This newsletter has been designed to keep you updated on what is happening within the industry and our Real Estate Office
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We would like to take thig
opportunity to wish you a very
prosperous Financial New
Year.

Our office will be processing
landlords,  which
the

on

for our
summarise
expenditure
properties.

investment

If you have any queries relating
to this report, fell welcome to
contact our office.
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Negative Gearing

The term “negative gearing” is
classic jargon that can often be
misunderstood.

So what does “negative gearing”
really mean?

An  investment property is
“negatively geared” when the
mortgage interest and other tax
deductions, such as management
fees, rates and maintenance
costs, are greater than the rental
income.

This results in a net loss that may
be offset against your other
income (such as your salary),
which then lowers your overall tax
bill.

In this way, the taxman as well as
your tenant helps you pay for your
investment  property. While
hopefully at the same time, your
property is steadily appreciating in
value.

An example of how negative
gearing works:

Mrs Smith, a property investor,
buys a unit for $300k, puts in $50k
of her own money and borrows the
remaining $250K. The annual
interest calculated at 7% is
$17,500* and the weekly rent is
$300 or $15,600 a year.
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$17,500
Rent = $15,600
Difference = -$ 1,900 (loss)

(* Example figure only, will vary
with daily interest charges and
frequency of mortgage payments)

Interest =

Expenses
Ongoing costs including rates,
water, insurance, maintenance

and depreciation allowances are
$2,600 each year.

When you factor in the expenses
to own the property and the
difference in interest charged and
rent, you have a loss of -$4,500.

In this example, the investor can
reduce the tax liability on their
other assessable income by the
investment property’s loss of
$4,500.

Continued over....




The loss on the investment
property is then deducted from the
taxable income.

If Mrs Smith received and paid tax
on $40,000 income for the year,
her new taxable income would be
reduced to $35,500 (taking into
account the deduction of the
$4,500 property loss). This would
result in a tax refund benefit on the
difference of $4,500. If Mrs
Smith’'s tax rate was 30%, this
would result in a refund of $1,350.

Obviously, the higher the tax
income bracket and property loss,
the greater the tax benefit will be.

Most people accept a loss in
income because they believe it will
be more than compensated for by
a capital gain (increase in property
value) down the track. But you
need the financial flexibility to fund
a cash-flow deficit while the
property gain accrues. You don't
want to get 18 months into a
property investment to find the
cash deficit is intolerable.

If you are looking to reduce your
tax paid, we recommend that you
discuss this further with your
accountant.

End of Financial
Year Checklist

Don't forget to claim all
expenses!

Make an appointment with your
accountant

Ensure that you have all of your
rental statements

Ensure that you have all invoices
for expenses*:

Insurances

Rates & Council Charges
Water charges

Cleaning

Repairs

Managing agent fees
Stationery & postage
Telephone calls

Bank charges
Advertising costs

Pest control

Tax-related expenses

Servicing costs (i.e. Pool, spa,
heaters)

Electricity and gas supply

Gardening & lawn maintenance

Legal expenses

Interest on loans

Land tax

Travel expenses to inspect the
property

Depreciation on fixtures and

fittings

Capital depreciation (building)

(*This is a guide only and does not
cover all claimable expenses)

We strongly recommend that you
consult your accountant or
financial advisor to assist you with
claiming your maximum allowable
tax deductions.

Budget for the
unexpected!

If the hot water system in your
rental property ceased tomorrow,
would you be able to afford the
$1000 (ish) to replace it?

Owning an investment property
involves regular upkeep, cleaning,
appliance replacement, renovations
and improvements.

If you have not done so already,
now is the time to put a little extra
savings away for the unexpected.

Also think about if your property
needs updating in the future. Well
presented and updated properties
attract more rent and better tenants!

An extra $20-$50 per week can
help alleviate unexpected financial
pressure.




