Tips on buying the right Investment Property
When it comes to buying an investment property, there is no a one-size-fits-all
approach. Each case is different. That said, there is some general advice we can
give to those who are looking to purchase an investment property.

Do your analysis
This is a 3-part process:
1. Situational analysis: Develop a complete understanding of your situation.
Look at your goals; do you want capital growth or rental income or tax
benefits? Analyse your current finances, budget, borrowing power, ROI
expectations and any future expenses that could become
a greater priority (e.g. starting a family).
2. Macro-environment analysis: Analyse the external macrofactors such as economic growth, unemployment,
population growth, wage growth etc.
3. Micro- environment analysis: Analyse micro-factors related to a location
such as average rents, median prices, property valuations and
growths/declines, demographics and more. For e.g., looking at
demographics- for a family with children, a home close to schools and parks
on a quiet street would be more desirable than one on a busy road.
Identifying the fit between one’s situation and the environment is key to choosing
the right investment property. Normally, it is the environment analysis that is
complex and requires the help of an expert property investment firm.

Look beyond the price tag
When buying property, using the current price as a sole decision making criterion
is not wise. A property’s price tag doesn’t always tell the true story. One needs to

analyse factors / variables relevant to a location/suburb that have affected prices
in the past and that will/might affect prices in the future. For example, plans of
opening a new hospital in a low-key suburb will affect the prices in the future and
might even affect the current prices. This would be caused by the increased
demand for housing generated by doctors, nurses and staff who prefer to live
closer to their workplace as well as byelderly people who prefer living near to a
hospital
One also needs to be mindful of additional variables that can become relevant.
For instance, the deterioration of the political climate in a foreign country can
cause a major dent in foreign buyer interest and lead to a decrease in demand for
investment property and accordingly a decrease in prices.

Estimate and analyse the earnings potential
In most cases, investing in real estate is undertaken with the aim
of maximising capital growth and/or rental income. If this is the
aim, then choosing a property that is likely to increase in value
and/or provide lucrative rental income is absolutely critical. Do
remember that different classes of residential property – houses,
apartments, dual occupancies and multiple dwellings, provide
different returns and can outperform each other. One has to
choose the type that best suits their situation.
A good property investment advisor can identify and explain the earnings
potential of different real estate packages.

View property investment as a business
Property investment should be regarded as a business and one should not let
emotions influence this process. One should not buy a property that he/she
would want to live in but rather one that buyers/tenants would like to.

Differentiate between your own home and your investments to avoid becoming
overly involved - remember it’s your buyer’s/ tenant’s home, not yours. Why is
this important? Because owner occupiers pay a little or sometimes a lot more for
a property that they fall in love with and hence, it’s often not a logical purchase.
Giving an example, $200,000 overpaid at an auction may not reflect a property’s
fundamental value but may just reflect that the individual let his emotions or ego
drive the decision making.

Calculate and analyse the costs involved
Buying an investment property does not involve only purchase or construction
costs. There are several costs associated with buying, managing, maintaining and
renting out or selling of investment properties. A person might have a healthy
deposit and strong borrowing power but they still need to be mindful of the
various costs involved. There is a silver lining in that many of these costs are tax
deductible but you still need the cash flow to pay for the
mortgage repayments and various expenses.
Some of these costs to keep in mind when buying an
investment property include:
o

Stamp duty: A costly component of any property
purchase is stamp duty. It is worked out differently
in each state, by the type of property purchased.
It also may be reduced by government grants on certain types of
properties. Stamp duty can significantly add to the cost of buying property.
It is wise to factor the stamp duty into one’s budget by using the stamp
duty calculator relevant to that state or territory.

o

Mortgage repayments and application fees: One has to pay the regular
mortgage repayments. Furthermore, the mortgage application fees can add
up to a couple of thousand dollars for each mortgage loan one gets.

o

Lenders Mortgage Insurance (LMI): If a person is borrowing more than 80%
of the property value when buying an investment property, then he/she

will typically need LMI. This can be paid up front or added to the overall
home loan, which will reduce what one will have left over for their
property. There can be ways to save on LMI, and it also may be tax
deductible.

o

o

Conveyancing or solicitor fees: These fees can vary a lot for the legal advice
and paperwork associated with buying property.

o

Property Management: One needs to be mindful of the costs associated
with securing the services of a property manager, marketing the property
to find tenants, and any ad hoc property maintenance that will be required
from time to time.
Ongoing property expenses: Council fees, water rates and strata fees are all
ongoing expenses that need to be factored into the budgeting.

Aim to minimise the vacancy rate
If one’s goal is to maximise rental gain through renting out of the investment
property, then steps need to be taken to minimise the vacancy rate. The vacancy
rate is the percentage of all available units in a rental property which are vacant
or unoccupied at a particular time. The lower the vacancy rate for a property, the
greater the likelihood of greater returns and continuous cash flows.
Having a lower vacancy rate ensures that you receive continuous rental income,
which can then be used to service the mortgage and cover the expenses
associated with the property. There are several ways to achieve this.
When purchasing a new property, one should opt for neutral colour tones, open
plan living arrangement and a low maintenance backyard. After purchase, steps
should be taken to attract quality tenants such as- the property should be wellpresented, should be marketed well and should be listed at a price that is aligned
with the market rates. Perhaps the most important step would be to avail the
services of a good property management firm (details below).

Hire a good property manager
A property manager is usually a licensed real estate agent who manages the
property on the landlord’s behalf. They act as the landlord’s representative and
agent and make sure that things are in order for them and the tenant. They
provide ongoing advice, help manage tenants, and in general, help the landlord
get the best possible value from the property.
The property manager helps you find the right tenant, conduct
reference/background checks, and ensure tenants pay their rent on time. They
should be able to give you
advice on the current rental
market conditions as well as
when to review/increase rents
and when to not*.
The property manager should
be able to give advice on
property law, the rights and
responsibilities of the landlord
– as well as those of the tenant. They’ll also take care of any maintenance issues,
although one should approve all incurred costs (other than certain emergency
repairs) in advance.
Usually one pays the property manager a commission that is deducted from the
rent paid. The good news is that this amount is deducted from the rent, and is tax
deductible.
*Be aware that the property manager has an incentive to keep rents just a little
below market rates as this makes it easier to get the property rented out. The
impact on their commission is minimal compared to having the property vacant.
Disclaimer: This information in this brochure is for general information purposes only. Before making any commitment of a financial nature you
should seek advice from a qualified and registered financial or investment adviser. No material contained within this brochure should be
construed or relied upon as providing recommendations in relation to any financial, property investment or otherwise. Koala Invest and/or its
agents cannot and do not guarantee any rate of return or investment timeline based on the information presented herein. Investors are
required to conduct their own investigations, analysis, due diligence, draw their own conclusions, and make their own decisions.

