
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We can help you locate a lender that is suitable for your
particular situation.
There are some considerations in setting up a SMSF.
• SMSFs are strictly regulated by the ATO.
• Operating a fund is a complex task and obtaining
specialist advice is recommended before proceeding.
• If you do set up a super fund you must carry out
the role of the trustee. This involves significant time,
expertise and money.

About 20% of Australians successfully invest in property outside the
home. About 80% of Australians require government assistance on
retirement. Now is that just a co-incidence?

