NEW PROJECTS AUSTRALIA

HOW TO BUILD A RESIDENTIAL PORTFOLIO OF MANY
PROPERTIES?

This is the dream of every real estate investor.
We have heard of those who own 20 or 30 or
even 60 properties. How do they do it? Are
they rich to start off with? Did they receive a
huge inheritance along the way? Maybe they
won the lotto? Well they might have had
windfalls of one kind or another but anyone on
an average income can build a residential
portfolio of multiple properties.

There are a number of important aspects to
building multiple property portfolio including
structures for acquisition, loan and other
finance structures, selection of the right
properties and clear strategies that govern the
whole process.

Central to the process of acquiring multiple
properties is a powerful three step financial
strategy. This strategy is critical to enable you
to continue to acquire/finance more property.

These three steps are simple but the
mathematics supporting them can be quite
complicated and every person’s situation is
sufficiently different to require close attention
to detail so these steps can be tailored to your
individual circumstances.

So here are the three steps:

The First Step : Eradicate bad debt. Bad debt
is debt that is not making you any money but,
instead, is losing you money to be in debt.
That is why it is called ‘bad’. E.g. buying a
new car with a loan. After the first year, on
most vehicles debt is more than the car is
worth. So the debt has actually lost you
money. Other bad debt includes credit card
debt and personal loans used for personal
expenditure. Sometimes our lifestyle may
require debt of this kind but it is more
important to get rid of it as soon as possible. If
you are beginning a property portfolio on an

average income then nothing will hold you
back more than bad debt. Indeed, on any
fixed income, in this economic climate, you
will reach a point where the banks will not
loan you more money to acquire property.
With bad debt you will reach this point a lot
sooner. Therefore, the easiest way to improve
your serviceability on a fixed income is to
remove all bad debts.

The Second Step: Eradicate Non Tax
Effective Debt. If you want to acquire an
increasing number of properties for the
purpose of creating capital through growth
then it is important to reduce and finally
remove all non-tax effective debt and any debt
that does not attract an income. This is
usually debt on one’s own home. On the one
hand, it is good debt because it helps you
make money through its capital growth, on the
other hand, unlike debt on an investment
property your home does not attract an
income and, in addition, the expenses in
holding your home (i.e. the interest on loan,
rates, insurance) are not tax deductible. This
makes a huge different to the cash-flow of
anyone on an average income. Depending on
your income, it may be possible to acquire
one or two investment properties in addition to
having considerable debt on your home but it
is very difficult to progress far beyond these
initial acquisitions. In any case, there comes a
point where the banks will not loan anymore
money to someone who is on an average
income, who might have no bad debt but with
investment loans in place and considerable
debt on their home. In the past during the
property boom it was possible to get asset
loans or ‘no doc’ loans to finance further
acquisitions based upon the extent of equity in
ones current portfolio of investments but this
Is no longer the case. So increasing the equity
in your current portfolio (i.e. through capital
growth) is not sufficient to ensure the banks
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will lend for another property acquisition.
While there are degrees of different between

lenders, it is now possible to extend one’s
cumulative debt only by demonstrating, or
claiming in a legally binding statement, that
you have the income to service it.

The easiest way to improve your serviceability
on a fixed income, after removing bad debt, is
to reduce and remove debt on your home. If
you already have no debt on your home then
you have already achieved this second step. If
you do have debt on your home then there
are a number of way to reduce and finally
remove it that include Principal & Interest
payments, off-set accounts against your home
loan with various sources of income that can
be directed into the offset account. However
by far, on a fixed income from wages or
salary, the most effective way is to trade a fast
growing investment property or two until the
debt on your home is gone. This is not only a
marvellous risk management strategy
because it secures your own home but it is
also the fastest way to increase your
serviceability without having to increase your
income from your current sources.

Two caveats to this second step have been
raised by pundits:

1. Some people will comment that to
trade a property is to lose its future
capital growth. Of course this is not the
case if the property is replaced. As
well, our aim at NPA is to source areas
where properties grow quickly in the
first two years. So the idea of trading
properties allows a quick growing
property to be replaced with another
from another area once that first area
has slowed down. So capital growth in
these early acquisitions is actually
accelerated.

2. Some people will note correctly that
trading property involves paying
income tax on the gain. They may also
comment that substantial wealth in real
estate is obtained only by holding it.
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This is also correct however, at NPA
we allow for the individual

circumstances and investment goals to
tailor our recommended strategies.

This may mean that some people will
prefer to trade a property or two for
personal reasons. Nevertheless, we
also explain to our clients that, on a
fixed income, trading a property to
reduce non tax effective debt is the
fastest way to improve serviceability so
that more real estate can actually be
held. In other words, the loss of some
equity through paying tax is more than
compensated by the addition of further
investment properties to be held in
one’s portfolio. It is crucial to
understand this very important concept.
Otherwise, anyone on a fixed income
with considerable debt on the home will
‘hit the wall’ and find that at some point
banks will no longer fund a further
acquisition.

This combination of trading and holding
investment properties is the key to building
a multiple property portfolio. However, it
can be complicated. It becomes important
to examine the figures and the state of the
market to help decide which investment
property to sell and when to sell. So we
recommended that you ask one of our
NPA consultants to sit down and go over
this strategy with you so that you are clear
about what it is and what it is meant to
achieve. We also recommend that you
seek the advice of an accountant about
how to implement this strategy.

The Third Step : Create a source of
income and history of income.
1. For additional deposits towards
further property acquisitions
2. That reduces the overall debt of
your property portfolio
3. That can replace your current
employment after a few years
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4. With which you can borrow money
for further property acquisitions.

This final step develops further the
combination of trading and holding investment
properties. This strategy is the real estate
trading arm of a successful real estate
investor who intends to buy multiple ‘buy and
hold’ properties. Without this strategy and
even with no debt on the home and a secure
job there will come some point on a fixed
income where the banks will not loan for
further acquisitions of real estate. There must
simply be another source of income.

The successful investor, especially in this
economic climate, must trade well chosen
investment properties to make it possible to
increase the number of properties held over
many years. This happens when the profit
from each sale, after tax is used to discharge
some of the debt on the ‘holding’ portfolio.
Trading a property or even two or more each
time until the portfolio debt is reduced to the
point where your usual sources of income will
service further acquisitions in your ‘holding’
portfolio. This trading income will also supply
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deposits towards the new acquisitions and
history of income that can improve your
serviceability. Eventually, an investor will also
be in a position to leave his or her current job,
if they choose and use this trading income to
live off and borrow money for increasing
acquisitions. However the three steps must be
implemented with a thorough understanding
of the overall strategy. So give us a call to
discuss, the sums must also be done
carefully. We can share our own experiences
in doing this but also recommend the
assistance of a trained and experienced
professional such as an accountant.

Happy investing. Please feel free to contact
us, it is our aim at New Projects Australia to
help our clients know everything that we know
and to learn new things together. One of the
keys to successful investing is to mix regularly
with others who have already been successful
and enjoy sharing their successes and the
lessons they have learnt the hard way.

Written By: Jeff Borg — New Projects
Australia.

A Reminder about our Ee Monthly Investor Seminars

Which properties to invest in
Should | buy new or old?

How to maximise capital growth
Pay off your mortgage years earlier
Debt reduction strategies

Best finance options

Townsville: Tue 21 July 2009
Adelaide: Thurs 18 June 2009
Melbourne: Wed 15 July 2009

Gold Coast: Mon 29 June 2009

Where to invest

Why location is so important
Where NOT to invest

How to maximise negative gearing
How to receive tax benefits in your pay
Whose name to put on the contract

Brisbane: Tue 30 June 2009
Ipswich: Wed 01 July 2009
Toowoomba: Thur 02 July 2009
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Current Investment Opportunity

Full Turnkey Inclusions
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This newsletter was brought to you by Jeff Borg at New Projects Australia. We do our best to keep all investor clients up to date and
well informed. If you have any questions, we will be happy to help, feel free to give us a call.

Next month Simon Newman
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