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Don’t get lazy
jane slack-smith

I believe you can invest in more properties sooner 
than you think. You have built a great portfolio 

and it is now costing you less than $10,000pa 
before any tax benefits to keep the portfolio. 
I would look at refinancing the first investment 
property you fully pay off to get the funds to grow 
your portfolio, rather than rely on your annual sav-
ings. Your assumptions allow for the 10% deposit 
and an additional $28,000 for each in stamp duty 
and costs. All up you require about $80,000 per 
property or $240,000 all up.

Since 2007 lenders have been hesitant to give 
“cash out” – allowing you to take funds from your 
unencumbered first investment property. However, 
at lower loan to value ratios (LVRs) some still allow 
this, especially if they can see your plan as you 
have. Hence I would suggest you access 80% of 
the value of property one, $248,000, which con-
veniently gives you the amount you need for your 
three property purchases. I suggest you try to have 
this loan financed under your CBA Professional 
Package (if you can service that debt with the CBA 
servicing model). This cuts down the cost of the 
new loan and gives you access to an offset account 
for each property. Whatever you do, don’t cross-
collaterise any of these properties.

Although I think you are young for putting a lot 
of property into an SMSF as you may not be able 
to reap the rewards for another 30 years, it is an 
option for many if they do “max out” on their cur-
rent ability to service debt. A little-known fact is 
that lenders to SMSFs only assess the expected 
income and debt of the SMSF; your personal debt 
and ability to service it is not considered. There is 
a catch though – if you do make voluntary contri-
butions to your super then lenders need to look 
at all your debt. Hence SMSFs have allowed many 
investors to continue building their property port-
folio in a way that allows them to maximise tax 
advantages in the future. 

Do your research. Many think that if they are 
buying in an SMSF then somehow where they 
buy is less important. It is not, so don’t get lazy. 
Apply the same criteria and hard work at doing 
the research.

Jane is director of Investors 
Choice Mortgages and founder 
of Your Property Success online 
education. Jane’s latest book is 
Your Property Success  
with Renovation.

www.yourpropertysuccessnow.com.au or 
www.investorschoicemortgages.com.au

Sam Henderson is CEO and senior financial adviser at 
Henderson Maxwell. www.hendersonmaxwell.com.au. He is 
the author of Financial Planning DIY Guide and SMSF DIY 
Guide; and host of Sky Business’s Your Money Your Call

strategy and tactics
sam henDerson

It’s important to approach these ques-
tions from two distinctively different 

angles – strategic and tactical. Your 
strategic approach considers the most 
tax-efficient entity and structure to buy 
and manage investments and utilises 
tax laws and corporate structures to 
guarantee the most cost-effective path 
from purchase to sale, based upon per-
sonal finances and changing lifestyle (ie, 
marriage, kids, job changes etc). Things 
change and you need to prepare.

An expert financial adviser can assist 
but it’s difficult to find one who can talk 
property without trying to convince 
you to flog your properties and buy 
managed funds. Seek out an independ-
ent adviser with a fixed fee and experi-
ence in property and structures.

Typically, superannuation attracts a 
lower earnings tax of 15%, and capital 
gains tax of 10% on the sale of assets 
after 12 months. In your own name, it 
could be 46.5% if you’re on the high-
est marginal tax rate ($180,000-plus). 
In retirement, over 60 (under current 
legislation), a person can sell a property 
within super free of capital gains tax.  
So, too, in retirement rents would be 
tax-free, as are dividends from shares 
or interest from term deposits!

You can’t touch the equity until 
you’re 60 or any of the assets for that 
matter. That’s 25 years away. You will 
also need larger deposits of around 
20-30% in your super fund as banks 
will only lend at an LVR (loan to value 
ratio) of 70-80%. You can pool your 
super monies to increase the value of 
your super but you will need around 
$150,000-$200,000 to get started.

Importantly, you will also need a debt 
instalment trust, a corporate structure 
within your self-managed super fund 
(SMSF) under which to purchase each 
property and to structure the debt. 
These will cost you $1500 to $2000 
each, in addition to your super fund 
documentation, also around $1500 
or more. Strategically, super is a great 
vehicle for investment as you can each 

salary sacrifice $25,000pa into super 
to reduce the debt and increase your 
equity, allowing you to buy a new prop-
erty every four years or so. Given the 
low LVRs, many properties will be cash-
flow positive and therefore not require 
further funds to repay interest – it all 
goes off the debt to allow you to buy a 
new property faster.

Tactically, pick the best possible 
investments that tick all the boxes con-
sidering the eight key attributes of an 
asset: risk, return (income and capital), 
liquidity, volatility, flexibility, price, tax, 
security. Respectfully, many people can 
save a few dollars for a deposit, borrow 
money from a bank, purchase a prop-
erty and then cross their fingers and 
hope it goes up.

Becoming enamoured over property 
will give one sure solution – a pile of 
debt and a requirement to continue 
working hard to service that debt until 
hopefully a time comes when prop-
erty prices have risen and debt has 
remained the same. You can then sell 
a couple of properties, repay the debt 
and hopefully live off the equity. No 
doubt that is the plan.  

I’m not saying don’t follow your 
dreams, but do your homework and 
don’t become enamoured of property. 
Focus on goals and objectives, be set 
on the outcome and not the asset class 
to get you there. Property is not guar-
anteed success. Don’t get into property 
development unless you are a profes-
sional or willing to study because there 
is never a guarantee of success.

Like share investing, do your 
research and get a great accountant 
and financial adviser; and always do 
your numbers, consider options and 
honestly assess the risks. Use RP Data, 
Australian Property Monitors or similar 
for your research; get good software; 
always engage a quantity surveyor; and 
look after tenants. 

Consider shares, bonds and other 
asset classes as a form of comparison. 
They are also low-maintenance.

CASe STUDy

Fixed on bricks and mortar
A couple tells Susan Hely they want even more property

Investing in property has long been 
the sacred cow in Australia. For Ali-

son and Darren Chapman, property is 
the preferred investment because it will 

give them passive income later in life 
when they have paid off the mortgages. 
They view it as low-risk. 

The Chapmans bought their first 
property in 2004, 40 kilometres from 
the centre of Melbourne, initially to 
live in. They attended seminars, read 
books on property investing and spoke 
to relatives and friends before deciding 
on property. 

They bought their first investment 
property in 2007 – a detached four- 
bedroom house on the Gold Coast. 
They bought another house three years 
ago in Melbourne and then another on 
the Gold Coast this year. All four prop-
erties are well-tenanted family homes. 

They have investment debt of around 
$1 million and the properties are valued 
at $1.7 million. “We have sacrificed a lot 
to save as much as we can to build our 
property portfolio,” says Alison. 

They now live in a mining town on 
Western Australia’s coast, 1500 kilo-
metres north of Perth, and much of 
their earnings pay off the mortgages. 
“We have a set plan for our future and 
are not spending a great deal at the 
moment,” they say. The Chapmans 
would like to buy four more investment 
properties to meet their financial goals. 

Do the experts think this is viable 
given their current debt levels and 
earnings? Should they consider ware-
houses or developing vacant land?

Their long-term plan is to live off 
the rental income, work less and spend 
more time with their growing family. 
What investment structure would best 
suit this passive income stream when 
they retire?

Note: There are rumours the federal 
government is looking at the rules on 
property and SMSFs.

nAMe: Darren and Alison Chapman
STATUS: 37 and 35. Children two and 
five months.
QUeSTIon: Should we buy properties 
while Darren is earning an income – to 
maintain a negative-geared portfolio 
– or pay off the debt we have? Is there 
anything we can set up now to reduce 
the tax we pay when retired? Can we 
or should we move the properties to an 
SMSF? How do we use an SMSF to buy 
more properties?
SoLUTIon: Look at other investments 
too. If property wins out, make sure you 
research any further purchases. One way 
to finance another three properties is to 
sell your first fully paid-off property. 


