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Peter Gianoli, the founder and inspiration behind 
Limitless Real Estate, is widely recognised as one of 
Australia’s foremost property marketing experts.

Peter has more than 20 years of experience in the property industry 

working across some of the country’s premier development projects and 

throughout his career has overseen the sale and settlement of properties 

worth in excess of $1bn. Peter is also a highly sought after public speaker 

and has educated audiences throughout Australia and around the world 

on topics including property investment and marketing.

Peter’s Property Investment eLearning Courses and Seminars are 

designed in response to having helped hundreds of investors build 

successful property portfolios.

Peter’s continuing success is a strong testament to practicing what he preaches. By downloading 

and reading this eBook you are invited to witness an insight into how Peter absorbs, modifies, 

updates and evolves his train of thought and daily practices to remain at the top of his game in 

today’s fast paced world of Real Estate and in particular Property Investment.

For more information about downloadable Resources and access to Peter’s tailored Property 

Investment Training please visit www. limitlessrealestate.com.au

If you would like to book Peter as a keynote speaker or workshop presenter at your next property 

or Real Estate event, please visit www.petergianoli.com

MEET THE AUTHOR
PETER GIANOLI 

© Copyright www.limitlessrealestate.com.au | All rights reserved.
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The Nine Steps to Success is the process to follow when selecting investments to add to your 

portfolio. The steps guide you from the initial idea stage, all the way through to securing the right 

tenant and then ultimately building your portfolio. Each stage is designed to reduce risk.

If you want to make good decisions, then treat property investment like a business decision. 

Do your research, speak to the experts and make informed choices that are best suited to your 

individual circumstances. This approach might not be as exciting as going straight to the ‘FOR 

SALE’ ads but it will provide long-term rewards.

There are many variables when it comes to property investment and regardless of whether you are 

a first time or experienced investor, there is always something new to learn.

I hope you find this book both informative and useful and in particular I hope you find this nine step 

structure logical and lucrative. Because this property investment information is of a general nature I 

encourage you to discuss any specific queries you may have with the relevant experienced expert.

Peter Gianoli

Property Specialist| Author| Speaker
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There are several sound reasons supporting the idea of investing in residential property. Australia’s 

continual population growth, a well-reported housing undersupply and ongoing infrastructure 

development all underpin long-term house price increases.

Perhaps the biggest reason why property is so popular as a form of investment is that it is relatively 

easy to understand, especially when compared to shares and other financial assets. Property is 

tangible; it can be touched, renovated and customised. Yet tangibility doesn’t equate to simplicity 

and depending on your personal situation, property may or may not be ideal for you.

Property can be less volatile than shares or other investments

Research has shown property to be less volatile than shares. Volatility is a measure of how much a price 

moves over time. Less volatility in an investment is typically good, since returns will likely be more stable. 

The benefit of low volatility for property investors is that, while shares can rise and fall by the minute (and 

even alter in price drastically overnight), property typically rises or falls in value gradually.

You can leverage property to borrow up to 90 per cent (or possibly more)  
of the investment value

Banks will typically lend much more to someone purchasing a property than shares. Investment 

properties can be purchased at 80 per cent LVR (loan to valuation ratio), or up to 90 per cent LVR 

with mortgage insurance (note that mortgage insurance is an added cost). And if you already own 

your own home and have a reasonable amount of equity in it, you may not even need a deposit. 

For example, if you have a house worth

$400,000 and you have a $100,000 mortgage on it, you have $300,000 of equity in the property. 

You could use that equity to obtain finance to buy other properties, rather than having to provide 

the deposit from your own money.

You can earn rental income as well as capital growth

Ongoing rent from tenants can help you service your loan repayments, while capital growth (where 

the property rises in value) can provide gains when you sell the property.

WHY PEOPLE INVEST IN REAL ESTATE
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Property can provide tax advantages

Property can provide tax advantages where the cost of owning the investment exceeds the 

income you receive. When this occurs it is referred to as negative gearing (see more on this topic 

under ‘Finance’ in Step 6). If you take out a loan to purchase an investment property the interest 

on the loan is tax deductible, and you can deduct such expenses as property management fees, 

loan costs and repairs. Depreciation also provides advantages on newer or renovated properties. 

Homes are depreciable over 40 years, and capital improvements such as a new kitchen or hot 

water system are also counted. Of course, tax benefits alone are not a good enough reason to 

invest in anything, yet they can provide advantages as part of an overall investment portfolio.

Improvements to increase value

You can exert direct control over the value of your investment by making improvements to  

your property.

Invest for the long-term

Property should be considered a long-term investment. You should consider a minimum 

investment of five years, and preferably seven to ten, to be a suitable timeframe. There are some 

good reasons for this. Buying an investment property involves substantial upfront, ongoing and exit 

costs (discussed above). Therefore in order to make a profit, the value of an investment property 

needs to grow by more than the value of these costs, and the after-tax costs associated with 

holding onto the property.

Most investors target capital growth from their property investments, yet it can take time for a 

property to increase in value and it doesn’t happen in a straight line. You may need to endure 

occasional years of low or even negative growth throughout the course of your investment.

Property is often described as a stable investment which can bring about the notion that it is a ‘low 

risk’ option. This is not technically true. The fact that property occasionally goes down in value is a 

reflection of its inherent risk. All investments have an element of risk, but risk is reduced when you 

have a long investment timeframe as you are giving yourself time to ride out any short-term volatility 

in returns.

In fact the potential for volatile short-term returns are a normal part of investing in higher risk asset 

classes (such as property) and investors with long-term horizons should not view these periods  

as alarming.
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There will always be a time for a business to thrive in their season. There are others that will thrive 

for a moment, and then they fail and end up admitting defeat. For those of us who are interested in 

real estate investing, the same thought may also cross your mind. “Yes I know others make money 

in Real Estate but knowing my luck the moment I get involved the market will crash”. Of course, 

it helps if you are in the right place at the right time to get properties and get tenants in them, but 

with careful due diligence and good advice your chances dramatically increase.

What is more despite the fact that there are rises and falls in the real estate market, you can still 

benefit from real estate investing. In fact, when the economy is not at its greatest, often becomes 

some of the best times for potential real estate investors to get great scenarios for investing.

The prices of properties become cheaper, because it becomes a buyer’s market. This can yield a 

great deal for those who can get in the market quickly to acquire these homes and use them as 

rental properties.

There will always be someone that is looking for a place to live.

Another thing about the market is that you still have some stability, even with a downturn in the 

economy, as described above. Don’t think that when there are economic downturns, that it is the 

end of the world. It isn’t. People don’t realize that it is one of the best times for people to purchase 

property at an affordable price and sometimes a real deal.

The Team

Developing a team of consultants that will help you in making your investment decision is priceless. 

Many of these consultants will work for nothing such as Real Estate Agents and Mortgage Brokers 

(they earn commission or a trailer if a deal is done), whilst others such as your lawyer or settlement 

agent will provide a fee proposal.

Without experts on your team, deals take longer to find, evaluate and close, so there is the value 

of your time and the loss of valuable opportunities. Do it yourselfers miss details that experts would 

see in a minute, like clauses missing in contracts, obvious defects in construction and the like.

An expert team on your side means you’ll have fewer surprises as you wade through the 

sometimes turbulent waters of purchasing and managing a property.

WHY REAL ESTATE INVESTING
CONTINUES TO HAVE A MARKET
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Team members to assemble include:

• Real Estate Agent(s)

• Mortgage Broker

• Lawyer and or Settlement Agent

• Financial Planner

• Builder

• Planner

• Designer or Architect

• Surveyor

• Building Inspector
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GET ORGANISED

Before you even go looking for a property you need to find out how much you can borrow which 

can vary between lenders and may even be higher than you feel you can comfortably afford.

It’s extremely important to be realistic and determine the loan amount you can effectively manage 

over the long-term to allow you to realise your future plans.

Think about how the loan will affect your lifestyle and how you want to live over the next ten to 

fifteen years and then customize your approach to suit. Always factor in an additional margin of 

around two per cent on repayment figures to give you room to breathe and to build a buffer for any 

future interest rate rises.

To prepare for the loan application, you need to be aware that the lender will assess three key 

areas: your income, assets and liabilities. In addition, they will look at the size of your deposit, the 

value and type of property you are looking to purchase and of course your credit history.

In terms of income, the lender will need to see some form of documented evidence of your 

earnings and how your income is derived. Recent pay slips and group certificates from at least the 

last two years are commonly requested by most lenders.

Credit reports are also a routine part of the lender’s assessment and include reviewing

not only your credit cards but any other financial commitments you have.

It is also worth knowing a few other things in relation to how you are assessed:

• Remember that high limits on credit cards can damage your servicing capacity as the repayment is 

calculated on the maximum facility, NOT the current balance of the card.

• In general, you will need to demonstrate a genuine savings pattern of between three to six months 

which usually equates to between five and 10 per cent of the property’s value, but some lenders will 

view accelerated personal loan and car loan repayments as an acceptable form of genuine savings

• High numbers of credit enquiries may label you as a habitual credit seeker which can lead to an 

application being declined, even if the rest of your credit history is relatively clean.
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• Lenders will also look at your dependents (generally anyone you are supporting financially) and 

determine how that will affect your ability to service a loan.

• Loan approvals and borrowing capacities can be affected if a property falls outside the residential 

norm, including some in rural and remote areas, dual use properties and those that don’t fall within 

a minimum size requirement. Make sure you fully disclose the ‘style’ of property you are intending to 

buy and ask questions to avoid wasting time.

The importance of a good financier

Having a sound relationship with a financier can provide unique benefits to the property 

investor, including:

• Faster application and approval times

• The potential for greater loan value where the financier has a sound understanding of an individual’s 

finances Inclusion of rent in the assessment

• Strategies to defer finance on a new property purchase while you sell a current property

• The possibility for limited recourse loans, where the debtor has limited claim in the event of a 

repayment default

Using a Mortgage Broker

Establishing a relationship with a mortgage broker can bring you significant benefits. A good 

mortgage broker will offer advice as to which lender is offering the best product for your situation 

and needless to say this will save you a lot of time shopping around. It is this element of choice 

which has seen the broker industry grow dramatically in Australia. However the real value of a 

mortgage broker who is experienced and well versed in investment property finance is that they will 

have their finger on the pulse with regards to loan structures and credit policy.

As with most things, it’s the quality of the person you deal with that will determine the success of 

the relationship.

What to look for in a mortgage broker

Q. What is a broker and why should property investors consider using one?

A. mortgage broker acts as an intermediary between the borrower and lender. Their primary role 

is to advise the borrower and recommend mortgage loans.

Property investors are most likely to use mortgage brokers because they offer a range of value 

added and personalized services that should result in a positive and uncomplicated home 

purchasing experience.

They may also require more help with the process of loan applications.
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Q. What should borrowers look for in a broker; qualifications, experience, accreditations or client 

references?

A .The most important factor in choosing a broker is ascertaining their levels of professionalism 

and education.

The Mortgage and Finance Association of Australia (MFAA) is Australia’s peak industry body 

providing services and representation to over 12,500 professional credit advisers, mortgage and 

finance brokers, so a membership to this body would be deemed a good guide.

The MFAA regularly launches consumer awareness campaigns to help property buyers identify 

credited mortgage brokers and navigate complex and confusing messages in the mortgage 

market.

Q. What services can a broker offer to borrowers?

A good mortgage broker can navigate a range of issues with the borrower to ensure the most 

appropriate loan is secured for their individual circumstances. Unfortunately, comparing home 

loans is not as simple as comparing rates alone. Flexibility of repayments, the levels of service 

offered by a lender and other features of the loan must be considered.

Q. Who does the broker operate on behalf of - the borrower or the lender?

The role of a mortgage and finance broker is twofold. Firstly they take the time to really 

understand the borrower’s financial situation. Secondly they advise on the depth and breadth of 

appropriate home loans available on the market.

It’s important to remember the best deal is not necessarily the cheapest rate.

A good broker will examine your circumstances and future plans to recommend a loan that is 

right and can help build wealth. Many products seem to offer a great deal but they could have 

penalties, fees and charges you may not be aware of, or they may not offer the flexibility you 

require in the long-term.

Q. What costs are involved in engaging a broker?

In general, brokers do not charge a fee for accessing appropriate loan products. If the loan 

is approved and settled they are paid a commission by the lender. Brokers must disclose the 

commission structure and explain upfront any fees that may be payable by the borrower.
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COMPARE SIMILAR PROPERTIES FOR INVESTING

If you are thinking of investing in real estate, don’t just go out and buy the first house you see with a For 

Sale notice in the front yard – even if it seems like a bargain. The price could be way too high! How can 

you find out if it is indeed the bargain that the real estate agent assures you it is? Don’t just take their 

word for it. Naturally, the seller is out to make as much from the deal as possible and the agent knows 

that the bigger the selling price, the bigger his commission is likely to be. So what to do?

The 100 Rule

One surefire strategy to ensure that you get a good feel for a particular property market and ultimately 

pay the fairest price for the property you like is to follow the 100 rule.

We recommend looking at 100 properties that are comparable to the one you would like to buy. You 

need to do the leg work to inspect 100 properties, especially if you haven’t purchased in the area 

before. With this rule you could be dropped anywhere in the world and if you are given enough time to 

inspect 100 properties you can be assured that you will be buying at better than retail price.

Even if you are working fulltime, you must dedicate the time to complete the 100 Rule. The purchase of 

a house is far too significant to leave to chance. It is well known in property circles that the secret to a 

profit when it comes time to selling the property is based on how well you purchased the property in the 

beginning.

Make a decision to block out a few hours every Saturday and aim to see five or ten properties. If you are 

consistent, you will see 100 properties in 2 to 3 months, making you an expert in that area and giving 

you a huge advantage over 98 per cent of the competition. You will be able to identify real bargains 

instantly and come from a stronger position when negotiating because you know another deal is just 

around the corner.

When watching the housing market, consider the following:

• The number of homes that are in the area

• The number of days the homes have been on the market

• The price of a new home compared to those that are being sold by homeowners

• The price of renting versus buying

• The number of homes that are in your price range

• The highest price you can pay when buying a home

• Interest rates in comparison to housing prices

• The time of year
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When comparing multiple properties, make sure your comparisons are balanced. The best way to 

ensure this is to consider the following points.

•  Number of bedrooms. Generally, the more bedrooms a home has the more expensive it will be, so 

to compare a two bedroom house with one that has three is not a fair comparison.

•  Ensuites – is there one, two or none? A three-bedroom house with no ensuites may or may not be 

comparable to a two-bedroom house with one ensuite.

• General condition. Don’t just count the bathrooms; look at the general condition of the house and 

surrounds.

•  Floor space. A bigger house will usually sell for more.

•  Building materials used. In most markets brick and tiles will sell for more than fibro. But you have to 

match these up with your original to see if the price differs and by how much.

The 10 Biggest Mistakes Made By Property Investors

One thing you don’t want to do is to get into an investment deal that doesn’t turn out right, or at least 

the way you thought. After all of that time, work, and research of finding an opportunity, the last thing 

you need is a potential real estate nightmare. Here are 10 things you can do to help yourself steer clear 

of that:

•  Buying a property close to home (so you can drive past)

•  Self-managing tenants

•  Buying at auction

•  Buying older properties (with no potential to add real value)

•  Buying based on the look or feel of a place

•  Asking a real estate agent for advice and blindly believing it

•  Over capitalising

•  Selling to realise a profit (when you should refinance and save the tax)

•  Paying off debt (when you should create a redraw facility)

•  Selling property to transfer into self-managed super funds (to purchase property)

•  No finance clause included in the contract
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•  Failing to get an expert to review the contract

•  Buying in regional or rural areas

•  No strategy for mitigating risk

•  Waiting for a downturn in the market

•  Waiting for the deal of a lifetime

•  Buying for ‘future development upside’ on the open market

•  Chasing the lowest interest rate option

•  Not having the correct ownership or financial structures in place

•  Not allowing for all purchase costs (stamp duty, mortgage registration, Loan Mortgage Insurance 

(LMI) if required)

•  Selling property to finance lifestyle.

On second thoughts, there may be more than 10!
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LEARNING THE BASICS OF REAL ESTATE CONTRACTS

Real estate contracts are usually based on common law contract principles. The contract is drafted in 

the form of an offer and signed by the buyer who is deemed the ‘offered’. An acceptance is made if the 

seller agrees to the exact terms and conditions, and the offer is not binding until this happens.

If the seller wants to change something, like the date of settlement on the deal or any other detail, that is 

considered to be a counter-offer. Even the smallest detail in each offer must be strictly adhered to if the 

deal is not to be invalidated.

A real estate contract is called a ‘bi-lateral’ agreement because both parties want and agree to perform 

a buying or selling action.

To make a real estate contract valid, certain protocols must be adhered to.

•  There must be ‘mutual agreement’.

•  Both offer of sale and offer to buy must be in writing. If either part is an oral agreement it is not 

binding.

•  Both parties must be identified in the contract. Full names and middle initials must be used. If the 

parties are corporations, that must be stated with full company title.

•  The property must be properly identified with Volume and Folio number or at the least the correct 

address. ‘My seaside home’ is not good enough.

•  Purchase price must be clearly stated.

•  There must be ‘consideration’ for the contract to be enforceable. Consideration is a nominal sum of 

money in the form of a deposit.

•  Only parties of legal age and sound mind are allowed sign it.

Certain subject to clauses can and in many cases should be added to a contract. A common one is 

that the offer will only be accepted ‘subject to finance approval by (due date)’.
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Other common subject to clauses are: -

‘SUBJECT TO INSPECTOR’S REPORT’ 

Some lending facilities require a termite inspection before approving a mortgage.

‘SUBJECT TO SALE OF PURCHASER’S HOME’ 

This subject to clause is generally countered by the seller with an escape clause.

ESCAPE CLAUSE 

This is an important part of any contract, especially from the seller’s point of view. It should state 

that the seller has a right to continue showing the property and if another offer is received the 

purchaser will be notified and given 48 hours to waive the condition or the original agreement will 

be made null and void allowing the seller to accept the new offer.

Certified Real Estate Agents know all about contracts, but it doesn’t hurt to learn a bit about them 

yourself. Knowledge is power and can protect you from fraud. However, don’t be part smart and 

try to do it all yourself without legal opinion because you may inadvertently cause yourself hardship 

you did not intend.
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The benefit of borrowing to invest

Borrowing money to invest (leveraging) has risks – mainly the risk you can’t afford to pay back 

your lender. However, borrowing smartly can also effectively increase the returns from property 

investments in two ways:

LEVERAGING CAN MULTIPLY THE GAIN OF YOUR INITIAL CASH DEPOSIT 

In simple terms, leveraging an investment means you can invest in more than would otherwise be 

possible and if your investment goes up in value, the return on your initial deposit is multiplied, as 

demonstrated in the following table.

While this example shows the outcome of a property gaining in value, it’s important to note that 

if your property loses value, your losses will also be multiplied. This may result in you owing more 

than the property is worth.

LEVERAGING CAN IMPROVE AFTER-TAX RESULTS

While borrowing involves paying interest, this and other loan costs are tax deductible. Where the 

overall cost of an investment property exceeds the income received from rent, called negative 

gearing, it can result in the investor having a lower overall taxable income. The benefit can be a 

significant tax saving, although the overall value of negative gearing depends on each individual’s 

circumstances.

Negative gearing

Negative gearing is regarded by many people as the ultimate goal in property investing, but this is 

not necessarily the case for everyone.

FINANCING YOUR PROPERTY 
INVESTMENT

Purchase Own Money  Borrow Sell Capital gain Return on initial 
 (Investment)    investment

$200,000 $200,000 $0 $220,000 $20,000 $20,000

$200,000 $20,000 $180,000 $220,000 $20,000 $20,000 less costs
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Not all investment properties are negatively geared. If your investment property earns more in rent 

than the overall cost of the finance, it is effectively positively geared and you will need to pay tax on 

the difference. This is not necessarily a bad thing, it depends on your financial situation, how much 

cash flow you require and how much the property gains in capital growth before you sell it. If you 

are unsure, it is always beneficial to seek professional advice on matters relating to tax.

Most properties, however will be negatively geared because the cost of servicing a loan is usually 

greater than the rent received. The following example explains negative gearing in a simple way.

Financing your new property investment can be the most frustrating part of the whole process. 

This is the time when you will figure out how to pay for the investment.

Types of Loans to Purchase Your Investment Propert

Different loans suit different borrowers; here is a snapshot of the most common home loan types 

and how they work. You should be familiar with these loans so that you will be able to make an 

informed decision when it comes to financing your investment.

Negative gearing: an explanatory example

An investor purchases a unit for $300,000, depositing $50,000 of their own money and borrowing the 
 remaining $250,000.

The interest rate on the loan is 7 per cent p.a., or $17,500 for one year (interest only loan), while the weekly rent 
is $300, or $15,600 a year. Ongoing costs including council rates, water, property management, insurance and 
maintenance are $2,600 each year.

Overall income for the year will be $13,000 (rent minus ongoing costs). However, because annual repayments 
are $17,500, this results in a loss or ‘shortfall’ on the property of $4,500. The investor’s annual taxable income is 
effectively reduced by the amount of the loss, which will result in less tax owed to the Australian Tax Office (depending 
on how much other income they earn from salary and other investments).

Disclaimer: examples are for explanatory purposes and to be used as a guide only for the purpose of gaining an 
understanding of the subject matter in question.
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1. STANDARD VARIABLE RATE 
Suited to: most borrowers 

How it works

Standard variable rate home loans are the most popular type of home loan.

The flexibility of a standard variable rate loan allows you to inject more money into your loan 

than required so you can pay off your principal sooner - and consequently reduce your interest 

repayments.

With this type of loan it’s also generally easier to switch loans, lock in a fixed rate and refinance.

The variable interest rate is set with reference to the Reserve Bank of Australia’s (RBA) official cash 

rate. As its name suggests the rate varies over the term of the loan depending on official cash rate 

movements.

The upside

Flexibility: Standard variable home loan rates offer borrowers flexibility with a range of optional 

features, such as a redraw facility, offset account, extra repayments or access to a line of credit. 

These features can help you reduce the overall term and cost of your loan.

The downside

Higher rate than basic: While a standard variable loan offers a range of features, the interest rate is 

generally slightly higher than a basic variable home loan rate.

A number of bank `pro packs’ offer a complete range of facilities, including a savings account, credit 

card and offset account, all for just one annual fee.

Unexpected rate movements

Don’t assume that your lender’s variable rate will fluctuate in line with RBA cash rate. As we have 

seen in recent times, banks have shown their ability to raise their standard variable interest rates 

above and beyond RBA levels for individual reasons.
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2. FIXED RATES 
Suited to: those who want the certainty of knowing what their repayments are each month

How it works

Fixed rate loans let you lock in an interest rate for a specified term, whether it’s for six months or 10 

years.

At the end of your fixed term, the loan reverts back to a standard variable loan, unless you have a 

different agreement with your lender.

Fixed rates can save borrowers in a rising rate environment. But if rates fall you may find yourself 

paying considerably more than the variable rate.

The upside

Certainty: You’ll know exactly what you’re paying, regardless of what happens in the market.

Specials: Lenders often have specials on fixed rate products, so it helps to do your homework 

before making a decision.

The downside

Little to no flexibility: You are locked into the loan for a set period of time so only commit if you’re 

confident you can see the loan term through.

Exit fees: These can be hefty if you decide to pay out the loan before the end of the fixed term.

Break costs: On top of exit fees you may face significant break costs. This is usually the interest 

and fees you would have otherwise been required to pay during the fixed term.

Knowing when to fix: Trying to beat the market with a fixed rate is very tough. There are different 

factors that influence the pricing of fixed and variable rate products. As a rule of thumb, the lowest 

fixed rates are usually available when variable rates are between three and nine months off hitting 

their lowest level. But picking that point is very tricky.
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3. BASIC VARIABLE RATE 
Suited to: any borrower who is looking for a ‘no frills’ loan solution with a lower variable rate

How it works

Basic variable home loans are not the same as standard variable loans and it’s easy to get the two 

confused. Put simply, a basic variable home loan offers less

`bells and whistles’ than a standard variable loan.

While a standard variable loan can be packaged up with an everyday savings account, offset 

account, credit card, and so on, a basic variable loan does not generally have these features.

The upside

Lower rates than standard: Basic variable loans generally have a lower interest rate because they 

do not have fancy features. Basic variable rates have been known to be lower than their standard 

rate counterparts by as much as 0.5 per cent per annum.

The downside

Rates can spike: Like a standard variable interest rate, basic variable rates can also fluctuate 

depending on changes to the RBA’s official cash rate or your lender’s individual monetary policy. A 

basic variable loan may also have restricted flexibility, like limitations on rate fixing.

4. NO DEPOSIT OR LOW DEPOSIT LOANS 
Suited to: people with no or low deposit 

How it Works

No deposit home loans are designed for borrowers with good income but who lack a full deposit. 

Even though lenders tighten their lending policies from time to time, there are still100 per cent loans 

on the market – but they are tough to secure.

In general terms a 95 per cent loan is the highest percentage loan you’re likely to secure, but these 

can be scarce too depending on market conditions.

Any loan above 80 per cent carries the additional cost of lender’s mortgage insurance (LMI) but this 

maybe worth the expense if it means getting into your property sooner.

Family pledge loans also allow you to use the equity in a relative’s property to cover your deposit and 

borrow the rest to buy the property.

These kinds of loans are increasingly popular with first home buyers and investors, particularly those 

with parents who are keen to help them out.
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The upside

No savings required: For those who pay rent, or are simply struggling to save up a five or 10 per 

cent deposit, using family equity means you may still be able to secure a home loan.

The added benefit is that by reducing your loan with family equity, you can capitalize the LMI on top 

of the borrowing amount.

Concurrent Loans: Some lenders may offer a personal loan on top of a home loan to cover 

purchase costs such as stamp duty and legal fees.

This loan may attract a different interest rate to the home loan and reduce the amount you will have 

to borrow under the home loan and therefore reduce your LMI risk.

The downside

High risk: No deposit loans carry a higher risk, not only for you as the borrower but also for any 

family member that guarantees the loan by putting up their own property as collateral. If you’re 

thinking of using family equity, make sure both you and your relative understand the risks.

Terms and conditions: There are strict terms and conditions that apply to a no deposit loan and it 

helps to talk to a mortgage broker to determine your eligibility.

5. LINE OF CREDIT EQUITY LOANS 
Suited to: borrowers with fluctuating incomes, investors and those looking for rapid 

mortgage reduction

How it works

A line of credit is essentially an interest only loan where the principal sum is never required to be 

repaid. Borrowers can pay as little or as much toward the principal each month above the interest 

repayments.

This type of loan is usually linked with a credit card that has an interest free period which, in theory, 

allows the borrower to drive down the principal sum by paying their income directly onto the loan. 

With a line of credit you can withdraw funds up to a maximum limit at any time.

The interest rate on a line of credit is generally variable and more costly than the standard rate.
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The upside

Versatility: This product can be very powerful for disciplined borrowers with tight control of their 

finances. Borrowers who combine tight budgeting with effective use of their credit card facility can 

repay their mortgage years ahead of schedule.

Investors can also use their line of credit to quickly redraw any additional funds in the loan to make 

further investments.

Flexibility: A line of credit loan allows flexibility as there’s no minimum monthly repayment 

requirement. This is a useful option for those who can’t commit to regular repayments as income 

fluctuates from month to month.

The downside

Never ending debt: If not used effectively this product can add years to your repayments. Without a 

clear strategy borrowers can find themselves saddled with a loan that is never reduced.

Discipline: Living off credit can be tricky and it takes discipline. Budgeting is essential otherwise you 

could end up paying the same amount in interest as a standard loan – or even more.

6. COMBINATION / SPLIT LOANS 
Suited to: borrowers looking to spread rate risk How it works

Combination or split home loans effectively split the total amount you are borrowing between loan 

products – usually a fixed and variable interest rate home loan. This loan has two main benefits. It 

gives you some certainty that part of your repayments will be unaffected by interest rate fluctuations 

as well as the flexibility of a variable rate home loan.

This can result in saving time and money over the loan term. Essentially, what you get is two different 

loan products with the serviceability of one. A combination loan can be split a number of ways, not 

just 50:50. Your broker or lender can help you tailor your loan to best suit your needs.

The upside

Risk insurance: A combination loan lets you lock in a fixed interest rate for part of your loan 

amount, thereby reducing your exposure to changing market forces.

Flexibility: The variable rate portion of the loan leaves you with flexibility to make extra payments 

and redraws.

The downside

Over fixing: Be careful to ensure your tailored combination loan suits your needs.

Break costs: The can be penalties for breaking the fixed rate term of the loan if you want to 

refinance or switch to a different loan structure.
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7. LOW DOCUMENTATION LOANS 
Suited to: borrowers who are self-employed How it Works

Low documentation loans (low doc loans) require little or no income documentation to substantiate 

a loan application. Low doc loans can have fixed or variable rates as well as a range of features. 

The popularity of these types of loans tends to waiver in the eyes of lenders depending upon how 

buoyant the underlying economy appears to be performing.

Low doc loans remain a product for borrowers who are not eligible for a conventional home loan. 

Lenders recognise that while self-employed borrowers may not be able to provide sufficient evidence 

of a stable income they are nevertheless ideal candidates when it comes to loan serviceability due to 

their business cash flow.

The upside

High LVR’s: Low doc borrowers can generally borrow up to 80 per cent of a property value.

Non-banks: Some non-bank lenders may accept a loan to value ratio (LVR) of up to 95 per cent

The downside

Loan mortgage insurance: With higher borrowing comes higher risk. Most lenders will require the 

borrower to take out Loan Mortgage Insurance (LMI), even if the LVR is around 60 per cent. Low doc 

borrowers can also find themselves paying a higher rate than full documentation loans.

Strict lending: Changing credit laws regularly impact on eligibility criteria for Low doc loans. 

Mortgage brokers or lending institutions are always the best avenue for advice on this type of loan.
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8. NON-CONFORMING LOANS 
Suited to: credit impaired, self-employed, non-residents, new residents and no deposit 

borrowers

How it works

If you can’t get a loan because you do not fit traditional lending criteria do not despair - you are not 

alone. One in five Australians are unable to obtain credit from a traditional lender often through no 

fault of their own.

If this is your situation, a non-conforming loan can be the answer. There are plenty of lenders that 

specialise in non-conforming loans. When looking for a lender, approach it the same way you would 

any other loan. Look for good rates and especially a good customer service rating.

Rates for non-conforming lenders are typically higher than those for banks but terms are more 

flexible and loans are more easily attainable.

The upside

Non-conforming home loans are now a lot more flexible than in the past. They may be available as a 

variable, fixed or split rate loan and may have many of the features of a more traditional loan, such as 

offset.

The downside

You can expect to pay more interest for a non-conforming loan. These loans will also attract 

higher fees.

Different finance arrangements for different investors 
There are also a number of strategies available to property investors to either increase cash flow or 

improve their overall financial position:

Interest in advance: This is a type of loan that allows an investor to pay the following 12 months 

interest in the current financial year, bringing forward these costs and increasing the overall tax 

deduction.

Invest through a self-managed super fund: Borrowing to invest in property may provide 

advantages to operators of a self-managed super fund (SMSF), in particular since they receive 

advantageous tax concessions.

PAYG variation: This strategy can help improve cash flow, where you have a negatively-geared 

property that will make a loss. It involves an application to the Australian Tax Office to reduce the 

amount of tax withheld from your regular salary (paid by your employer), thereby increasing your 

take-home pay. Rather than receive a lump-sum tax refund at the end of the financial year, the extra 

money can be put towards the ongoing cost of repaying your home loan.
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Where to Find a Lender 
There are many places to find a mortgage lender, such as:

•  Newspaper advertisements

•  Television advertisements

•  Family or friends

• Your current lender

•  Your current bank

•  Online

As you can see, finding a lender should not be too difficult. You may have to contact several lenders 

before you find a lender that will give you a loan that meets your needs. As previously indicated when 

you apply for a home mortgage loan, the lender will check the following:

•  Your credit score

•  Your credit history

•  Your current income

•  Income of co-signer

•  References (professional and personal)

•  Current interest rates based on the amount you are asking for

•  Status of other loans you may have

•  Number of years you have been eligible to work

•  Number of years you have had credit

There are many factors that will go into your approval or denial of a home loan. You will have to be 

patient. You should contact a few lenders to see which ones will give you the best deal. Once the offers 

have been received, you will have to make some important decisions.

You should feel free to contact your lender at any time during the home buying process with questions 

and concerns you may have. In the instance of financing for an established property the lender is also 

likely to consider the following before granting you a loan:

•  The home inspection report

•  The termite inspection report

•  The home appraisal

These reports are very important to a lender because they will tell the lender how much the home is 

actually worth and the types of damage that have lowered the overall value of the property. Lenders 

expect homeowners to keep the home for at least five years. This will allow them to make a profit on the 

money they have loaned you. It is not worth it to them if you have to sell the home shortly after buying it 

because there is too much damage and you can no longer live there.
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Applying For a Home Loan

When applying for a home loan, you will have to bring the information listed above to the lenders office, 

or if applying online, supply copies that are faxed to the lender. You will be asked additional questions 

that will help lenders determine if you are able to pay the loan back on time. These questions include:

• Number of years renting a home or apartment

• Late payments on credit cards and other loans

• Active loans (such as student loans or car loans)

• Number of years at your current job

• Additional income

• Amount of the loan and number of years to pay it back

• Number of years living in an area

• Dependents that are living at your home

• Tax returns and bank statements

Applying for a loan can take a week or more. This is because background checks, credit checks and 

reference checks must be performed before the loan is processed.

In the meantime, you should be concentrating on gathering your paperwork, calling friends and family 

that you want to use as references and sorting through your papers in case you cannot find everything 

the lender requests.

If you do not have your latest tax returns, you can contact your accountant and request them. Bank 

statements and bill statements from the past year should be enough to secure a loan.

If you are turned down for a home loan, you will be notified as to the reasons why. This can be 

devastating, but you should find other lenders and try to apply again. If you have poor credit, you may 

need to go through a lender that specialises in granting loans to those with poor credit. You may have 

to pay a higher interest rate, but at least you will be granted a loan.
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Reasons for possible denial include:

• Poor credit or not enough credit

• Length of time at your job is too short

• Income level for the amount of loan requested

• Loan default

• Failure to pay rent or other bills

• Too much credit

Applying for a home loan can be stressful, but if you have good credit, steady employment

and sufficient income you should have little trouble qualifying for a loan.

If you have poor credit, it’s a good idea to use a mortgage broker to secure a loan who have multiple 

lenders to choose from, rather than going through a bank.

What not to do when applying for a home loan

There are a few things you should not do after applying for a home loan:

x  Buy a new car

x  Begin a new job

x  Buy new furniture and other large items using your credit card/s

x  Apply for a credit card

x  Default on student loans or other loans

All of these actions will cause your credit score to change which will give lenders an inaccurate view of 

your spending habits and your overall credit score. If you take a job that pays less than you noted on 

your home loan application, your lender may not agree to grant you the loan.

If possible, do not begin a new job until you have secured the loan and settled on the property. Try not 

to spend money using credit cards. Buy furniture and other items using cash, or wait until you have 

signed the final contract and are the homeowner.

Increase Your Chances for Approval

There are a few ways to increase your chances for loan approval that will also help you determine what 

you will be able to afford each month:

• Pre-approval

Many experts agree that applying for a loan before you find a home and being pre-approved will 

help you create a budget, buy a home that is in your price range and help lenders make their 

decision faster. Getting a pre-approval can also strengthen your bargaining ability when negotiating 

on the purchase of the property.
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• Only ask for the amount you will need

One way to increase your chances for a home loan is to not ask for more than you will qualify 

for. This means you will have to look at your income level, the amount of debt you have and the 

expected monthly mortgage payment. You should also factor in cost of living expenses because 

your lender will. Apply for the amount you will need and nothing more.

• Pay off credit cards

If you are thinking about investing in a property in the next few years, you should prepare by paying 

off those credit cards and only using them for emergencies. Do not cancel your existing cards 

since this may actually lower your credit score. By showing you have a zero balance on your credit 

cards, you will be showing lenders that you know how to use credit wisely and you have been 

paying your cards off on time.

• Always pay bills on time

This includes your electric bill, rent, student loans and other bills that you may have to pay each 

month. By creating a track record that can be traced, you will be showing lenders that you are a 

responsible person who deserves to have a home loan.

Top Five Reasons Why Borrowers Are Rejected

1. THE BORROWER CAN’T DEMONSTRATE SAVINGS HISTORY 

Being able to demonstrate a track record of savings could make all the difference in securing a home 

loan. Lenders check bank accounts and other records for evidence of borrowers putting money aside, 

as this validate a borrower’s ability to make repayments.

2. LOAN SERVICEABILITY 

Continuity of employment and how long you’ve been with your current employer is taken into account 

when assessing security of income and loan serviceability. This is an issue for individuals who have 

taken time out of the workforce to raise children or for those who have started a new job.

3. THE BORROWER HAS CREDIT RATING ISSUES 

Lenders like to see a clean credit record and evidence of maintaining payments to previous lenders, 

landlords and/or service providers. Often borrowers submit applications with many lenders in the hope 

that one will say yes. However, this can cause havoc by reducing your credit worthiness. Something 

as simple as an unpaid phone bill due to dispute or shopping around for finance, that shows excess 

activity on your credit file, can be viewed as a negative by lenders. Basically, anything that may raise 

suspicion will be closely scrutinized and assessed for risk
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4. THE BORROWER CAN’T SUPPLY ENOUGH FUNDS  

Lenders need to be satisfied that in a worst-case scenario, they can sell your property for a sufficient 

amount to recover the cost of the loan. In the current climate, most credible lenders require borrowers 

to make a minimum contribution of 10 per cent when purchasing a new property or 15 per cent when 

refinancing.

5. NOT ENOUGH EQUITY TO REFINANCE  

In cases of refinancing, applications are declined due to the lack of equity in the existing property. This 

could be the result of a property being undervalued or an outcome of changed real estate conditions. 

Insufficient equity is a likely result if someone purchased a property at a time when home sales and 

prices were up with only a small deposit made on the mortgage and prices have since plateaued or 

declined.

The bottom line is that anyone currently looking for a home loan needs to present themselves as a 

reliable, secure risk for those handing out the money. The best thing you can do for yourself is to be 

organised and over prepared. That way you’ll come across as a great candidate if you can demonstrate 

your ability to repay to the best of your ability.

How Home Appraisals Can Affect Your Home Loan

Unfortunately, a home appraisal can affect the status of your loan. If the home appraisal comes  

under the selling price of the home, most lenders will not grant the loan. This can be heartbreaking,  

but there are a few solutions that may work depending on the rules of the lender. The following options 

are available:

The homeowner reduces the selling price 

Depending on the appraised value in comparison to the asking price, some homeowners will be willing 

to lower the price of the home if they need to sell quickly. You should not count on this happening since 

many homeowners want to receive the price they are asking for. You may have no choice but to find 

another investment.

A higher deposit 

Some lenders will grant you the loan if you agree to pay a larger deposit on the home and assume the 

financial risk. This is only an option if you can afford to pay a larger deposit. Do not risk your financial 

security in these cases, it is just not worth it.
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Dispute the appraisal 

You can send a letter to your lender disputing the appraisal or have another appraiser determine the 

value of the home. You will have to pay for this second appraisal, which may or may not yield the same 

results. There is no guarantee that your lender will accept the second appraisal.

Find another lender 

This is a last resort move because it will postpone the settlement for another month or so and there is 

no guarantee that the lender will accept the appraisal.

Since home appraisals are required by most lenders, you should find out during the loan application 

process the policies the lender has when dealing with appraisals. If your lender will not accept a lower 

selling price, you putting a larger deposit, or other solutions to a low appraisal, you should consider 

finding another lender just in case there are any problems in the future.

Home appraisals are based on the current value of homes in the neighborhood, homes that are 

comparable in size, the housing market and the age of the home. While you can expect to hear different 

numbers from different appraisers, you will see that these numbers will usually not be too far off.

The only real benefit of a low home appraisal is that it will tell the homeowners to list the home for less 

money so they will be able to sell it. In the meantime, you will have to find another home.

How Home Inspections Can Affect Your Home Loan

While a poor home inspection will usually not deter a lender from granting a home loan, you should 

be aware that some lenders will not grant a loan if there is termite damage or structural damage to the 

home due to water or age.

This will also lower the overall appraisal of the home, which could be another issue that lenders may 

have when deciding to approve a home loan.

If the home inspection is not favorable, ask your lender what will need to be done in order to rectify the 

problem. Often removing the termites and correcting the water damage is all that will be needed. Many 

times homeowners will foot the bill for these types of repairs.

Additional fees for home loans

You may notice you will have to pay small fees throughout your financing experience. It seems that 

every piece of paper you sign, file or request will cost you some money. Here is a list of fees that you 

may be charged:

• Credit report fee   • Loan discount fee

• Lender’s inspection fee  • Appraisal fee

• Loan origination fee   • Mortgage insurance application fee

• Title search    • Title insurance
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These fees can add up, so you will want to be prepared and have a little extra in savings for when these 

fees come up. Most of these fees can be put off until the settlement but you should be planning for 

them in advance.

Lenders mortgage insurance (LMI)

Most people know that if they default on their mortgage repayments, they will find themselves in an 

uncomfortable position that can result in their property being repossessed by the lender. The lender will 

then sell the property to recover the costs associated with the foreclosed loan. In the event the costs 

are not fully recovered, lenders mortgage insurance will be activated if a policy has been put in place. 

If the default mortgage is insured by an LMI policy, the mortgage insurer will pay any amount still not 

recovered by the lender after the sale of the property.

LMI’s started in Australia in the early 1990’s and as a consequence of their introduction, have helped 

borrowers by allowing loans with loan-to-value ratios (LVR) that are higher than the traditionally accepted 

80 per cent, to be approved. This has been useful for investors by opening the market for people 

with smaller deposits and allowing investors to reserve some of their capital by not placing so much 

initial equity in a property. It’s this lower initial equity that assists investors in making the most of the tax 

benefits of negative gearing through interest payments.

Loan mortgage insurance premiums are typically paid by the borrower and can vary greatly amongst 

lenders fluctuating by thousands to several thousands of dollars. The cost of LMI can normally be 

added to the loan amount (capitalising mortgage insurance). If a loan requires LMI, the application 

may end up going through two approval processes. The lender will perform their assessment and 

then the mortgage insurer for their approval. The mortgage insurer can often be more stringent in their 

approval process than the lender and this can lead to significant frustration. As such it can be seen that 

a property investor seeking finance should not only be attuned to lenders policies but also the policies 

of mortgage insurers. A relationship with an experienced mortgage broker should be sufficient in 

navigating these processes and approvals and is highly recommended.
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WHAT IS PROPERTY SETTLEMENT?

Put simply Property settlement is the process of transferring property from one owner to another.

Although the aim of property settlement is simple, regulations and compulsory procedures mean that 

the settlement process itself is complex and time consuming.

For your property to change hands, your settlement agent needs to:

•  Ensure any existing mortgage is paid off,

•  Ensure any caveats on the property are lifted,

•  Ensure all clauses on the Offer and Acceptance are fulfilled, and

•  Register the transaction with the authorities to make the transfer official.

Pro tips for the buyer:

1. Take nothing for granted. The presence of a dishwasher during your inspection does not mean 

it will be there come settlement. Avoid conflict by carefully assessing the property and listing all 

the items you consider fixtures and chattels in the contract. These items may include; carpets, 

window and light fittings, dishwashers, TV antennas, clothes lines, garden sheds, security 

systems and air conditioners.

2. The real estate agent selling the property is obliged to act in the best interests of the seller. Make 

it your business to protect your own.

Your conveyancer or settlement agent will prepare for settlement by ensuring everyone will be ready 

on the date, and arranging a suitable time for settlement to occur with all parties.

The buyer’s settlement agent will also ensure the correct amount will be handed over at settlement 

and order cheques from your lending institution.

Pro tip:

Keep in regular contact with your lending institution to ensure there is no delay in the preparation of 

their loan and mortgage documents and that the documents are made available for signing as soon 

as possible.

Your settlement agent will attend settlement on your behalf and ensure all documents are correct 

and handed over to the party who will hold security after settlement.
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Buying an established home

Once you have found an investment property, it will usually take between two or three months before 

you will be able to have somebody move in. In the mean time, you should plan the following:

• Home inspections

• Budgeting for paint and other supplies

• Taking time off from work

• Finding a settlement agent or lawyer if necessary

Proper planning will help you transition into owning your new investment much easier than if you wait 

until the last minute to deal with these details.

The Road to Settlement for an Off the Plan Purchase

Once a contract has been signed there is not much else you need to do before settlement approaches.

Most developers will keep you informed with the progress of construction and you should receive 

photos of the building at regular intervals as it takes shape. Because your purchase is an investment, it’s 

a good idea to think about finding tenants for the new property well in advance of completion.

Remember, mortgage repayments will be calculated from the day of settlement so you want to 

have tenants ready to take up residence from the earliest possible date. The developer may offer 

management services or recommend an agent that will look after the property, but don’t leave this to 

chance.

You may also want to obtain quotes from independent agents to ensure you’re getting a fair deal on the 

fees you’re being charged as well as the rental return the property is expected to generate.
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How to Attract and Keep Good Tenants

Ensuring your property remains tenanted is critical to the long-term success of your property 

investment. When your property sits vacant it’s lost revenue and making mortgage repayments 

when no income is coming in may become a struggle.

This unfavourable scenario is easily avoided by purchasing a good quality investment property in 

a well-established area that provides tenants with what they need. Here are a few handy hints you 

may want to consider to help you to attract and keep good tenants:

1. BUY WHERE PEOPLE WANT TO LIVE 

There’s no point buying a gorgeous property if the nearest shops, schools, public transport and 

petrol stations are two hours away. It doesn’t matter how attractive a property is because if it can’t 

meet the lifestyle requirements of the tenants it is highly likely the property will remain vacant. Instead, 

focus on areas that provide good amenities and facilities such as employment prospects, transport, 

entertainment, education, retail, a vibrant community and public open spaces. Although it’s not critical, 

properties with attractive surrounds or views are often high in demand if the rent is not unreasonable.

2. BUY AND MAINTAIN A GOOD QUALITY HOUSE 

The better the home, the better the tenant it will attract. A well-presented house is likely to attract a 

tenant who takes greater pride in their surroundings and it is more likely the home and gardens will 

be maintained to a higher standard. Simple things like new stainless steel appliances, fresh paint, 

clean floor coverings or manicured gardens will go a long way towards attracting better quality 

tenants who will take good care of your investment property and treat it like their own. You will also 

achieve a higher rental price for a well-maintained property.

3. BUY FOR FAMILIES 

Families are more likely to stay in a rental property long-term. The effort required to move is a lot 

more daunting for a family compared with a young professional couple in an apartment. Also once 

children are settled into schools, parents are less likely to move them. Families often have a better 

track record of home maintenance and pride than a group of bachelors so don’t be afraid to rent 

your home to a family. Once they are settled in, you have a guaranteed income for a set timeframe 

so you can sit back, relax and let your investment work for you.

TENANTS; THE LIFEBLOOD OF 
YOUR INVESTMENTS
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4. BE RENT REALISTIC 

Be sensible and realistic with the rent. This is relative to the configuration and condition of the 

property, its location and the current state of the market. If your property has been inspected by 

various prospective tenants but received no applications, you may need to revisit the asking rent. 

Rent in certain areas can be very price sensitive so an amount as little as $10 per week can be the 

difference between attracting a quality tenant and having your property sitting vacant.

5. LOOK AFTER GOOD TENANTS 

Good tenants are a real asset so when you find them, be sure to look after them. If they pay their 

rent on time, keep the house neat and tidy and don’t disrupt the neighbours, you might like to 

acknowledge their efforts with a small token of appreciation such as a Christmas present or you 

may choose to maintain their rent at current levels rather than trying to get maximum dollar at 

every opportunity. This small gesture will be appreciated and remember, they are paying off your 

investment for you!

6. CHOOSE A REPUTABLE PROPERTY MANAGER 

If you’ve chosen to have the property managed, do your homework before selecting someone for 

your property. They will be representing you and your investment and it’s important that they have 

your best interests at heart, as well as the ability to be firm but fair with your tenants. Be sure to 

shop around, ask friends and family for recommendations and have a good understanding of the 

fees and charges before you sign on the dotted line.

Questions to ask your property manager

1.  Does the agency have a dedicated rental department and how many staff will be looking after  

my property? 

Many agencies place less value on property management over the more glamorous sales 

department and some even leave the management of a client’s assets to the front desk staff 

and receptionists. Ensure that your agent has a dedicated property management department.

2.  Is a director/owner of the agency involved in the day-to-day management of the property  

management department? 

You may find that in an agency where the director has an active involvement, the property 

management department will take the business of property management more seriously.
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3.  How many years has the property manager been working in real estate? 

Going to a brand name agency doesn’t mean their service is going to be any better. Many 

people start their career in real estate as receptionists and then move up to the property 

management department and some of the top performers move into sales. Yet some 

individuals choose property management as a career and this is the type of person who should 

be looking after your property. They should preferably have a minimum of four years’ industry 

experience.

4.  Will the property manager give me a written proposal? 

Some property managers just go out and look at your property and say, “Okay, we’ll put it on 

our books”. Look for someone who has put in the time and effort to present a professional 

image to you and gives you a written proposal.

5.  What geographical area does the property management service cover? 

While you should be looking for a property manager with expert local knowledge, consider 

what your property portfolio will look like in a couple of years’ time. Will you own a number 

of properties spread throughout the suburbs? You could either employ a specialist property 

manager in each geographical location or you could instruct a large property management 

company that covers a larger geographical area.

6.  Does the property manager just hand out keys or do they attend property inspections with 

prospective tenants? 

If they hand out the keys and let the tenant inspect the property on their own, move on to 

another agency. Too many things can go wrong with this approach and the security of your 

property is compromised.

7.  How many properties does the manager look after? 

A property manager who looks after too many properties may not have time to devote attention 

to your property. Some busy agencies have more than 250 properties per property manager. In 

general, this is far too many to give your property individual attention.

8.  Do you have staff available to show my property to prospective tenants at least six days a week? 

The hectic pace of life and the advertising of rental properties on the internet 24 hours a day 

means a good property manager must be available to show prospective tenants your property 

when it best suits the tenant.
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9.  Do you have a system for checking prospective tenants’ credit worthiness, rental history and their 

current employment? 

Ensure that your property manager subscribes to a major tenancy database and screens all 

prospective tenants carefully.

10. Do you have a system that performs daily checks rental arrears and takes the appropriate action 

immediately? 

A good property manager who uses electronic funds transfer for rent collections and up-to-date 

computer systems should be able to monitor rental arrears daily and minimise late rental payments 

by regular communication with tenants.

11. Will you go to court for me and what is your previous success rate? 

Unfortunately, you just might have to go to the tenancy tribunal to protect your rights as a landlord. 

If this happens you will need an experienced property manager to represent you as tenancy laws 

have become quite complex.
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BUYING A PROPERTY THAT WILL GENERATE 
CASH FLOW OR CAPITAL GROWTH

Property investors have long debated the merits of capital growth versus rental yield. It is rare to find a 

property that delivers both high rental yield and high capital growth, as they generally have an inverse 

relationship meaning high yield may be achieved at the expense of capital growth and vice versa. This 

presents opportunities to the investor since different properties can deliver different types of benefits.

High yields from cash flow positive properties may be tempting in the short-term, particularly when 

interest rates are rising. However, it is generally accepted that capital growth should be the primary 

objective of property investment as this is where the major gains are made.

The balance between rental yield and capital growth may change over time as property goes through 

cycles. Though the market doesn’t follow a rule, when property prices are rising as a result of demand, 

a related increased supply of rental properties may reduce rental yield. Conversely, when capital growth 

slows, rents may increase.

The best result is a combination of yield and capital growth that suits your personal situation. And it is 

important to invest in a viable way. Seeking capital growth from your property investment may mean 

you earn less weekly rent, thereby resulting in a shortfall (where the rent you receive does not cover your 

regular mortgage payment). Working out whether you can afford this short fall over the long-term should 

be one of the first steps to your investment planning.

Even though achieving capital growth may mean forgoing short-term rental yield, as the following 

example shows, this can pay off significantly in the long run.

The importance of capital growth to long-term returns

Property A costs $400,000 and achieves capital growth of five percent on average. This property also 

achieves six percent rental yield on average (roughly $460 per week). After 15 years, the property is 

worth $831,571, while total rent yield over that period is $360,000 (assuming rent stays the same).

Property B also costs $400,000, yet achieves average capital growth of seven percent per annum. 

However, the rental yield is lower (four percent). After 15 years, the property is worth $1,103,613, while 

total rent yield is $240,000.

After 15 years, Property A has achieved a net position (capital growth plus rent) of $791,571, while 

Property B has achieved a net position of $943,613. Despite sacrificing rental yield, Property B achieves 

a much better overall outcome.
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Computing Real Estate Returns

In calculating your real estate budget, there are five main elements you should consider for correct 

calculations. Here is a brief summary of the terms you need to know.

• Positive Equity: Positive Equity is the difference between what you paid for a property and what you 

sell it for. Pay say, $350,000 and sell for $500,000 and your positive equity is $150,000. This is the 

largest single element in your calculations.

• Negative Equity: Is if you have bought above market value. Subtract the market value from the 

buying price. You would buy above market value if the cash flow was great enough to make it 

worthwhile, or perhaps if the deal was offered with no deposit for a little higher cost.

• Cash Flow: This is simply your net operating income less your mortgage repayments. Net 

operating income is your gross income less your expenses. Cash flow is what you have left after 

paying your expenses and mortgage payments. It is seen as one of the most important parameters 

in real estate returns.

• Principal Payoff: Most of your mortgage repayments consist of interest, especially at first. What is 

not interest is principal payoff. (Principal is the amount you borrowed).

• Tax Saving: This is the amount of money you save by having property. Multiply the depreciation by 

your tax rate level plus any negative gearing to find this.

• Appreciation: This is calculated by looking at the growth rate of nearby real estate. If it rises by say 

5% and your property is worth $500,000, then the appreciation is worth $25,000.

Calculate these five elements, add them together and divide by your deposit. As an example, if you 

bought at $100,000 and it is now worth $120,000, your positive equity is worth $20,000. If your cash 

flow this year is $2,000, while the principal payout is $200 and tax saving is $500, at the end of the year, 

your appreciation would be $5,000, which is 5% on $100,000.

To calculate your breakeven point on a rental property: 

• Estimate your gross rent. • Subtract your estimated vacancy (if any).

• Add other income. • This will give your effective gross income.

• Subtract your operating expenses.  • Now you have your Net operating income (NOI).

• Subtract your debt service. • Gives cash flow before taxes.

• Subtract depreciation. • You have your taxable income.

• Subtract taxes due or add taxes saved. • This is your after tax cash flow.
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This can be used to determine the financial feasibility of your potential investment.

There are many online helps for calculating various things like this. They can be found through places 

like www.ultimatecalculators.com or www.investorassist.com.au. Some of these websites have free 

forms that you can download or use online. Just fill them in to help with your financial calculations. You 

can also buy software for the same purpose. Simply Google, “Resale value of real estate”.

Passive or Active Real Estate Investments

Real estate investing can be both passive and active. Either way, you can create wealth from your 

property investment. The passive way of doing property investment – buy, hold and refinance is a low 

personal time commitment way of building your portfolio and your wealth. Whilst this takes time, it is 

not time that you are required to give up doing any hard work. This method suits those of us who are 

better spent using their time doing what they do best to earn their income and then using Real Estate 

investing to leverage the returns on that income.

This method of investing’s success is a matter of choosing properties that have a greater propensity for 

capital growth. If you get the property selection right, then you will build your equity more quickly, which 

means you can acquire your next property a lot faster.

Calculating Equity

The amount of equity available in your property is calculated by subtracting any loan balance owed 

from the property’s current value. For example, if your property is worth $500.000, and you have 

$300,000 left to pay on your mortgage, your equity is $200,000. In order to unlock this equity, investors 

can refinance their mortgage. The bank will first carry out a calculation to determine how much your 

property is worth. They will then calculate a loan-to-value ratio (LVR) to withhold some of your equity as 

security. This is known as useable equity usually being 80% of LVR.
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As can be seen, in this simple diagram below one can see how the equity gain in one property 

becomes the deposit for the next property, without tipping in extra money from your own pocket.

This process can be duplicated time and time again as investors acquire each additional

property
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Active Investment - Recycling Equity Faster

Active investors, however, use strategies that enable a far greater amount of control over the outcome of 

your investment by applying skills and knowledge that can enable you to obtain financial freedom in five 

years or less. Care must be taken however when actively investing not to over-capitalise nor over commit.

If you are taking on a project to manufacture equity, you need to do your research up front, understand 

all the expenses, have a clear plan to avoid going over budget and cover all your bases.

Active Investors also need to make sure there is enough of a buffer and be realistic about what they are 

likely to achieve.

Activities such as subdividing properties, renovation works and small unit developments are all deemed 

active real estate investments and should all yield dividends if care and attention is devoted to the key 

fundamentals.

Unlike passive investing, active investing requires considerable amounts of your time or the recruitment 

of a specialist to achieve the outcomes. What is more, along with the potential of higher returns 

also comes the significantly higher risk to the outcomes and is not a recommended activity for the 

inexperienced or risk adverse participant.

Other Tips About Real Estate Investing

It can’t be stressed enough that when you’re starting out, don’t rush to get the first piece of property 

that you see. It’s important that you conduct your due diligence with everything regarding real estate 

investing.

Even though it is a lucrative and profitable business, you can also lose money if you don’t work it 

properly. Don’t listen to all of those stories that you hear about people making lots of money “overnight” 

with real estate investing. It takes more than a day to start seeing a profit. It can take more than a week 

to actually get a property that you want and can afford to get.

If you take your time and look around, you may be surprised as to how much is available to you in 

terms of real estate options. There seems to never be a shortage of places where you can find a place 

to use for a profitable investment.

Once you get into real estate investing, it’s important to stay in it for the long haul. That’s the way you 

will create wealth. Regardless of whether the market is up or down, you must be willing to weather any 

storms that come about. There will be times when there are down markets, but you can’t give up and 

throw in the towel.

It seems like those that are getting their feet wet want to get in when the iron is hot, but when it gets 

cold, they want to bail out. Gaining lucrative wealth from real estate investing comes with staying the 

course. Even in downtimes, you can still profit. There will always be people that are looking for a place 

to live.
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You will be able to increase rent as time goes on. This will help you produce a surplus while you are still 

paying the same amount on your mortgage loan. This of course, can happen if you have a structured or 

fixed loan payment that doesn’t fluctuate during any given period.

Getting into real estate investing can be a good experience for you. You would be learning one of the 

best ways to build up wealth.

Since you are not Superman, don’t expect to do all of the repairs yourself. There may be some minor 

cosmetic issues you can take care of. Other than that, leave it up to the professionals. You don’t want 

to get burned out before you get your feet wet.

When you do decide to purchase property for investing purposes, seek counsel from those who have 

come before you. It’s important that you have adequate information before you jump into something like 

this. Real estate investing involves time and money. You need both in order to make this business work 

for you and you not working for it.

Find experienced investors that are willing to spend some time with you showing you some of the ins 

and outs of real estate investing. They can share some of their experiences with you and advise you 

on what to look out for. In addition to repairs, you will need to keep enough funds on hand in order to 

honor your mortgage loan obligations on time.

Having adequate knowledge prior to taking that leap into a venture like this can help you avoid the 

pitfalls that can befall some new real estate investors. Getting into real estate investing can be exciting 

and lucrative, but you have to be willing to deal with the negatives as well as the positives.

Have realistic goals and remember that real estate investing is a process. Those who claimed to have 

gotten their wealth quickly through real estate investing probably don’t have it now.

Most of all try to keep an open mind and don’t get yourself worked up when things go wrong, as they 

will when you have tenants. If you do your homework, you can avoid some of the issues that can 

happen to investors.

Getting the right tenant for your properties can sometimes be a hassle. However, it’s best to take your 

time and get the right people to manage it for you so you can avoid a major headache later.

Another thing you need to think about is not trying to hoard a bunch of properties at once. Start out 

with one and then work your way up. Working at a slower pace will help you to properly maintain and 

manage what you have.
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You will be successful once you employ strategies that take you from one step to the next. It’s better 

to have properties that will provide you with a steady income than waiting on the next blockbuster that 

may take a while, meaning years to come. That’s a poor cash flow scenario waiting to happen.

After you feel comfortable with the first one, then you may want to look for the next one, and so on. This 

will help you to appreciate your investments better as opposed to being in a hurry to make money and 

acquire wealth. 

Be better than your competition. Don’t just take a punt and hope that people will come. You have to 

research and analyze.

Not everyone you ask will be willing to step up to the plate, but you will find a few that won’t mind 

spending time to help you along the way. Of course, you still have to conduct your due diligence.

Before you know it, you’ll be on your way to building wealth with real estate investment properties.



56

Comprehensive Real Estate Investment Property portal visit  

www.investorassist.com.au 

Up to the minute online Property Investment Education and mentor programs visit  

www.limitlessrealestate.com.au
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