
* Disclaimer: This article is generic in nature. All investment decisions should be considered wisely and based on your personal and fi nancial circumstances. 
Seek proper advice before committing to any course of investment action. This is not deemed as advice.

When can a negative be bene! cial? 

When it makes you money of course.

When considering any good investment, 

be it property, shares or cash, the main 

aim is to generate a return in the form of 

income (sometimes called yield), a capital 

gain or a combination of the two. Some 

investment properties may have a high 

income return while others may have low 

income with the potential to generate a 

high capital return. 

It is always important to consider the 

total return from your investment (being 

the addition of the income and capital 

return) when making an investment 

decision. 

Given the capital outlay required to 

invest in property, most investors will 

also need to consider their borrowing 

strategy and its impact on their return 

on investment. The amount borrowed 

will generally determine if the property 

will be negatively or positively geared. 

This is often the cause of much confusion 

to new property investors. As with 

most things in life there is no one 

right solution for everyone or every 

situation.

Negative gearing

A negatively geared property occurs 

when the total of the mortgage interest 

expense and operating costs (eg 

council rates, water rates, strata fees, 

management fees etc) is greater than 

the rental received.  As a result a monthly 

contribution will be required to off set the 

diff erence in the expenses.

Negative gearing usually occurs when 

the majority of the capital cost of the 

investment property is funded by an 

investment loan. 

The main benefi t of a negatively geared 

property is that this negative return is 

able to be claimed as a tax deduction 

resulting in the Australian Taxation Offi  ce 

(ATO) refunding a proportion (equivalent 

to your marginal tax rate) of the negative 

return. In eff ect this means the ATO 

is assisting in the purchase of your 

investment.

However it is always important to keep 

in mind that even though the ATO is 

assisting with your investment property, 

unless you are likely to earn a capital 

gain greater than the negative income 

return over the long term, the investment 

property may not be a good investment.  

Positive gearing

A positively geared property occurs when 

the rent received is adequate to cover the 

mortgage interest expense and operating 

expenses with a little profi t left over for 

you. 

The benefi t of a positively geared 

property is that it generates an income 

stream from day one and there is no 

need to wait for property prices to 

increase to realise a profi t. 

The downside is that in order to achieve 

a positively geared property from day 

one you will likely have to contribute 

signifi cantly more equity to reduce the 

loan (and resulting interest expense) 

required to purchase the property. 

Ultimately most investors will over 

time move closer towards a positively 

geared property as the interest expense 

reduces due to the mortgage being paid 

off  and rental returns increasing with 

demand, infrastructure or employment 

developments will aff ect the time it 

takes for a property to become positively 

geared.

PROS 

The ATO will help pay for your 

investment property

Enables you to start investing in the 

property market sooner with a lower 

deposit

CONS

A longer term investment of 7-10 years 

should be considered

If your income decreases, rent is 

unavailable or interest rates rise you 

may not be able to cover repayments

Negative gearing

PROS

Produces an immediate return

Less dependent on capital growth

Makes it easier to further develop the 

property portfolio

CONS

Your income will be higher so you will 

pay more tax

Typically requires a larger deposit

Positive gearing
Ask us for our 
article on ‘Using 
your existing 
equity to ! nance 
an investment 
property’.

TOTAL HOME VALUE $500k

$400k

MAXIMUM 

BORROWINGS

80%

EQUITY AVAILABLE

125k

UNAVAILABLE

EQUITY

20% $100k

AMOUNT TO PAY

275k

           TOTAL INVESTMENT PROPERTY VALUE $500k

$400k

MAXIMUM 

BORROWINGS

80%
EQUITY AVAILABLE

0k

UNAVAILABLE

EQUITY

20% $100k

AMOUNT TO PAY

400k

If you are already repaying your own home or another investment property, 

you may be able to use the equity you have built up to purchase an additional 

property.  Let’s use an example to explain this process. 

Your lender is going to require that the loan amount is less than 80% of the value 

of the property unless you want to pay lender’s mortgage insurance (LMI), so to 

keep things simple we will assume that you can only borrow 80%.

From our example on the right, you have $250,000 sitting in your home loan 

that could be used to purchase an investment property.  You have two diff erent 

options available in terms of structuring your loans:

 1  Establish a line of credit, or

 2   Apply for a standard term loan with a redraw facility or an off set account 

where the remaining equity will be invested until required.

Potential property portfolio

Let’s now assume that you purchase an investment property worth $500,000.  You again want to avoid LMI so you will need to provide $100,000 as 

a deposit.  You also need to consider the upfront purchase costs.  These vary from state to state so we will assume 5% of the total purchase price (or 

$25,000).  This means you will need to provide $125,000 from the equity in your fi rst property.  

Your property portfolio will now look like this:

Your tenants and the tax man (through rebates) help pay for the new loan, however sometimes there could be a shortfall to be serviced. This 

should be taken into account when borrowing to ensure that the loan on the new investment property and your existing property can be serviced 

within your budget. A margin should be included for any unexpected interest rate rises.

Then all you need to do is sit back and let the property take its course with capital gains generating some additional equity over the next seven to ten 

years as has been proved (even in tough times) over the last century.

Once you learn this strategy you can repeat it as often as you want, provided you can re-pay the borrowings.

Using the equity in your 
home to purchase 
an investment 
property

TOTAL HOME VALUE $500k

$400k

MAXIMUM 

BORROWINGS

80%
AMOUNT TO PAY

150k

EQUITY AVAILABLE

250k

UNAVAILABLE

EQUITY

20% $100k
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* Disclaimer: This article is generic in nature. All investment decisions should be considered wisely and based on your personal and fi nancial circumstances. 
Seek proper advice before committing to any course of investment action. This is not deemed as advice.

Each approach to 
property investment has 
its advantages. If you are 
thinking of purchasing an 
investment property and 
would like to ! nd out more 
or discuss options for your 
situation, please call the 
o#  ce.

What investment strategy is right for you?

Positive vs negative
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