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31st May 2007
Wealth Creation through Property Investment
This newsletter builds on some of the earlier concepts I have written about, wealth creation (April & May ’06), use of bank products (March ’06), asset allocation (October ’06) and investment strategies – property or shares (November ’06). It ties the concepts together to show how it is possible to invest in property to build a long term wealth creation vehicle or base for your future lifestyle. Property investment is about owning and holding property for the long term.
Most people understand deep down that they need to do something else or do something differently to be able to retire comfortably. The question is how. Most people cannot imagine it is possible for them. It is largely for this reason that the vast majority do not give much thought to the future beyond the next holiday plans. It is just too difficult and if they register it, they may need to do something about it. If you are reading this, more than likely you have come to that point. 
Over 70% of Australians will rely, either in part or entirely, on the government aged pension in retirement. This pension is designed as a safety net, set at 25% of the average weekly wage, being approximately $13,600 for a single and $22,800 for a couple per annum. The Association of Super Funds of Australia (ASFA) March 2007 survey found that a modest lifestyle costs $18,375 for a single (Housing – ongoing only – not including repayments) and a comfortable lifestyle costs $35,668. This is a significant difference in lifestyle to that afforded by an aged pension. A generally accepted income level for comfortable retirement lifestyle is 60% to 70% of pre-retirement income. If you are earning $70k now, your comfortable retirement income is in the range of $42k to $49k. With longer life expectancy, your next egg may need to be around $600k to $1m in income producing assets.
	There are a number of ways people look to build wealth for both lifestyle and for retirement. We covered the benefits of Superannuation in our March ’07 newsletter and it remains a very tax effective way to save and accumulate for retirement. The downside is that the money is locked away usually until 65.
Shares or Property are the two major asset classes that people invest in. They are not mutually exclusive and it is normally a sound strategy to invest in both, you gain the benefits of diversification and lower risk for the same return. The difference between the two is in the volatility or speed of change and the liquidity. Shares are easy to quickly buy and sell, property less so and with far higher costs. Leverage is the other major factor.
Winning tattslotto or receiving an inheritance may be a very fortunate event but not open to everyone and the chances of winning tattslotto are very slim and not all of us have rich relatives. 

Saving takes great discipline and then you still need to know how to invest the money.
	Superannuation
Shares

Property

Tattslotto

Inheritance

Savings


The realisation that you need to do something else is a major point in your life. Your choice is to pursue this or you can just let it drop and decide it is all too hard, you don’t know enough, you haven’t any money or any time to do anything, none of your friends are doing anything about it so why should you?
I think nearly everyone comes to this point in their lives at some stage, what is it that moves some people to delve into the unknown of wealth creation? For some it might be the experience of poverty or of seeing others struggling and they don’t want that for themselves or their children. For others it might just be the chance meeting of someone who offers hope and a pathway forward. Some may get into a circle of achievers who are actively investing and they hang on for the ride.
An Australian Bureau of Statistics survey in 2001 found that two thirds of Australia’s 750,000 owners of rental properties earned less than $38k pa, with 44% having an annual income of less than $25k. The unfortunate statistic was that 70% of these investors only owned one property and it only 4% owned more than 5 properties. It is possible to own an investment property and start the journey towards wealth creation even on a relatively low income. 750,000 Australians have done this, however not many have taken the next move to own more than one property and indeed move towards owning five or more.
From this research and evidence, it is apparent that people understand that wealth can be achieved through property investment. It is a lower risk investment than the share market and higher levels of leverage can be obtained. The issue for you is to take this first step for you and your families’ future. The next stage is to increase the number of properties you own and this largely becomes a matter of education and structure. Where you are now is based on what you know and what actions you have taken. To move forward requires you to increase your knowledge and look for possibilities and take action when they present.
There are lots of reasons why people think they cannot do it but it is simple once you know how. You need to find ways to invest successfully, read, research and question those who have done it.
· What type of property and where 

· How to obtain finance and from whom

· Taxation issues to consider

· How do you manage the cash flow - usually negatively geared

· The management of the property, do it yourself or use an agent

· The legal and landlord responsibilities
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You need to understand where you want to get to and once that is established, the rest is how. The options are then, do it yourself or get someone to help. The single decision to do it needs to be made. This is a mind shift from reasons why you cannot do it, to deciding you can do it and then focusing on how to achieve it. You need to see the end result and know it is possible.

From the ABS survey mentioned above, ordinary people earning average wages can and do purchase investment properties and increase their wealth for themselves and their families over time. One of the more difficult decisions to make is – who do you listen to?
There is much noise out there with grand promises, fancy and glossy brochures, heavy television and print advertising and offers of savings ‘off the plan’, new communities miles away from the CBD, rent guarantees for two years, 100% finance, deposits paid etc. Be careful of all of these. The old axiom applies, if it sounds too good to be true, it probably is. In the cold light of day, it needs to make sense to you, both that the rental demand exists and will continue and capital appreciation should occur. 

Listen to the people who have done it, listen to the accountant who owns five or ten properties, listen to the financial planner who has invested in property, listen to a lender who personally invests in property and listen to a company and its people that do this day in day out.
What do you need to do to start?
· Make the decision

· Determine what equity you have available, if any, or what deposit is possible

· Find out how much you can borrow based on your income and equity
· Consider joint ownership or family pledge type guarantees if available and required to help you into the market

· Consider the type of property – residential/commercial, city/rural, new/existing, house/flat etc. and in what areas that you can afford based on available finance and cashflow.
· Invariably registering for an ABN is beneficial, even if it is not required for a period of time

· Start investigating structure, in whose name will the property be, who will be on the mortgage for effective tax benefits and long term wealth
· Do you want to do the legwork, requiring weekends attending auctions and viewings, meeting estate agents, researching market conditions or can you pay someone to work on your behalf?
Once you have got to the stage of owning your first investment property, you may need to sit on it for twelve months or two years to let it settle and time pass so you begin to understand what is needed and what funds are required. After that, you then start the process of acquiring another property and another. In the illustration below, in five years, with one property, a $120k gain is possible; with five properties, one a year, a $345k gain is possible. If you set the foundations correctly, why stop there? 
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Give me a call to find out whether this type of wealth strategy would work for you and what you could borrow based on available cash flow and value of your property. We will work with your accountant or advisor to structure a solution that suits your needs and circumstances. We take the approach of looking at your long term goals and working to find a solution through finance for you. This appointment is no-cost and is obligation free, call – 9397 7275
Helping People through Finance
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