
 

 

 

Investment Property Newsletter 
 
This newsletter aims to provide 
helpful information for property 
owners seeking to better their returns 
and minimise risks and those 
considering investment property 
ownership. 
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WHAT IS NEGATIVE GEARING... 

A SIMPLE EXPLANATION 

 
The term “negative gearing” is often 
heard yet some know little about it.  

The term itself sounds like a phrase 
straight out of the dictionary of a 
merchant banker. Sadly, in recent 
times, the phrase has gained a bad 
reputation as a device that gives 
people unfair advantage... to the point 
that some politicians like the idea of 
banning it. 

What is it really? First, it’s a concept 
that applies to any investment that is 
purchased using a loan. As such, 
negative gearing is not the sole 
domain of rental properties, it can 
apply to shares in companies (whether 
they are private or listed on the stock 
exchange), units in a unit trust or sole 
trader and partnership businesses.  

The essential elements for negative 
gearing are (1) an investment (that 
generates income) and (2) a loan to 
buy that investment. 

Gearing is a descriptor for the origins 
of money to acquire an asset. If you 
use borrowed funds, your assets are 
“geared” compared to using your own 
savings. 

 

Under tax law, expenses incurred in 
the course of generating income are 
tax deductible. In the case of a rental 
property, expenses include advertising 
for tenants, real estate agent 
management fees, council and water 
rates, land tax, insurance, repairs and 
interest on the loan to buy the 
property. 

 

 
Therefore, interest is one of many 
deductible expenses for rental 
properties. Where rental income falls 
short of covering all expenses, 
because of interest, the investment is 
negatively geared.  

The excess of deductible expenses 
over income is called a “loss” and it 
can be offset against other income. 
For individual investors, the loss can 
be offset against wages. This typically 
has the result of lowering overall 
taxable income and generating a tax 
refund or reducing tax payable. 

As it is almost impossible to purchase 
an investment property without a 
loan, the tax deduction for the 
consequential interest and loss helps 
to make the investment more 
achievable. Without it, the average 
income earner may never be able to 
invest in property. 
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SIX TIPS TO BETTER 
UNDERSTANDING THE 

CASHFLOW FROM YOUR 
PROPERTY INVESTMENTS 

 
While many Australians get into real 
estate investment to gain cashflow, in 
reality that’s not how property works. 

You see, residential real estate is a 
high growth but relatively low yield 
investment, so if you’re hoping to pay 
your child’s school fees or your 
vacation airfares from your rental 
returns, you’ll be sorely disappointed. 

Of course once you build up a big 
enough asset base of investment 
properties you can then lower your 
loan to value ratios so you’ll be able to 
live off the cashflow of your 
properties, but things must be done in 
the right order. 

Asset growth first, then cashflow. 
Having said that… cashflow is 
important. Along your investment 
journey, it’s cash flow that will keep 
you in the game, until you have a big 
enough asset base to get out of the rat 
race. 

This means as a property investor, it’s 
vitally important to understand and 
maximise your net cashflow position, 
and while most people just think of 
the rent coming in, here are six other 
factors to consider when assessing 
your investment cashflow. 

1.  Tax deductions for rental 
properties 

As a property investor, you can claim a 
variety of expenses relating to your 
rental property as tax deductions, 
improving your after tax cashflow. 
Your accountant should be able to 
outline these for you, or you can check 
out the list at the Australian Taxation 
Office website. 

2. Depreciation 

As a building gets older, the items 
within it wear out and therefore 
depreciate in value. 

The ATO allows property investors to 
claim deductions (at varying rates) 
relating to the building as well as the 
plant and equipment within it in one 
of two ways: 

• Capital works deductions are 
available on the structure, including 
items that are not easily removed, 
but remember this isn’t based on 
the purchase price of your property 
but on the construction cost of the 
building; and 

• Depreciation of plant and 
equipment, that are deemed to 
have an effective life set by the 
ATO. 

To claim depreciation against your 
property income, it’s advisable to 
obtain a tax depreciation schedule 
from a licensed quantity surveyor. But 
the good news is that even the cost of 
obtaining this report is tax deductible. 

3. Interest rates on borrowings 

One of your biggest cash flow 
expenses as a property investor will be 
the interest you pay on your 
mortgage. While rates are currently at 
historic lows, it’s pretty clear that 
sometime in the future interest rates 
will rise. Strategic investors will 
prepare for this by locking in some or 
all of their loans to fixed interest rates, 
while others will set aside a financial 
buffer in an offset account, or similar, 
to handle unexpected expenses or the 
extra cost of rising rates. 

4. Acquisition or purchase costs 

When budgeting for your property 
purchase you will need to allow for all 
the settlement costs of purchasing 
your property — not just the price of 
your property. 

These should include things like stamp 
duty, legal costs, loan costs, valuation 
fees, repairs or improvements, 
insurance and the initial vacancy 
period and agent’s letting fees. If 
you’ve underestimated your needs 
these extra borrowings will affect your 
planned cashflow and could require 
further input from your personal 
finances. 

5. Vacancies 

Investors must understand that their 
property will not be occupied 100% of 
the time. Currently vacancy rates are 
falling and rentals are rising, but when 
estimating your cashflow it’s 
important to assume that your 
property will be vacant for a week or 
two each year. And when your 
property does become vacant, apart 
from the period when you don’t 
receive rent, you will also have to pay 
your property manager for reletting 
the property.  

6. Property manager 

Another slight dent in your cashflow 
will be expense of professional 
property management. I believe this is 
a small price to pay for the peace of 
mind of protecting your asset. While 
the fees will vary from manager to 
manager, don’t choose your property 
manager based on the cheapest rate, 
because in general, you get what you 
pay for. Instead, do some research, 
check testimonials and don’t skimp on 
quality service in exchange for saving a 
few dollars. 

The skinny on cashflow 

As you can see there are a number of 
areas that can improve or reduce your 
cashflow from one year to the next. 
The key is to calculate for each of 
them so you’re not left in an 
unsavoury cashflow position that 
could have long-term effects on your 
wealth creation journey 

https://www.ato.gov.au/General/Property/Residential-rental-properties/Expenses-you-can-claim/
https://www.ato.gov.au/General/Property/Residential-rental-properties/Expenses-you-can-claim/
http://propertyupdate.com.au/five-reasons-investors-claim-depreciation-brad-beer/
http://propertyupdate.com.au/vacancy-rates-fall-in-january-after-seasonal-rises-over-holiday-period/
http://propertyupdate.com.au/vacancy-rates-fall-in-january-after-seasonal-rises-over-holiday-period/


 

 

By Michael Yardney, who is Australia’s 
leading expert in wealth creation and 
a director of Metropole Property 
Strategists. He is a best-selling author, 
and frequently challenges traditional 
finance advice with innovative ideas 
on personal finance and wealth 
creation. Michael writes the Property 
Update blog. 

 
GET ON PACIFIC EASTCOAST’S 

PROPERTY WATCH LIST  

 
Our clients are welcome to a 
complimentary meeting for an 
overview on residential and 
commercial rental properties from a 
tax and cash flow perspective. If you 
find it difficult to get into our office, 
we can conduct a Skype meeting with 
a slide presentation.  

  

If rental property is the right 
investment for you, we have a service 
to help. With this service, you have 
two options. You can either (1) look 
for a property yourself and present 
the opportunity to us and Pacific 
Eastcoast (PEC) to review its cash flow 
and tax merits, or (2) request to go on 
PEC’s property watch list and they will 
keep an eye out for a property for you. 
If you choose this option, PEC will 
initially meet with you to establish 
your needs and after that, will manage 
the entire investment process for you. 
With either option, there is no charge. 

Who is PEC and what do they do? 

For almost four decades, PEC has 
made a business of identifying 
extremely high quality pre-public 

property developments to 
recommend to accounting firm clients. 
These developments are carefully 
chosen because of their ability to get 
higher rental incomes and capital 
growth. 

How is higher rent income and capital 
growth achieved? PEC selects 
properties using stringent criteria 
assessing the developer’s choice of 
location, quality and financial return. 
The projects are fundamentally 
boutique, low rise, have high quality 
fit-out, not in the CBD but less than 
10-12 kilometres from it with easy 
access to trams and trains. They avoid 
holiday locations, house and land 
package style investments or 
restricted use properties such as 
serviced apartments and dedicated 
student accommodation. 

All PEC’s recommendations are 
offered “off the plan” so investors 
have access to: 

• new property with maximum tax 
write-offs 

• time to save more cash during 
settlement period; and deposits are 
held in trust and earning interest 
that accrues to the investor. 

PEC originated as an accounting firm 
so they understand investment 
returns. Additionally, their research 
knowledge and relationships with core 
developers over the years makes them 
a formidable organisation to help you. 
We have been dealing with them for 
more than 10 years. 

 
SHORT TERM RENT OPTION FOR 

YOUR HOUSE 

 
We’ve all heard about the popularity 
of AirBnB to rent spare room(s) in your 
house, but it isn’t the only website 
that can match properties with guests. 

If you have a house and will be away 
from it for the short term there are 
websites that can help you generate 
income from it while you are away. 
For example, look at the Melbourne 
based www.beyondaroom.com. They 
specialise in renting unique houses to 
short-term travellers. 

 
BOOST YOUR DEDUCTIONS 

 

 

A tax depreciation schedule is a fancy 
name for a document that boosts your 
annual rental property deductions 
without outlaying any money. You can 
use the bigger tax refund to pay back 
your loan faster or contribute towards 
another property investment. 

As the depreciation schedule contains 
details of the property’s construction 
costs, it enables you to get a tax 
deduction for the cost of the building 
over a number of years. That adds up 
to substantial annual non-cash tax 
deductions. For example, a building 
which costs $300,000 will provide you 
with an extra $7,500 deduction each 
year without having to pay this 
amount. If your marginal tax rate is 
47% (including Medicare levy), that 
translates into a $3,525 tax saving. 

The schedules are completed by 
licensed quantity surveyor and the 
cost is 100% tax deductible. 

Contact us to discuss property 
eligibility and arrange for a schedule 
to be prepared for you. 

https://metropole.com.au/
https://metropole.com.au/
http://propertyupdate.com.au/
http://propertyupdate.com.au/
http://www.beyondaroom.com/


 

 

 
MARKET UPDATE 

 
How is the Melbourne market? 

Auctions – February to April 2017 

Date Auctions* Success 

4-Feb 332/421 79% 

11-Feb 358/443 81% 

18-Feb 685/867 79% 

25-Feb 983/1199 82% 

4-Mar 958/1183 82% 

11-Mar 190/232 78% 

18-Mar 946/1214 78% 

25-Mar 977/1192 82% 

1-Apr 716/884 81% 

8-Apr 908/1121 81% 

Easter   

22-Apr 470/603 78% 

29-Apr 738/901 82% 

Guide to Success rates: 

Over 70% - Market very buoyant. Prices 
rising strongly. 

60% to 70% - Demand fair to good. Prices 
flat or increasing. 

Below 60% - Fair at best. Prices level or 
falling. 

*Based on Reported Auction Results 
Scheduled across Melbourne (Sold on the 
day or prior to auction).  

Information provided by Bruce Renowden 
www.renowdenbuyersadvocates.com.au 

 
TAX CHANGES 

 

 

From 1 July 2017, the 
government will disallow deductions 
for travel expenses relating to 
inspecting, maintaining or collecting 
rent for a residential rental property. 

 

Plant and equipment 
“included” in any residential property 
purchased after 9 May 2017 can no 
longer be claimed under the 
depreciation provisions. In effect this 
means, for a property purchased after 
9 May 2017, the owner can’t claim 
depreciation on items that were 
already in the house at the time of 
purchase (such as ovens, stoves, range 
hoods, dishwashers, carpet, light 
fittings, window furnishings, etc). The 
change doesn’t stop owners from 
depreciating any assets purchased 
after acquisition of the property. 
Nothing in the amendments impacts 
building depreciation. 

 

ATO AUDIT INSURANCE 

 
The ATO is 
analysing tax 
returns for 
anomalies and 
obtaining 
information 
from the land 
titles office, 
banks, 
insurers and 
other third 
parties for 
cross-checking. 

Even though a rental property investor 
is squeaky clean, an audit still requires 
time and it will be inconvenient. Plus, 
you will likely need professional help 
to defend and protect your position. 
This will be expensive.  

To alleviate costs, we offer our clients 
“Audit Shield” insurance. The policy 
covers our fees (including legal costs if 
necessary) and the premium is tax 
deductible. 

 
OUR PROPERTY INVESTMENT 

SERVICES 

 
o Rental property tax advice 

o Rental property tax return 
preparation 

o Rental property cash flow 
calculations 

o Tax depreciation schedules for 
building write-off 

o Investment property search service 

o ATO audit insurance 

o ATO audit representation 

o Rental property ownership using a 
Self-Managed Super Fund 

o Point you in the right direction for 
trusted mortgage brokers 

 

 

We post regular helpful information: 

 Follow us on Facebook 

 Follow us on Google Plus 

 Follow us on LinkedIn 

 Follow us on Twitter

https://www.facebook.com/Chieftains-chartered-accountants-107882745932656/
https://plus.google.com/101605620602822358111
https://www.linkedin.com/company/chieftains
https://twitter.com/chieftainsacc


 

 

  
 

Contact us... Chris Beavis Suite 25 (03) 9478 3333 
 Managing Director 20 Enterprise Drive enquiries@chieftains.com.au 
 Chieftains Bundoora   VIC   3083 chieftains.com.au 
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This newsletter is for guidance only, and professional advice should be obtained before acting on any of its contents. Neither the publisher nor the 
distributors can accept any responsibility for loss occasioned to any person as a result of action taken or refrained from in consequence of the contents 
of this publication. Liability limited by a scheme approved under Professional Standards Legislation. 

 


