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WHAT YOU'LL
LEARN IN THIS
EBOOK

Buying an investment property is a popular
choice for many Australians and now the
conditions for good returns are highly
favourable – interest rates are historically low,
demand is high and there is a lack of quality
property available for the population who want
it.

BUYING AN INVESTMENT

Every goal or plan starts with the first steps and
it’s always reassuring to have experts guide you
through unknown territory.

SET UP YOUR GOALS

This eBook is designed to give you some
information about where to start and some of
the things to look out for. The team at Calla
Property can help you along the way with
working out some of the essentials through to
finding you a great property.

WHAT TO LOOK OUT FOR

PAGE 02

This eBook contains general information only. The information in this eBook does not
constitute investment advice.  Rather it is intended to raise some of the issues clients
regularly bring up and the reasons they seek out our professional services. The
information is general in nature and does not consider clients’ personal objectives,
financial situation or needs.  The information in this eBook is not a substitute for
financial advice.  Calla Property Pty Ltd and the author assume no responsibility for any
actions taken independently.

DISCLAIMER



ARE YOU READY TO
TAKE ACTION?

Before you spend too much time
worrying about the hows and ifs,
spend some time making sure you’ve
got the right headspace to pursue
your goals through property
investment.

As Henry Ford said, ‘whether you
think you can or you can’t – you’re
right’. When you are ready, then this
eBook will help you to answer some
questions you might have and help
you to understand who you need in
your corner to help you succeed.

WHAT ARE
YOUR
GOALS?
The cost of NOT taking action can be
significant. While it’s vital that you
find the right people to trust to find
the right property for your investment
strategy, not taking action is a sure
way to not achieve your goals. 
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Action is the
foundational key to all

success. Pablo Picasso



Before you can make any decision, you need to ‘know your numbers’ and
knowing how much you can afford to borrow is key. A good mortgage broker
can help you navigate through the many different types of loans available and
work out the best loan for your current circumstances and future goals. They
will be able to find out how much equity you have in your home as well as how
much a loan will cost in the current circumstances, and stress test your
numbers if interest rates go up.  It’s best to first obtain a ‘pre-approval’ for
your investment property finance so you know exactly what your borrowing
capacity is prior to embarking on the research process.

If you would like to buy an investment property using your SMSF a good
mortgage broker will be able to talk you through the requirements and
restrictions the government places on these kinds of investments, both in
terms of the location and type of property as well as how much you’re allowed
to spend.  You will also need a financial planner to set it up for you.

WHAT YOU NEED TO KNOW ABOUT
MORTGAGES
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MORTGAGE 
BROKER

KNOW YOUR 
NUMBERS

LOAN 
OPTIONS

PRE
APROVAL



LMI may be payable if your LVR (Loan to Value ratio) is more than 80%.
That is, if you have less than a 20% deposit, plus costs, you may have to pay
LMI. There is a very common misconception that Lenders Mortgage Insurance
(LMI) is designed to protect both the lender as well as the borrower in the
event of a loan default.

However, in the case of a loan default, LMI covers the lender for any shortfall.
It is an additional cost outside of the standard fees and charges related to
purchasing. As LMI is aimed at compensating lenders and investors for loss
due to loan defaults, borrowers/purchasers need to ensure that they are
happy to pay these rates, as they can be quite expensive for riskier loans.

On the other hand, if paying LMI allows you to enter the property market
sooner than later, then it’s worthwhile considering. So, can LMI be included in
the loan amount? The answer to this is Yes, however borrowers should note
that this will make the total loan amount higher, and further result in
increased minimum monthly repayments. It is also important to note that
insurance providers will pursue borrowers who have defaulted, for the balance
of their loan, after it has been paid out. Some borrowers have even declared
bankruptcy after being pursued.

Further, the biggest takeaway from this is that it is crucial to do your due
diligence, before jumping into any commitment. Factor in potential future
interest rate increases and seek the correct and professional financial/legal
advice before signing up for a loan.

WHAT IS LENDERS MORTGAGE
INSURANCE
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If you have less than a 20%
deposit, plus costs, you may

have to pay LMI. 



The structure of your loan is important if you have a view to long term
investing. You may or may not have heard of cross collateralisation or cross
securitisation, however it is one of the fundamental structural concerns to get
right from the outset.

So, what is it?

Simply put, cross collateralisation is one way of loan structuring whereby one
(or more) properties is used to secure the mortgage on a different property.
This is where the borrower offers a different property than the one the loan is
used for as security for the lender.
If you don’t have your properties cross collateralised, then you will have one
loan for each property.
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CROSS COLLATERALISATION AND
STRUCTURE

ADVANTAGES

Keeping in mind that the magic number is 80, that is 80% LVR or loan to value
ratio, many borrowers do what they can to keep below this figure as they don’t
want to pay LMI (Lender’s Mortgage Insurance). The decision to not cross
collateralise is often made when a borrower has equity in their existing
property, typically their owner-occupied property, but not enough cash to use
as a deposit on a new property.

The borrower is then likely to put the two properties together giving them
greater borrowing capacity and reducing the risk for the lender and avoiding
LMI. Another situation whereby a borrower may use this strategy is when their
credit rating isn’t as strong as what the banks require. The lender can reduce
their risk as they have more than one property held as security. There is also
slightly less paperwork involved in getting the new loan and sometimes the
borrower can negotiate a better interest rate as the borrowings are higher. 

Now for the negatives….
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DISADVANTAGES

As you can see from the ‘advantages’, banks love cross collateralisation.  It
means that they have more control over your properties which reduces their
risk. However, should anything go wrong with one of your loans, they have
rights to all properties. Hopefully, this won’t be a situation you ever encounter,
so let’s look at other disadvantages for the astute investor.

Since the lender has control over your entire portfolio, if you need to sell one
of the properties, the lender can dictate the terms and conditions of the sale
and limit the way in which the proceeds are used. Bank policies are dynamic
and the conditions under which you first had your loan approved may change
by the time you try to sell. That will not usually affect the property you are
trying to sell but could influence the others remaining in the portfolio. What
happens if a lender changes their lending policy so that the acceptable LVR is
80% instead of 90% and one of your properties has gone down in value? Or if
the lender was happy to accept 100% of rental income but will now only accept
80%? You can see how you may be forced to use some of the sale proceeds,
that you thought were going down as a deposit for a new home, to service or
top up your existing properties – just to satisfy the bank’s policy.

It also usually means that when one property is sold, the whole portfolio
needs to be reassessed, which means new valuations, more paperwork and
increases time and cost.  Selling a property is stressful enough, surely you
would want to avoid further complications.

Having multiple properties can also affect your ability to negotiate the interest
only terms. Generally, lenders are happy to grant 5 years interest only and will
sometimes allow longer terms upon request once the first 5-year term is up.
However, if you have more than one security with them, they may stipulate
that you start paying principal and interest, to minimise their risk. The lower
the LVR, the lower the risk to the bank. Changing lenders can be very time
consuming if you have cross collateralised property.  With more than one
security there is a lot more documentation to provide. Refinancing with only
one security involved usually only means obtaining valuations of the other
properties to substantiate your asset position, not also providing payments
history etc...
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DISADVANTAGES

But the main disadvantage for investors is that you may be limited in your
ability to access equity in a property. Where properties are cross collateralised
the overall equity gain or loss is measured as a sum of every property in the
portfolio.  So, while you may have had good capital growth in one asset,
another security may have fallen in value or stalled. Therefore, the gain that
you thought you had experienced in one property can be severely affected by
losses in another.

WHAT SHOULD I DO?

In the early stages of developing your portfolio it can make sense to avoid
paying LMI and to use the equity in your first home to help buy the second, so
on and so forth. However, once you really start to develop your portfolio this
approach can slow you down and interfere with your investment strategy.
Undoing a cross collateralised portfolio, where there are several properties
involved, can be costly and take some time.
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01 FIND A MORTGAGE BROKER
Who really understands how to structure complex loans. Like any industry,
there are varying levels of experience and understanding and the level of
understanding your mortgage broker had for your first loan may not carry
you through to a portfolio of loans.

02 SPEAK TO YOUR ACCOUNTANT/FINANCIAL ADVISOR
Again, one who is adept at dealing with complexity. They should also be able
to help you with the most advantageous structure.

03 DON'T BE AFRAID OF LMI
It can often be a good long term wealth creatdecision and often doesn’t cost
as much as you think. Remember LMI protects the lender, not you.

04 AVOID CROSS COLLATERALISATION
It can often be a good long term business decision and often doesn’t cost as
much as you think. Remember LMI protects the lender, not you.

05 CONTACT US
If you would like help with your investment strategy, loan structure and
more information about this and other issues that could be holding you back
from realising your goals.

WHAT ARE THE NEXT STEPS?



FIXED vs 
VARIABLE 
RATES

PAGE 10

Variable rates, as the name suggests, is a home loan interest rate that varies
according to market conditions and is influenced by the wholesale cash rate
set by the Reserve Bank of Australia.  There is competition amongst lenders
and rates and policies vary. The advantage of choosing a variable loan is that it
is the most portable type of loan. That means that you can easily switch banks
at any time and generally without penalty. You have more control over the
loan and can ‘top up’ the loan if you have equity, negotiate a more favourable
rate and change to a different loan product if you want to.

With a fixed loan, you are fixed into the rate for a pre-defined period of time.
The rates are usually cheaper than the available variable rate for the same
type of loan. However, you are locked in for the stated period which means
that if a better rate or a better loan comes out, you can’t take advantage of it.
Also, if your circumstances change, you can’t change the loan. If you break the
loan, for whatever reason, you will have to pay costs to do so.

Many people consider that fixed rates are like insurance. If you’re comfortable
with the interest rates when you apply for the loan, you’ll probably be able to
afford the same rate for a number of years, assuming your circumstances
don’t worsen. However, you do sacrifice flexibility and lower interest rates.

What is the difference and
what do you need to be
aware of?
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Interest only payments are easily the most common type of loan choice for an
investor. This is because the interest paid on a loan associated with an
investment property is wholly tax-deductible.  The accounting is simple. There
is no real advantage of paying principal and interest on an investment loan.
This product is better put to your principal place of residence as it makes
sense to pay down the debt as quickly as possible.

With an investment property, the goal is to keep it and take advantage of the
compounding factor over time. The debt on an investment property is
considered ‘good debt’ as it’s a tax deduction and the growth outweighs the
principal over time.

INTEREST
ONLY vs
PRINCIPAL
INTEREST

What is the difference and
what do you need to be

aware of?

There is no real advantage
of paying principal and

interest on an investment
loan.



Since early 2007, the ability to borrow in
super has allowed many investors to
leverage their superannuation directly into
property. This is widely seen as an attractive
tool to reduce risk and volatility, as well as
improve returns. This ability to leverage is
best achieved through a Self-Managed
Superannuation Fund (SMSF). 

SMSFs currently account for approximately
32% of all superannuation funds, as such; it
is the largest individual segment; above
industry, retail and other sectors. There are
quite a number of crucial factors that need
to be considered to avoid making essential
and costly mistakes. It is essential, that the
right questions are asked, and the right
issues are addressed when it comes to
operating an SMSF, and using it to invest in
property.
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T

SMSFs currently account
for approx. 32% of all

superannuations funds. It's
the largest super segment.

INVESTING
USING YOUR

SUPER



As an SMSF is a trust, it must be controlled by a trustee. A trustee does not
necessarily have to be an individual, it can be a company as well. Trustees
must operate for the sole purpose of providing retirement income, and all
SMSF members must either be an individual trustee, or director in the
corporate trustee. SMSFs can have up to four members, thus allowing various
members of a family, or associated persons, to pool their superannuation into
the one SMSF.
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SETTING UP AN SMSF

IT IS RECOMMENDED THAT ALL TRUSTEES READ
AND UNDERSTAND WHAT THEIR

RESPONSIBILITIES ARE.

BORROWING TO PURCHASE
INVESTMENT PROPERTY

The Limited Recourse Borrowing Rules (LRBR) are a set of strict rules that
constitute the structure and legalities of borrowing. It is important to note
that even though it is allowable to improve the property (e.g. another
bathroom or bedroom) while debt is present, these costs must be sourced
from internal SMSF cash reserves. It is not permissible to make any major/
fundamental changes to the property from what was originally purchased, and
purchasing land under one contract, and then building under a second
contract is not allowed. If debt is still present, the property cannot be held
within the SMSF directly, but rather, it must stay in a ‘holding trust’. In the
event of a default, the property can be used as security and seized, hence the
limited recourse.It is worthy to note that planning for an unexpected low
valuation is a major step in this process. Remember that any shortfall incurred
will need to be made up, if the bank does not lend any further.



Any type of property; whether it be residential, commercial, or industrial, can
be purchased with an SMSF. A property cannot be purchased from another
member or related party. As the centric focus of an SMSF is to provide
retirement income, a residential property cannot be rented off an SMSF. You
can however rent a ‘commercial property’ (non-residential property used for
commercial profit-achieving purposes).As the tax rate on Super earnings is
15%, comparing to an individual marginal tax rate (which can be as high as
45%); many choose to purchase property in super, and then pay it down in
super, to then sell back to themselves once within the pension stage. Incurring
the cost of stamp duty needs to be considered here, however this is usually
quite acceptable because of you can pay down the debt much faster in super.
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WHAT SORT OF PROPERTY CAN I
PURCHASE?

CAN I NEGATIVELY GEAR IN MY SMSF?

A major benefit of superannuation is that once
an individual reaches the pension stage, the
fund pays no tax, and the members pay no tax
on the pension received. ‘Negative gearing’
basically refers to when the rental income after
operating costs is not enough to cover interest
expenses. If a property is purchased outside
super, any shortfalls in interest against rent are
payable, and a credit is received at tax time. If a
property is purchased inside super, individuals
will need to ask their employers to salary
sacrifice any shortfalls which will reduce taxable
wages. Thus, your tax benefit will be the same.
The SMSF will receive the contribution and will
use it to absorb the shortfall, further leaving you
in the same tax position as compared to buying
outside super. You will need a qualified Financial
Planner and Accountant to help set this up and
ensure the SMSF is compliant year on year.



WHAT DOES IT MEAN TO FIND THE
RIGHT PROPERTY AT THE RIGHT TIME?

First, let us better understand the property cycle. A property cycle is best imagined in the
form of a clock. 12 is the peak of the market and 6 is the bottom. It stands to reason that
6 being the bottom of the market is the best time to invest in property. That’s kind of
true but not quite, so let’s unpack it a bit more. Between 12 and 3 is considered to be the
‘Correction Phase’ of the market. Both the amount of property on the market and the
over-inflated prices achieved in the ‘Growth Phase’ undergo a period of correction.
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RESEARCH

Getting the timing of the market right is the holy grail of property investment.
Some people seem to have a knack at buying low and selling high. For us mere
mortals, what does that mean and how can we possibly predict the timing of
the property market?

PROPERTY CLOCK
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PROPERTY
CLOCK
Between 3 and 6 the property market goes into decline. This is partly due to
the fact that often the property and share markets are counter-cyclical, so
when the property market corrects, many investors put their funds into the
stock market. Also, all markets thrive on confidence and after a few years of
correction, confidence also declines.

Between 6 and 9 the market starts to recover and is predictably described
as the ‘recovery phase’. This happens when investors are more confidently
coming back into the property market. The oversupply of property, in
particular, apartments has been ‘corrected’, and it’s more affordable. The
areas that show the greatest signs of recovery are the ones that have
announced infrastructure projects that promise new jobs.

They are capital cities or significant regional areas that show strong
population growth. New jobs drive population, and population drives demand.
6 is often described as the bottom of the market but also the opportunity
marker. I often say that this is true, however, we don’t know that we’re at 6
until we’re at 7. If you research recent property markets that aren’t doing very
well, such as Darwin and Perth, they’ve been stuck between 5 and 6 for years.
Until they show strong signs of recovery with the property fundamentals to
support future growth, they’re not markets to consider investing in. Until these
markets have started to show clear signs of recovery, ie: the market being at 7
or 8, it’s difficult to feel confident in your investment.

No matter what number the market is at in the Recovery Phase, (6, 7 or 8),
between 9 and12 is the ‘growth phase’ and just like it sounds, this is when
demand is growing and when you will make the most amount of money from
your investment property, in the first cycle. Confidence is strong and there is
much greater demand than supply, so prices skyrocket. This is also described
as a ‘seller’s market’.All of this is only relevant for the first cycle, but it’s
critical. If you don’t get this part right, then you will risk losing your property
before you’re able to enjoy the growth. If you do get this part right, then after
the first property cycle which endures 7-12 years, depending on the area, you
will have the cashflow to support your investment. After this cycle, compound
interest will be doing the heavy lifting for you, in terms of capital growth.
When you leave your money in the market for long enough, magic happens
and is the reason both Albert Einstein and Warren Buffet described it as the
8th wonder of the world.

"The ‘growth phase’ is
when you will make the

most amount of money."



We take into account many data points to get the timing of the market right.
More research than the average investor has time to do or access to. Timing is
the first part of the research and most important and is called the macro
research. It is the Big Data that help predict the timing of the market –
Economy, Employment, Population, Demographics, Infrastructure and Lending
Policy. Once the timing is understood, there are more numbers the successful
property investor needs to understand – the micro research or ‘the right
property, in the right place’ as well as due diligence on the builders/developers
in the area. If you know there is a lot of research necessary to consistently
identify ‘the right property, in the right place at the right time’ but you either
don’t have the time, energy or know-how to undertake it, turn to the multi
award-winning property experts who do – Calla Property.
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OUR PROPERTY RECOMMENDATION

"IT IS THE BIG DATA THAT HELPS PREDICT THE
TIMING OF THE MARKET"

Once you’ve worked out your financial goals
and how much you can borrow, it’s time for
the fun part – finding a property to buy. But
where do you start?  There are many factors
that can influence the future value of your
investment and knowing what to buy and
where can be very daunting.  Surprisingly,
many investors choose to buy in the same
suburb or street they’ve lived in their whole
lives, assuming that they ‘know’ the area.
However, clients rarely really ‘know’ the area
they live in as well as they think they do.
Knowing what really drives good returns on
future value requires many, many hours of
research.  While you may well have seen
your suburb or area do well in the recent
times, do you really know whether that is set
to continue or where on the growth cycle the
suburb is? 



Similarly we often see clients who take note of what suburbs have been
identified as ‘top investment suburbs’, however there is often a lot of variation
within the suburb depending on many different variables.  We even see large
discrepancies within the same development.  Even if you have the time and
the know-how to research potential high returning properties, did you know
that most stock available in Australia is not available directly to the public? 
 The investor market is currently so strong that many developers and property
companies prefer to sell through referral partners than directly to the public.
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OUR PROPERTY RECOMMENDATION

WHY UNDERSTANDING CASHFLOW IS
CRITICAL?

Many investors focus on trying to find the right property in the right suburb at
a low point in the property cycle. This is really important because it will result
in finding a great tenant in the kind of property they’re looking for and you’ll
get a jump on the compound interest. What most investors don’t spend
enough time on, however is the cashflow or the weekly holding costs
associated with the investment property. The harsh reality is that if you can
not afford to hold the property, or pay for your investment week in, week out,
then there is a very high risk that you won’t realise the capital growth the
property promises.



If the costs to hold the property adversely affect your lifestyle, there is a high
risk that you’ll need to sell the property. This is especially important during
the first property cycle. So what numbers do you need to know? The main
costs are: mortgage payments, strata, property management and insurance.
Subtract these annual costs from the annual rental income and they’re your
net costs. Divide by 52 and decide whether that is a figure you can comfortably
afford. If not, consider investing in a cheaper property or one that attracts
more rental income.
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WHY UNDERSTANDING CASHFLOW IS
CRITICAL?

WHAT NUMBERS DO YOU NEED TO
KNOW?

Also consider the after-tax cost of a property. If the property you want to
invest in is cashflow negative before tax, but cashflow positive after tax, then
talk to your accountant about submitting a tax variation so that you reap the
benefits in your weekly pocket rather than having to wait until you do your
annual tax return.



Understanding what goes into investing in property is the first step but to
really succeed in property investment and portfolio growth, you need your
team of specialists to support you. We call it your ‘Wealth Creation Team’.  We
can help put it together for you or liaise with the advisers you already trust.
Having all the ‘moving parts’ communicating well and working together
ensures for a smooth transaction. They should also be able to advise you
when the timing is right for your second and third investments, helping to
grow a robust property portfolio to match any strategy or structure type.
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WHO IS IN YOUR SQUAD?

TEAM OF SPECIALISTS TO SUPPORT YOU 
 

"WEALTH CREATION TEAM"
 

MORTGAGE 
BROKER

ACCOUNT
MANAGER

ACCOUNTANT

PROPERTY 
LAWYER

PROPERTY 
MANAGER

INSURANCE
BROKER

LIFE
INSURANCE

TAX DEPRECIATION 
SPECIALIST



CONTACT US TODAY!

02 8006 1517
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admin@callaproperty.com.au

Suite 201, 105 Pitt Street, Sydney NSW 2000

www.callaproperty.com.au


