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U 7VER STORY BUILDING WEALTH

STOEY -A M WALKLEY

Bricks & mortar

Une good reason for choosing property investment
ower shares is that you're in the driver’s seat

HEN SHE BOUGHT
Ter fierst e in 2040, Jane
Slack-Smith kad already
decided it would be her
stepping stone to finan-
eendependenoe, And indeed that $425,000
e By was the springboard toa port-
"*-.:!'$.‘ imvestment propertses fior Slack-
S = 5o is now a director of Tnvestors
Chemes Mlortpmages,

She et 2300000 renovating the property
o s later it was revibuesd st S700,000,
S e this equity to buy the mext property
s e on repeating this process,

Shesermred each properiy separately, as you
el im Effie Zahos's articke on page 50.
Bl ahys warns rainst using vour home
e ety for investment property e
e ewen if this is the bank's preference.

R e ewrisk investor and so have many
e s exit strategles in place to make
g e of circumstances do change, 1 can
= on Ty Terms, nod those dictated to
g ihe banks or the markets."

e S Carlton purchase, onwhich she has
e ey At e S48 OO0 remorat o, i

Tekos out a reverse mortgage

s==rrch Dot cash-poor retirees can
=L Trom Lnkockeng the equiyin
S e by takong out A reserse mortgagae,
S refeimed toas an equity release
g S=eermlly only avalable i you are 60
e =3 Sesacally o loan you don' haee 1o
smeared vow el the home o dig. You don't
S e oo 23 an incomes to qualify, You
S St 1M o 35 8 lum@ sum, ina
et neome siream, a5 a line of crodl or
= s corbnaton of these options.
Bee—wSra to ihe Ausiralian Securities

e meeetrments Cormenission (RSICT the

piow valued & 512 million. B mambers from
the beginning eight vears ago, but achievable
if properties are bought well and then remo-
vated with a plian,” Slack-5Smith says.

Ty her “buying: well™ means researching the
murket s0 thoroughly she can spot an opportu
nity b by below market and alsoe to add valee
quickly through renovatbon. She buys only in
capital cities where there is good demand and
she does vt buy specialised progerty, such
as stwdent socommodation or holkday houses,
because the resale market is limited, And she
does ot renovate (o her own taste,

Given how much Australians love prop-
eriy, it's not surprising thar many choose to
build wealth !hnrl.q.'.h rieal estate. For many
it's also musch more familinr than getting into
the sharemarker = afver all. they have had
experience buying, and perhaps improving,
the family homme,

OF course real estate is no more a sure thing
when it comes to making money than shares,
bt it does have certain characterbstics that
mnke it attractive to more cautions Hinestors
and those whao like to have more control over
their investmments. I you own an investment

Aot ol can Doy 1S linked o your aga
- the e iU ade the T2 Ol Can aze i LY
= This rcinany 1OLI cease INCrEESes oner Birme,”
axplains ASIC, “Faes and interest are acdded
to the loan balance as you go, and the inter-
eaf compounds. This means you pay inberest
on the imterest, phes interest on any lees o
charges added to the kan balanca,”

When comparing koans, look for one wath
4 *no negatneg eguily guarsnioe”, Thig rraand
if your property's value falls below wiat you
o, you will mat have topay back amy more
than your properiy's value, MARIA BEEIARIS
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progeerty, you are in the driver’s seat. You can
add vakue you to vour asset in many different
ways, from a peneral tidy-up and repaint toa
complete removation.

Bt i yons o shares in aoormpany, you hive
no control over its operathons, so you cannot
do amything to improve its shane price.

."l.|r;|.|. a6 Wi lave LEeh bn the |,:|l:rb;:| M-
ciil crisis, share prices can be very valatile,
In the coarrse of just over bwao years the ASK
All Ordinaries Index wopped at mearly 7
in October, 2007, before plummeting below
31D En March, 2008 and climbing again 1o
over 4900 at the end of 2005, More recently
im 2000 it bost abowt 3% of its valee in just
over a manth,

Sure. property prices do sometimes fall,
bust in Australia they do not expericnee any
where iiar the same extreme price (Mot
tions as shares,

Real estate investors alse have quile a ki
of choice about where to put their money, as
there are myriad sub-markets. Residential is
thie st PI:-THLI:IF bst ghiould Y |.1u[.' daanil or
a house? Capital ity or country town# And
which state? Some of the things you need to
conssder o belp make these chobees are:

® Uiy T want to start small#

IF 50 aunit may be the way to go as it will
have lower entey cost,

* o 1 want a property that puts money in
my packet from day one?

[f 50, vou need to find a pogitive cach-flow
property, one where the remial incomse and
deprecintion allowances add wp to more than
the engoing costs of buying it, inchading inter-
esl o borrowings and other expenses.

Yous are more Bkely o find these incountry
arcas, where capital growthcan be constrained,
thancapital cities. Cash-flow positive proper
thes are p:u-lln:ul.arh..' atlraeEive o retinecs of
those on bywer incomes as they do not gener-
ate siEnificant tax breaks,

® Do | want a propeny thar will grow in
vabue and provide me with tax breaks?
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Joint family effort pays off

E ight years 290 Elend Rossides pooled resources
with her mather Lulu and skster Andry bo buy a
homa in south-western Sydney. “We found a beautiful
kg a2 wath & poal and garage for arftly S265,000.°
snys Eleni

Befone taking the phanoe info home cwnership, the
family rented a small fat above the hardressing salkon
Eban's mum had been nmning for over 20 years.

T years aftes biugang their homs, the commercial
Rroperty met (o the salon was up for sale They saw
1S it o great opgortunily but wane unsure whether
they Could alffoed it

“Wio thowght that with the morigage on the houso
it wauld ba impossibis (o ged another inrvestment,”
says Eleni Monotheless they made some inaquiries with
a breker wiha shonwved tham bow they could use the
equaty in thesr home to by the commencial property,

They were surprised to learn the home they bought [ .
for $265,000 was worth $400,000, They bormowed R,
SM0.000 from tha hame equity a5 a depasit and far -
rencwations and took out a 15-year commencial ksan
for the remaindar, “The ‘rent’ the hair safon DS ba
the koan, along with income for whien we've rented the
UPSLEIrs, covers & majority of the martgagn, and then
w2 enedit at tax time from the differsnce.” says: Eleni

“The beauty is that it a happy ending - mum and
' st et (o wark in @ safon that is avwned by ow
family rather than a lndord and the asset is buikd
ing,” she says: The imsestment property was necently
valued at 550,000 - protty good considenng thay
bought it for just 32500001 MARLS BERIARIS
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Innec-city suburbs within a 12km ring of
your chosen capital ane mwost likely (o £t the
bill. These will cost relatively more and the
refitial income will not pay all the costs, 5o the
property will be “negatively peared”,

Of course vou will be able to claim the
shortfall plus non-cash rax breaks againse
vour regular income, This type of investing
particularly suits high-income earners.

* Do [ want a property inmy home state
or elsewhere?

Buying close to home means you will be
more familiar with the market, but choos
ing to invest interstate will give you more
diversity, as markets generally behave a litthe
differently 1o each other.

Investing interstate is particularly good
for those who have byilt up a considerable
portiodio as i will reduce the total bill for
Land tax (this is a state-based rax),

Then of course you may declde o invest in
commercial property, as our case s| wady clid,

The Rossides family boaght a hair salon which
some of the family lease back, but of course
there are many moee ty pes of commereial
properiy. A kot of investors start with a retail
shop, a strata commercial o factory umnir, as
these require a relatively small outlay, often
i moare than a resbdential unie,

As with resicdentiall its Impartant to research
50 vou choose a type of property in an area
where there is tenamt demand. Commercal
tenants are also booking o leasein areas tha
are casaly accessible for thefr emplovees and
also fior produoct distribution, =6 tra MEpOr
links are even more important.

I'he advantage of commercial property is
that wsually leases are longer than residengial.
often three years as opposed to six monthé, and
penerally there are fewer renant hassles,

But getting a pood tenant can be a problem,
particulardy since many aee small business
operators who may go broke in their firss few
vears of aperation. It's wise 1o try o secure a

tenant who b= prepared to give a bank guar-
antes tocover the rental. Beturns feom com-
mercial property are likely fo be highee than
from residential because of the higher riske.
Commiercial leases also wsually call foe pre-set
rent rises or reviews, where the rest canmsm
fall, and often the tenant pays many of the
oulgoings, inchuding rates and repairs,

If you are interested in commercial prop-
erty there are speclalise real estate agencies
La Google or Bing search will bring up a list.
A pood website (o get a feel for what s avail-
able b wwworeaboommerncial com,ou

Far example, | did a search for leased office
property in the Melbo e CBID and found a
ndsqm office suite for $249,000, Itis leased for
four years at a return of close to 7%, with the
temand paying all outgodngs. The lease calls
for annual 5% rent increases.

Soaiiids terrific! But of course the websine
camnol bell mse bow fnancially fecure that ten-
ant is. That is something [ need o check,
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