The financial system is constantly changing and the players in the market don’t always
make sense or play by logical rules. The recent tightening of regulations has affected
the property investment industry and some deals which were relatively easy to finance
have become increasingly harder.
Consequently, investors must be nimble and flexible in both investments and the type
of deals they do. While simple house and duplex builds are still fairly easy to finance,
some income strategies such as rooming and boarding houses can be very difficult to
finance. Commercial deals on the other hand, though requiring more initial deposits,
can actually be easier to finance as they don’t come under the consumer credit code
regulations.
The purpose of this book is to assist investors to understand the fundamentals of
financing property deals and how to use this information to better structure and
formulate their portfolios in order to create real wealth.
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Disclaimer
The information in this book is based on my own personal journey. You
should not rely upon any information or example in this book as being
relevant or applicable to your particular situation. This book is not meant
to provide legal or financial advice and should not be relied on to do so.
The opinions stated in this book are Dymphna Boholt’s personal views
and are not intended to be a text on the legal and financial aspects of
property investing and should not be relied on as such.
Whilst every care has been taken in the preparation of this book the
publisher will not accept any responsibility or liability for any error however caused, whether by negligence or otherwise in the information
contained in it. Readers are urged to seek appropriate advice from
suitably qualified professionals for their individual needs.
All figures and statistics recorded in the book are accurate at the time
of publishing however may be subject to change.

3

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Table of Contents
Introduction

8

Chapter One
The Big Decider in Investment Decisions
Money
Inflation
Banking
International Banking
Global Trade
Fractional Reserve Banking
A Linear Timeline of Money

11

Chapter Two
Understanding the basics
How does the bank assess you?
Bank vs. Broker
Cross securitization
Split Facilities
Buffers
Using your available equity
Principal and Interest Loans
Interest Only Loans
Redraw Accounts
Offset Accounts
Home Loan Approval Process
Fixing or Variable?
Types of Loan Packages
Financing through Structures

29

Chapter Three
59
Financing multi-property portfolios
Quick Yield Calculation
ROI Calculation
Return on Equity Analysis
Evaluating each of your existing properties
What does my portfolio need next?
Are any of my existing properties preventing me from moving forward?
Case Study
4

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Chapter Four
Valuations
How to maximize your valuations
Residential and Commercial Valuations
Types of Valuations
Valuation Tips and Techniques
Professional Indemnity Insurance for Valuers

69

Chapter Five
Financing investment strategies
Subdivision
Financing Strata-titled projects
Financing Renovations
Financing Removal Houses
Financing kit, manufactured and pre-fab homes
Financing Executive Leasing, Short-stays and holiday rentals
Financing Rooming/Boarding Houses, Backpackers and Hostels
Financing Business Real Estate

83

Chapter Six
Improving Finance Capacity
Good debt and bad debt
Family Summit
The Debt Avalanche Technique
Debt Consolidation Technique
Use Equity to Produce Passive Income

101

Chapter Seven
Commercial Finance
So why would you buy a commercial property?
Financing a commercial property
Low Doc, No Doc and Light Doc – Commercial
Commercial Property Valuation
Maximizing leverage in commercial property
Commercial Investing in Self Managed Superannuation
Costs of commercial financing

123

5

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Chapter Eight
Construction & Development Finance
Construction Finance
Multi-unit Development Financing
Mezzanine Finance
Presenting a development proposal
Quantity Surveyors and development finance
Solicitor’s pre-contract review
Development finance and GST
Finance Letter of Offer - Conditional
Finance Approval – Unconditional
During Construction
Construction Completion
Titling
Refinance and Term Lending
Financing with DA Approval

139

Chapter Nine
Financing in a Self Managed Super Fund
A Brief History of Superannuation
Borrowing in your Self Managed Superannuation Fund
How does borrowing in a SMSF need to be structured?
How does the transaction actually work?
What strategy restrictions apply when borrowing in a SMSF?

161

Chapter Ten
Financing Deposits
Savings Programs
Sell, declutter and simplify
Seller deposit financing
Vendor financed trade dollar deposits
Exchange of goods and services
Deposit bonds

173

6

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Chapter Eleven
Joint Venture Financing
Joint Venture Structures
Both parties on title
– Partnership of Trusts
– Single Discretionary Trust Ownership
– Unit Trust Ownership
One party on Title
– Serviceablity and Equity contributor
– Serviceability contributor

179

Chapter Twelve
Alternative Financing
Banks
Second tier Banks
Building Societies and Credit Unions
Non-bank lenders
Private lenders
Mezzanine Finance
Angel Investors
Venture Capital
Debtor Financing / Factoring
Equipment Financing
Seller Financing
Crowdfunding
Grants

189

Part Two
Case Studies

199

Appendix
Handy Financing Terms

219

Abbreviations
Commonly Used Abbreviations

225

7

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Introduction
Having written a number of books on the topics like money, real estate,
taxation, goal setting and asset protection, I felt compelled to write
about the lending and borrowing process. Without the availability
of loans and a buoyant financial market, an economy stalls and the
individual’s personal wealth creation endeavours are restricted.
Understanding the financial system is crucial to wealth creation. Yet, the
financial system is constantly changing and the players in the market,
aka the banks, don’t always make sense or play by logical rules.
Consequently, as investors we must be nimble and flexible in both our
investments and the type of deals we do.
Recently, tightening of the regulations for banks may have brought out
some inefficiencies and errors in the banking industry, but as a result
of the authorities paying closer attention to the banking industry it has
meant the banks have pulled back from some regular lending. This
contraction has certainly affected the property investment industry to
its detriment. Manufactured growth deals which would have otherwise
been relatively easy to finance have become increasingly harder to
finance.
For this reason I believe the vast majority of investors need to implement
one basic strategy.
K.I.S.S. Keep It Simple Stupid!
Now I am not calling investors stupid, what I’m saying is that the
strategies that need to be implemented need to be easier deals that
are easier to finance.
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For example, some income strategies such as rooming and boarding
houses are not the flavor of the month with banks and can be very
difficult to finance, where as simple house and duplex builds are
easier to finance and can still return significant profits. Similarly, doing
commercial deals, whilst investors do require more initial funds as
deposits, they can be easier to finance than residential investment
properties as they don’t come under the consumer credit code
regulations. Typically in this arena, if the deal works then you will get the
finance to purchase it.
Now, I don’t want to sound all gloom and doom. My point here is that
you need to be educated in all facets of property investing. This includes
finance as well as the myriad of other strategies you need to stay up to
date on. You need to know what is working and what is stopping in an
ever changing financial climate.
The purpose of this book is to assist investors to understand the
fundamentals of financing property deals and how to use this information
to better structure and formulate their portfolios in order to create real
wealth.
Further knowledge can be gained by attending any of my courses
and training events. Details of upcoming events can be found on my
website: www.iloverealestate.tv

9

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Chapter One
The Big Decider in Investment Decisions
Finance is probably one of the least understood elements of investing
and wealth creation. And yet it really should be the key ingredient in
all investment decisions. Most people just leave it to the whim of the
banking Gods to determine their fate.
I think it is important to understand a brief history of how lending has
developed over the centuries in order to understand the power the
banks have accumulated over the years.
If we go way back to when civilisation started, people were content
making, doing, growing and surviving with one another in smaller
tribal communities and they basically bartered directly with each
other. It was much easier to remember all the payments and receipts
of what was exchanged and transacted. Tallies and ledgers recorded
who had been paid and who was still owed.
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But of course, as populations and communities grew, the exchanges
became more and more numerous and when people started to
create things for the common good, rulers began to impose taxes.
This all made the accounting of these transactions more difficult and
complicated.
A basic IOU system solved part of the problem, but unless you
knew the individual issuer personally, they were hard to enforce or
verify. So instead, people started to use objects like whale teeth, or
precious rocks as a kind of IOU or security. This intermediate step
in the exchange process meant that people were free to trade with
anyone and could even store purchasing power for later use. With the
introduction of these re-tradeable IOU tokens, humans had invented
money. They might not have known it yet, but they’d also invented
debt.

Money
As more and more people started using money to facilitate trade,
whether in the form of shells, barley, whales teeth, feathers or pretty
rocks, some useful characteristics of money became very apparent.
Barley, for example, is very heavy to carry and so not portable nor
durable. Feathers and pretty rocks are hard to split into two, so not
easily divisible, and even shells could be picked up by the thousand
at any nearby beach so they weren’t exactly scarce. However, the
main problem that arose was that if the token was accepted in one
community, it may not necessarily be accepted in a neighbouring
community with which they wanted to trade.
One very significant characteristic of money was the more you had,
the more powerful you were. Thus it wasn’t very long until Kings hit on
the idea of minting coins from precious metals, stamping them with
an emblem that guaranteed their weight in value and using those to
facilitate trade.
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Metal money ticked all the right boxes, it was:
• legitimised,
• hard to forge,
• durable,
• portable and
• easily divisible.
Additionally, it had intrinsic value that could be used to trade with
other communities.
Inevitably, however, sovereignties gave into temptation. They’d
realised that by slimming down the coins or slipping cheaper base
metals like tin into the smelting process, they could effectively make
money by circulating debased currencies worth less than face value.
Metal coins still had one major problem. They were heavy and hard to
carry in large quantities.

Paper
The Early Chinese rulers had the idea of keeping the heavy coins back
in the palace behind closed doors and issuing palace sanctioned
IOU Certificates on paper for long distance trading. Although those
certificates had no intrinsic value, people trusted that it was worth
what it said it was worth and they could always exchange it for gold or
silver of the coins it represented.
As global trade grew, so too did the idea of paper money. The
temptation, of course, is that the ruling bodies could just print more
paper without the equivalent gold backing the IOU Certificates. This
is when traders, lenders and merchants tried to link the value of the
IOU’s to the value of gold. This had the benefit of creating a standard
for exchange between different currencies. Countless attempts to
peg currencies to a fixed gold standard continued for centuries, but
ultimately the need for flexible exchange rates prevailed, and up until
1970s, the world has stopped trying to keep to a gold standard.
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So today, the only thing that distinguishes the value of a bank note
from any other piece of paper is … trust.

Control
Many years ago, on the Pacific Island of Yap, the nearest thing to gold
was the Rai Stone (a large dough-nut shaped carved disk typically
made from calcite). These Rai Stones were notable for their enormous
size and weight. From the day the Chiefs decided to collect their taxes
in Rai Stones, it meant that for all taxpayers, the currency became
universal, unavoidable and under complete control of the Chiefs.
The most valuable Rai Stones were often so heavy and cumbersome
that the Yap population tended to leave their currency in a designated
place and then trade effectively in promises. Any trader who owned a
Rai Stone on Yap could issue a promissory note against the value of
their stone. And thus banking was born.
Once the Chiefs accepted these promissory notes instead of Rai
Stones for their taxes, they effectively lost control of the amount of
money in circulation. The owners of the original Rai Stones could
basically raise their own IOU’s against their value, this meant that
the reigning Chiefs had little to no control over how much “currency”
(IOU’s against Rai Stones) was actually in circulation.
Even today some economists argue that the amount of money in
circulation directly affects economic performance and it is important
for governments to try to regulate the quantity.
This is not an easy task, particularly when private lenders create most
of it.

Inflation
In the 16th century, Spanish Explorers brought home impressive
additional supplies of precious metals from the exploited colonies.
This should have seemed like a dream come true and should surely
14
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have boosted the trade and economy. But it didn’t. It turned sour
when traders simply put up the price of their goods to match the new
purchasing power. This meant the returning explorers were no better
off and those without the new gold were even worse off than before.
It was only those who’d had debts that were better off as their debts
had effectively gotten smaller and easier to pay off.
This is the effect inflation has on debt and why investors should
never be scared of periods of inflation. As the economy is buoyed
and experiences a growth spurt, the value of land holdings becomes
stronger and comparative debt levels become weaker. The perfect
storm for an investor.

Banking
England in the 1600s saw the first debt-based currency. Goldsmiths
would assay the value of precious metal and would charge a fee
to wealthy merchants to hold their gold deposits. Repayment was
guaranteed by a note which specified the amount and quality of gold
the Goldsmiths held. Goldsmiths then began to lend money out on
behalf of the merchants through promissory notes. For the first time,
the debt of the Goldsmith was held and traded as value. So instead
of holding precious metal or other commodities which had intrinsic
worth, promissory notes had a defined value.
These Goldsmiths were effectively the first banks.
By 1690, as the Nine-Year-War between France and England raged,
the first Central Bank of England was born. King William III had such
bad credit due to funding half a century of various conflict was unable
to borrow the 1.2 million pounds needed to continue fighting. Banker
William Paterson proposed a plan where the provider of the loan
would gain unique privileges including the sole ability to issue bank
notes. The 1.2 million pounds was raised in 12 days and the Bank of
England was formed.
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The word ‘bank’ originates from merchants and traders in Venice who
would sit on benches (called Banca) and do their business of lending
money. When the lenders ceased trading, they would smash their
bench – banca rupta. Hence the word ‘bankrupt’.
Through the 1800s, the rich lent to those with lesser means who in
turn would work off their debt by working for the lender’s estate. These
loans were called Indentured Loans.

International Banking
It would be remiss of me not to mention the Granddaddy of the modern
day banking system: Mayer Amchel Rothschild.
Mayer Amchel Rothschild invented international banking when
he placed his sons in five European cities creating a network of
transferring money. Within a century, the Rothschilds were among the
wealthiest families in the world. The fixing of the daily gold price took
place at the Rothschild Bank offices for 85 years, between 1919 and
2004.
Just imagine a single, private family having such a monumental
influence over the world’s economy.

Global Trade
By the 18th century, the British forced their colonies to pay their taxes
in pounds. They made it illegal for the British colonies to print their own
money meaning the colonies were forced to trade with the motherland
to access the currency.
According to Benjamin Franklin, the American War of Independence
was caused by the sheer burden of British taxation and the
disadvantageous trade needed to access British Pounds.
The Americans’ hard-won freedom from the grips of the British
Monarchy allowed them to create their own currency: the US Dollar.
16
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Which, because of the country’s vast trade and trustworthy tax base,
eventually became the most widely used currency on the planet.
This forced many countries (including Britain) to store large reserves
of dollars. The British Pound was finally superceded as the power
currency in global trade

Fractional Reserve Banking
By the 19th century, banking had become a thoroughly respectable
business. Making a profit by basic money lending, banks paid a lower
interest rate on the money they took than they charged on the money
they loaned out. Banks quickly realised that as long as the depositors
didn’t all ask for their money at once, they could lend out many times
more money than they had on deposit. This is known as Fractional
Reserve Banking.
Fractional reserve banking system in which only a fraction of bank
deposits are backed by actual cash on hand and available for
withdrawal. This fractional system is in place to expand the economy
by freeing up capital that can be loaned out to other parties. Many
banks around the world were forced to shut down during the Great
Depression of 1930, because too many people attempted to withdraw
their funds at the same time.
In the US, banks are required to keep a certain amount of cash
deposits available for withdrawal and most banks are required to
keep 10% in reserves. This requirement is set by the Federal Reserve.
This reserve requirement or reserve ratio different in other countries.
Some countries such as Canada, the UK, Australia, Sweden and
Hong Kong do not impose reserve requirements. Instead, banks
are constrained by capital requirements. When a commercial bank’s
reserves deplete, the Central Bank (For us Australian’s it’s the Reserve
Bank of Australia) steps in to offer the needed reserves.
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Fractional Reserve Banking obviously has an impact on the broader
economy. The Fractional Reserve Multiplier Effect in economics terms
is calculated as follows:
If a bank has $500m in deposits, and they’re working on a 10% reserve
ratio, this means that they can effectively lend out $5b. That is 500m
divided by 10% = $5bn.
This formula is a little oversimplified for making policy decisions,
however it does give you some insight into the impact of fractional
reserve banking.
The extended impact of this is mind-blowing. Imagine this:
A Government issues a welfare recipient $100. The recipient then
deposits the cash in the bank. The Bank, in turn, holds onto the mandated
reserve requirement of say 10%. Then lends out, based on the multiplier
effect, $1000 to a borrower. Let’s say the borrower now deposits that
$1000 in a bank (not that they would but let’s assume), that bank then
keeps the 10% mandated reserve of $100, and lends out $10,000 to
another borrower. Imagine repeating this process ad infinitum. The
numbers are truly overwhelming.
In the 21st century, some banks had taken fractional reserve banking
to a whole new level. Funding most of their loans not from cash
deposits but from loans from other banks, often secured against
bundles of previous loans. And so when there was a run on the bank
in 2007, Banks not only didn’t have enough money to pay out, the
effect stretched far wider than just one bank. This is where we saw the
likes of the Lehmann Brothers collapse.

Blurring the Line
To understand how governments tried to prevent global financial
meltdown after 2008, economists distinguished between two kinds
of money: money created by a bank inside the banking system, and
money created by governments outside the banking system.
18
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When a bank creates money by making a new loan, the bank acquires
a new private asset (the loan) with an equivalent private liability to the
borrower to pay it (e.g. a house). This is money created inside the
banking system.
Governments can create money by selling new bonds. These bonds
go into circulation as new private assets, but there is no equivalent
private liability to pay them, instead this outside money is added to
the public debt.
These bonds are normally a small percentage of total money in the
economy. However, it was this outside money that was used to buy
up the banks’ bad private debts and write them all off. The private
sector retained its wealth as well as new assets inside the system,
supported by government, with public debt from outside the banking
system. Yikes.

Trust
Since the last traces of a gold standard disappeared in 1973, the
world has carried on trading in paper currencies even though these
aren’t backed by anything of intrinsic worth.
When a government decides to borrow billions for its bank rescue and
stimulus plan (i.e. The US Government), it dramatically increases the
supply of dollars and devalues the currency. If countries continue to
print money in order to consume more than they produce, it will have
a price inflationary effect and exchange rate devaluation.
In current times it appears the reality of this inflationary effect has not
hit home to the Mum and Dad consumer and consumer confidence
has maintained the status quo. This blind ignorance has been further
perpetuated by Governments and media spin doctors.
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Innovating Money
Innovations in credit card and electronic banking technology has
enabled massive global transactions to take place in a fraction of
a second, and digital technology is enabling new currencies to be
created.
Currencies like Linden Dollars, BitCoin and other crypto-currencies
that exhibit the enduring characteristics of money (legitimised, hard
to forge, durable, portable, divisible and limited in supply) which may
even challenge the power of government backed money continue to
circulate.
However, until a government accepts taxes in BTC or other private
issued currencies, or banks start lending in them, they are not much
different from any other token like Whale’s Teeth or Barley. One
sign that a new form of money has become important will be when
governments and banks try to control it.
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A Linear Timeline of Money
2000 BCE

Mesopotamia – “Payday Loans”
The earliest form of lending is found in agricultural
communities as a result of the simple nature of a
harvest. Farmers understood that planting a seed
would yield hundreds more seeds come harvest
season. Thus, farmers would purchase seeds and
animals with a promise to repay at harvest day or
from the offspring of the loaned animals.

1754 BCE

Code of Hammurabi (Mesopotamia) – “Interest”
The Code of Hammurabi is an ancient Babylonian
code of law, often chiselled on baked clay tablets
or on a large stone ‘stele’ (a partial copy is featured
in the Louvre). The Code consists of 282 laws, with
scaled punishments adjusting for the old “an eye for
an eye” adage and taking into account social status.
Nearly half of the Code deals with matters of contract
like establishing wages of different professions, the
liability of a builder of a house that falls down, or for
property that is damaged in the care of another.

321 BCE

India – “Bill of Exchange”;“Promissory Note”;
“IOU”; “Loan Document”
In ancient India, instruments called ‘adesha’ required
bankers holding them to pay the value of the note
to a named third party. One of the earliest recorded
examples of what is now known as a lending
document. These were widely used by merchants and
traders who used them to facilitate the flow of goods
and services between towns.
Temples were the authoritative party in the community
and held the ability to act as a ‘bank’ by issuing the
‘adesha’ on the merchants’ behalf.
21
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~1400 AD “The Vilification and Prohibition of Lending”
Throughout history, the practice of lending has been
a controversial and divisive issue. In those times,
authority was typically derived from religion and it was
these religions that would ultimately have the veto
or blessing for things like lending. Both the Qur’an
and the Christian bible had banned usury or lending
outright, while the Torah permitted Jews to only
charge interest on transactions with non-Jews.
These restrictions resulted in the rise and subsequent
persecution of Jews as a money-lending class. In Italy
and some other countries, Jews were not allowed to
hold land, and so they entered the marketplaces and
lent money while holding court on benches (these
were known at the time as “bancas” or “banques”).
Over time, the economic benefits of lending money
eased the religious restrictions.

~1500 AD Italy – “Insurance and Underwriting”
In Italy during the 16th century, prominent banking
families like the Medici began to create the first
merchant banks. These were institutions spread over
multiple cities or countries in order to centralise and
monopolise information around risk to maximise the
benefits of arbitrage.
These pioneer banking families continued to be
focused primarily on agricultural production and as
trade became more complex, took on new roles of
risk-reducing to insulate parties from shocks in the
case of drought, war, pestilence or simply a ruined
harvest. Merchant banks offered farmers insurance
against crop failure and underwrote buyers with the
promise of delivery.
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1690 AD

England – “The Central Bank”
As the Nine Year’s War between England and France
raged, King William III’s credit was so bad (due to
excessive borrowing to fund various conflicts) that
England was unable to borrow the funds needed to
continue fighting. Banker William Paterson proposed
a plan in which the subscribers of the loan would gain
unique privileges, including the sole ability to issue
banknotes.
The funds were raised in record time and the Bank
of England was born. While it started as a private
institution, it gained substantial civic authority over the
next century.

18th
Century

“Rothschilds and International Banking”
Mayer Amschel Rothschild ‘invented’ international
banking when he placed his sons in five European
cities, cerating a networking for transferring money.
Within a century, the Rothschilds were among the
wealthiest families in the world.
The fixing of the daily gold price took place at
Rothschild Bank officers for 85 years, up until 2004.
Interestingly, the proceedings were often paused by
participants raising a small Union Jack flag.

Late 18th
Century

“Building Societies”
Building societies first began in Birmingham in the
UK in taverns and coffee houses. Ketley’s Building
Society was founded in 1775 by the landlord of an
inn. Monthly member subscriptions financed the
building of member houses.
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Early
1800s

1932

“Changing Lending”
The Philadelphia Savings Fund Society kicked off a
new perspective and subsequent era in lending. The
society was started so that average Americans could
get access to loans and a means of saving. Common
people could access regulated funding for the first
time in history.
“Mortgage Finance”
US Congress created the Federal Home Loan Bank
system to support residential mortgage lending by
local financial institutions, ushering in a new era of
mortgage financing.

1950s to
1970s

“The Credit Card”
Early 1950s, businessmen Frank McNamara paid a
restaurant bill with a small cardboard card, known
today as a Diners Club Card.
Bank of America later launched the Bank Americard,
which would eventually become Visa. Bank of
America customers living in Fresno, California would
be the first to receive one of 60,000 new ‘cards’ and
so the bank was able to convince local merchants to
accept it as a form of payment.

1973

“Computerization”
In 1973, Dee Hock, CEO of the VISA computerized
the credit card system, reducing the transaction
time to less than a minute. Previously, credit card
transactions were slow, manual and an overall
cumbersome system. Phone calls between
merchants, banks and credit card issuers to check
amounts and to verify against stolen credit card
numbers were slowing the process down significantly.
24
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1980s

“The Internet”
With the introduction of the internet, opportunities
quickly grew for lending specialists. In 1985, Detroitbased mortgage lender ‘Quicken Loans’, launches
with much of the application and review process
conducted online.

1990s

“Banking Technology Renaissance”
Banking sees the introduction of the cloud, analytics,
decisioning, business process management,
behavioural analytics. Banking institutions start
focusing on processes – compared to functions
and procedures – to maximise productivity, looking
at chains of events and modelling cross-functional
activities. Predictive analytics develops as a risk
mitigation tool.

2007

“The Digital Age”
The first generation iPhone was released. Mobile
banking, shopping and payments later gain popularity
with the dominance and proliferation of smart phones.
Lenders compete to meet customer expectations
of digital services. Big banks innovate expensive
financial applications to provide more services,
smaller banks struggle to compete with infrastructure.
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2007 - 08

“Financial Crisis”
From January 2008 to April 2011, the FDIC in the
USA closed 356 banks that failed to manage the
risks building up in their commercial and residential
mortgage exposures.
In the UK, the failure of banks such as Northern Rock
spread fears of bank failures across the country and
through Europe.
In Iceland the three biggest banks collapsed. To
protect the deposits many British subjects, Gordon
Brown (then Prime Minister of England) used antiterror legislation to freeze the assets of the banks UK
subsidiaries.

2008 – 12		
“Too big to fail”
U.S. and U.K. governments along with many other
countries through Europe and Western world bail out
the banks to avoid world-wide economic collapse.
In efforts to avert a Eurozone Financial Crisis, Greece
is bailed out for the first time. ECB bails out Portugal.
Euro Ministers bail out Ireland, and the list goes on.
Australian Banks, for the most part, were not as badly
affected by world events, partly due to our heavily
regulated financial legislation. Although Australian
Banks took aggressive action to reign in non-prime
debts and restricted lending until their balance sheets
were back in order. The strength of the economy
mainly rode on the back of the mining industry .
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2012 – 16

“Back on the wagon”
Lending in Australia slowly started to improve
as activity strengthened in the property industry,
particularly in Sydney and Melbourne with the influx
of foreign money (mainly Chinese into the Australian
property market).
The U.S. and U.K. markets slowly rallied with property
markets responding in a similar fashion.

2010 - 18

“The Future”
China becomes a lending power house to the rest
of the world. This has been fuelled by enormous
stimulus measures in the aftermath of the GFC,
lending money overseas to fund infrastructure
projects and bail out friendly governments. Which
often come with political strings attached.
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FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Chapter Two
Understanding the basics
I believe one of the reasons investors get stitched up by the banks
is because they don’t understand how a bank thinks and therefore
don’t get the desired result to optimize their lending. Banks are
money shops. You choose where you buy your money. Banks are
not the Emperors of the financial world that you have to bow down to.
Admittedly, the old saying, “He who has the money makes the rules”
is true, but knowing what rules different banks work with claws back
some of the control for the investor.
Lets’ first look at how a bank assesses you as an applicant for a loan.

How does the bank assess you?
The bank essentially breaks the loan assessment process into three
separate categories:
1. Character

2. Collateral
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Let’s have a look at these three categories in more detail.

1. Character
When an applicant signs a loan application, part of the signing
process will be a privacy form which will enable the bank to apply for
a credit history search from one or more agencies that we have here in
Australia. They collate all of your credit activity, being any application
for credit, whether it is a home loan, commercial loan, credit card, right
down to store cards and telephone contracts. Other information that is
also contained within these credit reports is any defaults, judgements,
bankruptcies etc. as well as details of directorships of companies that
you hold. As part of the privacy form signing, you are authorizing the
bank to also retrieve information on any other company/entity that you
may have links to. The bank will assess information contained within
this report, particularly looking for things like any outstanding unpaid
debt, obviously any judgements or worse, as well as whether or not
this loan has been applied for previously at another lending institution.
Banks don’t like having loans shopped around as they take the
attitude that if you have applied elsewhere, then why are you applying
with them. They automatically presume you previously were rejected,
and therefore there must have been something wrong, so they won’t
approve you either. Crazy – but that’s how they think!
Since 12 March 2014 the credit history reporting has undergone a bit
of a change, moving from a “negative” reporting regime which only
shared date, institution and amount of the enquiry, not even making
comments as to whether the loan was taken up or not, to a “positive”
reporting environment which is intended to give a more accurate and
precise picture of your borrowing and repayment history, as well as
access to loan statements. At the time of writing, even though the
positive reporting has been introduced, it is incumbent on the banks
to supply the historical information to the credit reporting agencies
and as yet, they are not rushing to do so. No doubt at some time in
the future this will be fully operational, but just not now.
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Also, a new innovation within the positive reporting with Veda is that
there is now a ‘Veda score’. The score can be between 0-1200. In my
discussions with banking assessors, these scores are not really taken
into account in the assessment, but the historical conduct does make
up a critical part of the assessment process.
Every investor should put it on the calendar to order their own ‘Veda’
report at least once a year, just to make sure you know what’s being
recorded on your report. I know of numerous cases of incorrect
reporting and things end up on your report that may not even be
yours. You can also get an alert put on your report and every time
something is recorded you are notified by email. This service doesn’t
cost a lot, less than $100 per year and is well worth having. Go to
www.mycreditfile.com.au and order your report now. It’s free if you
want to wait a couple of weeks and have it sent out or you can pay a
minimal fee and order it immediately via email.
It is very important to understand what has happened historically and
currently on your credit report. There have been many instances of
negative events being put on people’s reports that had nothing to do
with them. If this is the case, you need to contact the report provider
and ask them to investigate and liaise with the company that recorded
the issue. This can be a very time consuming process, so best to be
done before you have a time issue relating to a contract or the like
hanging over your head, because while it is on your report the bank
will believe it is you, despite your innocence.
If you do have one or more issues with your credit report, there are
now companies that focus on removing the problem/s, but make
sure you do your due diligence on these companies and talk to your
iLoveRealEstate professional to see if they have had experiences with
these companies.
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2. Collateral
This is a fancy name for what you are contributing to the deal i.e.
cash/equity and how much. In years gone by, it was referred to as
‘Hurt Money’, which meant the amount the investor is contributing to
the deal, and if the deal goes bad, the amount the investor stands to
lose. (Banks always look at deals as if they are all going to default).
The historical standard amount was a 20% deposit and an 80% loan.
When the mortgage insurers entered the market and took some of the
risk away from the banks, it meant the borrowers could borrow up to
a 95% Loan to Valuation Ratio (LVR) and in some cases even more.
This made being able to enter the housing market a lot easier for a lot
more people, as they didn’t have to save as much for a deposit. This
does come with dangers as your interest rates are higher, and you
are charged a mortgage insurance premium by the insuring institution
starting at around .025%. However, in most cases you can capitalize
the premium (add the premium to the loan amount).
A lot of people who take out mortgage insurance (Lender’s Mortgage
Insurance or LMI) believe the policy is there to protect them, but
this is not the case, because the LMI is effectively insuring any debt
exposure over the 80% LVR mark for the benefit of the bank. That’s
why the LMI premiums vary – the higher the LVR gets, the more the
loan is. As with any insurance principle, the higher the risk/exposure,
the higher the premium.
Most people, when they take out the LMI are under the misunderstanding
that the cover is in place to protect them if they default, because they
have paid the premium. To take this one step further, if you do have
a loan and have paid the LMI premium and regrettably the bank has
had to come in and foreclose, the LMI pays for any of the bank’s legal
costs and default interest that has not been recovered by the sale of
the property. After all this is done, the insurance company will in all
likelihood chase you for the funds that they had to pay the bank to
finalize the claim.
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The formula for calculating a Loan to Valuation Ratio is as follows:
Loan-To-Valuation Ratio
LVR

=

Loan Amount

x

100

Property Value

3. Capacity
This is the banks assessment of your serviceability, or how much
lending your income will allow. This assessment works to a basic
formula:
- Verify income
- Assess living expenses including adjusting for children
- Adjust for existing loans and credit cards
- Accounting for other income
The first thing to consider is verification of your income. Income
verification for someone on wages is usually two current pay slips and
the most recent group certificate. If you do regular overtime or have
ongoing bonuses, the lender will need to sight proof of this, and proof
of the time period over which they have been paid. For self-employed,
the standard is two years’ business and personal tax returns but there
are a couple of banks that only require one year for each. In a few
limited circumstances, letters from accountants to verify income can
also be used.
Next comes living expenses – the banks will reduce the applicant’s
income to account for living expenses. The banks normally apply a
standard living expense index called the Henderson Poverty Index,
but with recent licensing and legislative changes, they are required
to get a budget from all applicants and list all family fixed and living
expenses. Included in this are school fees, any maintenance costs,
club memberships, and of course general living expenses. The bank
will look at both the budget supplied and the Henderson Poverty Index
and will apply the one that has the greatest expenditure.
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Fixed expenditure is next on the list. Fixed costs are things like existing
loan obligations. Every bank will have their own policy on how they
will assess your existing debt. Some might take the actual payment
being made and some might take the debt amount and assess at
their servicing rate over 30 years. Just this one thing can make such
a huge difference to what your maximum borrowing amount could be.
When the banks determine that interest rates are likely to increase,
they generally apply, as their assessment rate, a higher rate of interest
than the applicant is actually paying.
The next adjustment on the list is credit cards, and again, there is a
lot of variation in bank policy on this one. Some will allow 5% of the
credit card limit as a monthly repayment while others will ignore it, if
you history of repaying in full every month. Others will count the credit
card as if you owe the maximum amount possible. They then do their
assessment on the full limit of the credit cards.
There are many other things that can be taken into account when
looking at income, like dividends from shares, rental income,
depreciation, self-employed income, even some types of pensions
can be used as income to service debt.
When it comes to rental property income, most banks ‘shadow’ the
rental income by 20%. What this means is the banks will reduce the
actual income received by 20% when calculating serviceability. The
20% shadowing is to cover the expenses incurred by the investor
such as rates, insurance, management fees etc. as well as vacancy
rates. Some banks shadow rental income more savagely than others.
All of the information from these three assessment protocols is used
by the banks to assess loan applications.
Most banks use a computerized credit scoring system. These are
all unique to each individual bank, so it’s hard to go into too much
detail here, but suffice to say, when you deal with these on a daily
basis, you soon work out little tips and tricks that each of the banks
like. Knowing this will ultimately boost your score and may be the
difference in getting a loan or not.
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For example, when banks use auto decisioning as when a computer
does the assessment, generally if you have an account with that bank
you are assessed more favourably than someone who doesn’t. Some
of this seems crazy, but it’s just about knowing the rules of the game
before you start playing. Unfortunately, the rules of the game change
constantly. That’s where the WiZDOM Loans professionals really earn
their money.
Another useful formula when calculating capacity is to look at the total
debt as a ratio of income. This is called debt servicing ratio.
Debt Servicing Coverage =
					

Net Operating Income
Annual Debt Service

Bank vs. Broker
Most investors underestimate the importance of correct financing.
By correct, I mean having the right structure, using the right bank,
using the right banking product and having the right internal leverage
structure. I still find it astounding the majority of investors go directly
to a single banking institution for all of their financing needs. The
financing industry is a complex predatory beast that is never stationary.
Banking policies vary greatly from bank to bank and from week to
week. It is beyond the capacity of any individual investor to ever know
what products are available at any point in time, and more importantly,
what financial institutions suit their particular situation and deal.
The argument of whether you should use a bank or a mortgage broker
to apply for a loan is a no brainer. Mortgage brokers are paid directly
by the bank and very few charge application fees. They typically have
access to thirty or more financial lending institutions and hundreds
of banking products. Conversely, any representative of a bank will be
biased towards their bank’s policies and products. Not all mortgage
brokers are the same. It is important therefore to deal with a mortgage
broker who has experience and education, not only in the industry but
also as an active investor.
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Cross securitization
Banks love cross securitization, so if it is good for the banks, is it good
for you? Let’s have a look at what it is, and let’s see how it affects you,
the borrower.
Cross securitization is when the bank allows the available equity
in one property to be used to assist the purchase of another. See
diagram below:

$700K
					Property Value $700K
					Loan Amount
					49% LVR (Loan to Valuation Ratio)
$340K
					(340k/700k
x 100)

New property purchased for $600K. In this case the equity in the
existing house is used to supply the $120K funds being the 20%
deposit to complete and costs of approximately $36K

$600K
					
					Property Value $600K
					80% LVR
$480K

The way the bank looks at this is in terms of their total exposure.
In this case, on the security side, you have $700K existing and $600K
new = $1.3M. On the debt side you have $340K existing and $636K
(including costs) = $976K.

36

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

That works out to be just over a 75% LVR (976k/1,300k x 100), so in
this case no Lender’s Mortgage Insurance is required. If there was
less equity available Lender’s Mortgage Insurance may have been an
option.
When the banks do up their loan contracts or their letters of offer
within the security portion, they will list both properties as security
for the loan. It will just have the one loan amount of $636K, but both
securities listed.
The other way the bank cross securitizes properties is a bit more
sneaky and this is done via an ‘all monies clause’. This clause is
contained within the verbiage of the standard mortgage conditions
that are sent out by the bank with your loan contract.
When you have multiple properties with loans to the one bank, and
they are not ‘cross securitized’ on the lender’s contract, under the
‘all monies clause’, the bank maintains the right to foreclose on
any security they hold over any debt you have, even if it is originally
unsecured.
The surprising thing about the ‘all monies clause’ is that most
Managers and Lending Managers don’t even know or understand
that it is contained within their own mortgage documents or what it
effectively means. So with the bank holding multiple properties that are
securing multiple loans and within the bank’s mortgage documents
they have all the power, and you the client and owner of the securities
have none. It is even written within the mortgage documents that the
bank has the power to foreclose at any time. While this is not likely to
happen, it is there.
With cross securitization, what we have seen a lot in the past, is the
banks encourage people to keep adding to the pile and building
up their assets/debts with the bank, so the bank can see and have
control of everything that the borrower is doing. They like to cross
securitize so much that they will even offer much reduced rates for

37

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

you to accumulate all of your assets under the one bank, so they are
buying the control over your portfolio. This is all good until the bank
deems that they have enough exposure to risk with you, and decide
that you can’t borrow any more, or they tell you to repay some of your
debt so as to limit their exposure, in a similar way a margin call can
happen on shares.
Additionally, we have seen many cases of customers with multiple
securities with one bank, who sell off one of the securities and
expect the net amount from the sale to be given back to them upon
settlement, only to find that the bank insists that the excess funds
from the settlement are retained by the bank to reduce existing debt
and lower exposure to risk. Again, you have no power to argue. It is all
within the mortgage documents.
There is a saying when it comes to banks: “He who has the money
makes the rules,” and with mortgage documents this is very much the
case. They are written by the bank’s legal teams in favour of the bank
and definitely not in favour of the borrower. All the banks’ mortgage
documents differ and not all contain the ‘all monies clause’ so we do
advise talking to your WiZDOM Loans strategist and also your legal
representatives about these, and other clauses within your mortgage
document.
If you are in the business of real estate or just a first time investor,
take note of what having multiple properties with one bank can do,
and who holds the balance of power. Much as you might get all high
and mighty and say you will not sign a mortgage document with those
clauses – well – best of luck!
Two points to make here:
1.	You normally don’t know what is in the mortgage documents until
about 3 days to a week before settlement after you have gone
unconditional on the contract and have to settle and no time to
secure a loan from a different institution.
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2.	When it comes to banks – it’s their way or the highway – you either
sign it or they don’t give you the money.
What should have happened in our example above is that the applicant
should have released the equity from their existing property and taken
out an 80% loan (or possibly higher if mortgage insurance is used)
and thereby having an amount available in a line of credit or redraw
facility ready for their next purchase. This should be done even before
looking for a new purchase, otherwise it adds undue pressure to your
strategist to release the equity in your home with one bank and then
apply for a new loan with another bank, all within the time frame of the
finance clause and the contract. This is a BIG mistake that investors
make and they end up cross securitized and bound by one bank.
Just before I leave you on this point, I really want to hammer home just
how dangerous this is. Here are a few case studies that I have seen
and their dire consequences.

Case Study One
This story comes out of Victoria. A very successful investor owned a
number of boarding and rooming houses which was all very profitable
and earning considerable cash flow. All properties were mortgaged with
the one bank. He decided to build another one. During construction,
he ran out of money to complete, so went to the bank to refinance as
he had reasonable equity to draw on. When the valuer went out to
value the almost completed boarding house he valued it as a large,
unfinished house and not as a commercial investment taking into
account end value and income from the property. This valuation was
of course much lower. Worse still, the valuer indicated it would have
to be demolished as it didn’t comply as a residential house and this
reduced the value by a further $30,000. Ultimately, the bank actioned
“mortgagee in possession” sales over all his properties as they had
the right to do, and he lost the lot. He ended up leasing the properties
back from the new owners who obviously got a good deal at the
mortgagee auctions, and running them as boarding houses again but
having no ownership and much less income.
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Had all the properties not been with the one bank – at worst he would
have only lost one and in reality he would have been able to finance
his way out of the situation as he would have had time to take action
as opposed to the one bank having control over all his assets.

Case Study Two
This story highlights just how little the bank advisers know about their
own bank’s practices. A financial planner with one of the big four
banks had grown a portfolio of properties to close to 30 properties. All
were negatively geared of course. (I won’t even go there on that score.
If you are still in favour of negative gearing please read some of my
articles on “Why I hate negative gearing”.) All were owned in personal
names (Don’t even start me on that front. Again, if you haven’t read
anything about this, please read my book “Asset Protection Secrets
of a Real Estate Millionaire.”) All were financed through the one bank.
ARGH!
She was made redundant in her job and of course her bank (being
her ex-employer) knew her whole situation. The bank started action of
mortgagee possession very quickly on the whole portfolio. She lost
almost everything.
She came to iLoveRealEstate a few years later when she had lost the
entire portfolio and only had her home at the time with an 80% LVR
and around $80k of Credit Card Debt.
People’s lives get ruined with this stuff. DON’T CROSS-SECURITIZE!

Split Facilities
When doing an equity release (loan increase) for investment or
business purposes, it is essential that a second loan or split loan
facility be established as the interest on the new funds are going to
be a cost for accounting and taxation purposes, so they need to be
completely separated from any owner occupied debts. Many banks
will only give you one loan number, but will allow you to separate
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different portions of the available loan funds into separate segments,
therefore keeping any transactions and interest accumulated in these
accounts separated from the others. Some banks can give you up
to 13 different splits within the one loan account number, it really
depends on your personality and accounting procedures on this, but
if up to me, two is the maximum required - personal and investment/
business, but that is your decision.
Other banks may want you to set up separate loan accounts on
the one property. Effectively, both of these work exactly the same, it
just really depends on the bank’s computer systems and how they
manage their processes internally.
Having the correct split facilities set up is imperative to maximizing
your ability to account correctly for your interest and costs in the loan
account. If it is combined with your personal borrowings it is nearly
impossible to accurately determine what interest and costs relate to
which property and in a lot of cases you miss out on valuable tax
deductions.
Another good reason to have split facilities set up (as if you need
another one), is that if you have a cash windfall or you make a profit
from the sale of a property, after all the loans and costs are paid out,
you really want to put any profits against your personal debt and pay
down your home loan to reduce that debt. Again, if you do not have
the split facilities set up correctly and it is impossible to apportion the
funds solely to the investment portion of the debt, any funds paid will
be deducted from both investment and owner occupied on a pro rata
basis, depending on the percentages held on this loan.

Buffers
Now you understand the importance of having split facilities set up and
established, and the reasons for having them before finalizing the loan
agreement, you also need to have a look at establishing some buffers
on both your personal and investment loans, as a bit of personal
insurance because you never know what the future may hold.
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The buffer referred to here, is just an amount of funds allocated
within each split that is unused but accessible to withdraw in case of
emergency. Let’s look at an example:

The existing loan is $230K, so when you restructure with your splits,
you refinance the existing debt to 250K which gives you established
available funds of $20K to sit there for emergencies. There is no
interest paid on these funds if they are not used. It is just there “for the
just in case” family emergency.
Similarly, with the investment portion of the loan, you need to set up
or leave a portion of this loan available for emergencies that may
occur, which can be anything from property repairs to loss of rent or
income. Having these facilities set up and ready will give you much
more control over your debt position and ease of mind knowing that
if something goes wrong in the future you have a contingency plan in
place to cover it. Remember with both of these buffers, if you use all
or part for any reason, you need to make sure you re-establish these
as soon as possible so they are ready for next time.

42

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

The great thing about setting yourself up correctly in the first place
with the correct splits and buffers, is that not only are you maximizing
the benefit of the investment, but you have put in safeguards, so if
something goes wrong either personally or with your property, with
these simple tools in place will you sleep better at night.

Using your available equity
You now have your properties un-cross-securitized, and split facilities
set up with a provision for buffers in place. Now you are ready to move
forward and purchase the next property.
Take the example we had set up previously with the $600K house, new
personal split set up for $250K, containing debt of $230K and buffer
(available funds) of $20K, and the investment split of $230K available
for use. Let’s say you allocated $200K of the $230 available to be
able to be put towards a new venture leaving $30K available as your
‘buffer’. The amount of buffer in both the personal and investment
portions is completely up to you and your risk tolerance level. If you
are unsure, consult with your WiZDOM Loans Strategist and work out
the level you are comfortable with.
You now have $200K available funds to work with, presuming you
have enough capacity in your total income to service 80% of the
new purchase. The $200K available funds are going to be needed
to cover 20% deposit, and an allowance of 6% of purchase price to
cover all purchase costs. Remember if you are going to do some
improvements/alterations to the property you must make sure you
keep enough funds available to complete the project. The worst thing
is to run out of funds part way through a project and not be able to
complete it. WiZDOM Loans has an App for both Apple and Android
and in the calculators section there is a calculator that can assist
you with the costing of the project and what funds you may need to
complete… download it for free.
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As an example, let’s look at doing a small renovation on a property
that costs $450K to purchase with a view to selling it when complete.
This is what you will need out of your $200K:
Deposit @ 20% = $90K
Purchase costs @ 6% = 27K
Renovation costs @ ? (Estimate: $50k)
You have fixed costs to purchase at approximately $117K and the
renovation cost will vary, but in this instance you still have $83K
available as well as the buffer at $30K in position.

For the sake of this exercise, let’s say you spent $50K on the
renovation, which gives you a cost of $167 into this project, plus
holding costs. After completion you then sell the house for $575K
just over 12 months after purchase. When the property settles, the
bank that funded you will get their $360K (80% loan), you repay the
money you borrowed from your own bank (your investment facility)
being $167K - this needs to be repaid in full so you have it available
next time.
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You would have had some interest along the way and marketing costs,
so after all expenses, let’s say you had a net profit of $30K. What you
would then do to maximize your investment strategy is pay $30K off
your personal debt and ask your strategist to get the bank to alter your
existing splits. In this case you would take your personal split to $220K
in total, but now it would look like $200K debt (as you have paid off
the $30K) and $20K buffer. At the same time you would increase your
investment split up by the $30K.
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This can usually be done without supplying any personal paperwork
to the bank as there hasn’t been any increase in lending, just the splits
have varied. Now you have $260K available in your investment split,
$230K useable and $30K buffer, ready to go and do it all again. If you
are in a position that you don’t have that much in available equity then
you can look at using Lender’s Mortgage Insurance and see what
opportunities that can then open up for you.

Principal and Interest Loans
Principal and Interest loans are pretty much just that. You have a set
loan amount to be paid off over an agreed term and payments are set
out to accommodate that outcome. Loans are usually taken out over
a 25 year or 30 year term. As an example, a $350K loan taken over
30 years at 5.5%, would mean your monthly repayments would be
$1987.26. In this example your total repayments would be $715,415
with interest payment at $365,415.

If you look at a graph of this 30 year loan, you will see that at the
beginning, about 50% of your monthly repayments go to interest. So
with just making your regular repayments at year 15 your principal
owing will still be approximately $243K. That means half way through
the loan term you have only paid one third of your principal. That’s
compound interest working for the bank – not you!
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So let’s look at ways of making things happen more quickly.

1. Pay weekly
If you take your normal monthly payments and divide them by four
and pay weekly, you can reduce your loan term down to 24.9 years
and save nearly $73K in interest – that is definitely worth it! You
can achieve a very similar result by paying fortnightly (by dividing your
monthly payments into two). Either of these strategies is very effective
in reducing term and payments off your home loan.
Because interest is calculated on a daily balance, the sooner you
make a payment, the less interest you pay and therefore the more
principal you pay off.

2. Set up an offset account
Using the same logic as above, if you set up an offset account, every
dollar you have sitting in your offset account offsets the amount you
owe. This means interest in calculated on the loan amount still owed
less the amount you have in your offset account and worked out daily.
To maximize this effect you should have all excess money sitting in
your offset account until you need to use it. I have seen 30 year home
loans paid off in less than five years simply by using offset accounts.
This works particularly well if you have two incomes working on the
loan or a business that has high turnover and during the month sales
sit in the offset account until they are needed to pay creditors at the
end of the month.
Note: Make sure if you are using this strategy for business,
you have the appropriate loan private documentation in place.
Please seek the advice of WiZDOM Accounting.
A more detailed explanation of offset accounts is to follow.
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3. Use passive income properties to help
When you buy positive cash flow properties and apply this additional
income to directly pay off your principal on your home loan, it’s like
taking weight loss pills for the loan. It really starts to make a big
difference to the term of your loan and the interest you ultimately end
up paying.

Interest Only Loans
Interest only loans also have a defined term of loan which is usually
25-30 years, but can be for any term agreed. The interest only term is
usually for a 5 year term with an option of another 5 years. These are
best used for investing with advice and tax planning accompanying
them, so you understand the full benefit/impact in your situation.
APRA have been very interested in these types of loans of late as they
believe too many borrowers are opting for interest only loans as they
cannot afford the full principal and interest repayment. The fear is that
when the time comes and they have to revert to principal and interest,
they will have “repayment shock” and foreclosures will increase. Banks
are being very cautious about the way they are assessing all existing
and new interest only loans, making sure they take the repayment
increase into account.
Interest only loans are pretty standard on investment loans. It is more
the owner occupied space that is coming under severe scrutiny. At
WiZDOM Loans, we have previously promoted taking interest only
loans on your owner occupied debt but we want you to commit to
paying the regular principal and interest amount for the agreed term.
The reasoning behind this is that you do want to repay and reduce
your personal debt, but in the case that you may get into a negative
cash flow situation, you can revert back to your interest only payment
for a short time and then resume your principal and interest amortised
payments. It’s just precautionary. This area, at the time of writing, is
under very heavy scrutiny by the regulatory authorities and policies
are likely to change in this space.
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Line of Credit
Line of credit style lending has been around for a very long time but
only for business lending in the form of an overdraft. Then, over 20
years ago, banks started to re-design the overdraft and release it to
the retail (Mum and Dad) market.
A line of credit is simply a loan facility that you set up with a limit to
the loan and is usually all or mostly available funds for use in the
future, similar to a credit card and you have no or little debt against
it in the beginning. The idea for using the line of credit is a come and
go account. It does not have a static debt sitting against it, but is
for using the available funds for a defined purpose, usually short to
medium term, and then at completion of the project you repay the
borrowed funds and repeat.
The line of credit is a fantastic tool for the active investor who likes to
control the money flow and keep control over the project. For example,
if the limit is sufficient, the investor can pay the deposit for intended
investment purchase and then pay for any repairs, renovations or
subdivisions that they may be doing, directly out of the line of credit
without needing to approach a bank and apply for extra funds
With the line of credit, interest is calculated on a daily basis on the
balance outstanding, so you are only paying interest on any funds you
are using on that particular day, so it is a very flexible account, giving
you control over timing of payments.
Lines of credit usually don’t have any fixed monthly payments.
Some banks will require that you at least repay the interest that
has accumulated during the previous month and others will let you
capitalize the interest and just let it accumulate with the line of credit
account as long as the limit is not breached. Although that sounds like
a good idea, you should really be paying off the interest each month
just to maintain control of the account and not let it get away from you.
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As stated earlier, the line of credit can be a fantastic tool for the active
investor, giving you the control and power to negotiate harder knowing
you have funds sitting, waiting, but it can have every dark side as
well. There have been cases of people getting these lines of credit
set up with limits of hundreds of thousands of dollars secured against
their homes and then someone who has access to the account, uses
the funds for purposes other than what was originally intended like
gambling or luxury items. If you or a partner may have a problem
being exposed to a potentially large amount of cash, please do not
use this product. There are other ways to get access to the available
equity.

Redraw Accounts
Redraw accounts were originally introduced as a form of savings
account within your mortgage, allowing you to make extra mortgage
payments and even lump sums. The extra funds would reduce the
interest payable and then at any time you were able to get access to
the surplus funds paid and withdraw when needed. It is a great way of
having your surplus funds working harder for you without having the
commitment.
You can also get redraw accounts set up as interest only. You can set
them up in exactly the same style as the line of credit, with a limit set
and no debt, or little debt starting against the facility. The operating
of the account means that you can withdraw and repay funds as long
as you do not exceed the limit. With the redraw account you will have
to pay the interest accrued at the end of each month, so effectively
you can use the redraw loan in exactly the same way you use the line
of credit. The only major difference is usually the interest rate with a
redraw account is a lower interest rate than the line of credit. Either
one works, and both are extremely effective for those who have a
defined plan and are disciplined.

50

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Offset Accounts
An offset account is what the old passbook or savings account was at
the bank but the difference with an offset account is it is linked to your
mortgage. Instead of receiving interest on the balance of the account,
when the account is set up with the ‘offset facility’, the money sitting
in the account is directly offsetting your mortgage. As an example, if
your mortgage balance is $300,000 and you have $10,000 sitting in
your offset account, interest will only be calculated on $290,000.
As has been said before, interest is calculated daily, so this calculation
is done on both balances daily. For any monies you can have sitting in
the offset account, the less interest that is accrued.
An offset account can be a wonderful tool to park excess funds in until
they are required elsewhere e.g. Salaries, GST or super contributions,
if you are self-employed. You may need to set up a fixed and floating
charge with your company, and consult your accountant for advice
on this. Even using a 55 day interest free credit card and doing your
purchases (normal) on the card and having the funds sitting in the
offset account is beneficial if you have set up an automatic payment
to pay the balance outstanding when due.
As you are probably realizing by now, there are a lot of similarities
between the offset account and the line of credit/redraw accounts.
There is an underlying philosophy for when to use which product and
it is this:
“If you are going to use the deposited funds for investment in
the future use the LOC/Redraw, and if funds are going to be
used for personal use, use the offset.”
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Home Loan Approval Process
The home loan approval process can be quite daunting, and brokers
certainly make it easier for the layperson. The following is a brief
run-through of the process. Depending on the type of loan you are
applying for, some things may differ but all loan application processes
are relatively similar.
Pre-Application Stage
This is where you have your conversation with your broker or lender
about what you are after, your goals and the direction you want to
take financially. This conversation will help your broker make an
informed decision on the type of loan that works best for you. Here is
where you will also complete a form to communicate your supporting
documents. This may include ID, pay slips, bank statements and any
asset registers you may have.
Your broker will typically be able to assess your situation and provide a
preliminary estimate of borrowing capacity. Some banking institutions
will offer a free pre-approval consultation and pre-approval letter.
Whilst this gives the applicant some degree of comfort, it is actually
not worth the paper it is written on. A pre-approval letter doesn’t have
any legal standing and the financial institution is not obligated in any
way. In my opinion, it is simply a marketing document for the bank.
Conditional Approval
Once the bank or lender has your application and supporting
documents, they are able to assess your particular situation and issue
an approval subject to conditions. These conditions might include:
–

Subject to valuation

–

Subject to insurance

–

Subject to substantiation documents (e.g. income, rental)

52

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Valuation
Upon deciding on your desired property, a Valuer will be required
to inspect the property. This is carried out by a third party company
in order for the bank to agree on the price or value of the property.
The Valuer is normally selected by the lending institution from their
accepted panel of Valuers. If you’re dealing through a broker such as
WiZDOM Loans, they have the capacity to choose particular Valuers,
albeit from the panel Valuers, to inspect the property.
Unconditional Approval
Often described as Formal Approval, this means the bank or lender
can confirm they are willing to lend you the money. Once they issue a
letter to confirm approval, you’ve ticked all their boxes. If you’ve gone
for a higher than 80% LVR, you will need to seek mortgage insurance
approval before moving ahead with settlement.
Loan Offer
Once approved, the bank will send the loan contract to sign and
accept any requirements needed to settle the loan.
Settlement
When the bank or lender has certified and accepts your documentation,
they are free to release funds. Typically, your solicitor / conveyancer
will be notified and they will then organize a settlement time and date
with the buyer and seller.
Warning: A big mistake I see many investors make is going out and
buying a new car just before they buy an investment property or a
PPR. This is absolutely crazy. It is much easier to meet the servicing
requirements to finance a car purchase than it is to meet the home loan
servicing requirements. This may seem ridiculous, as an investment is
an income producing asset and a car simply depreciates in value…
but that is how banks think. This argument is valid for all leasing or
hire-purchase agreements whether it is your car, a piece of business
equipment or even a personal loan for a holiday.
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Fixing or Variable?
Fixed loans lock in an interest rate for a guaranteed period of time,
usually 1-5 years. Variable interest rates, on the other hand, will go
up and down with the economic monetary system and are set by the
banks. For many years, the Reserve Bank of Australia has been able
to influence variable interest rates by lowering or raising the wholesale
money rate. In more recent years, they seem to have lost this control
as banks have taken less and less regard for the wholesale funds rate
and appear to be setting their own market rates.
One of the questions I get asked on a regular basis is, “Should I fix
my loan and if so, for how long?” My usual answer is, “Don’t fix.”
What you are actually doing when you fix your interest rate, is you
are betting your financial knowledge against the bank’s economists’
financial knowledge. Now whilst you might have a good handle on
monetary policy, those economists are setting the rules and believe
me they are setting the rules in their favour. In fact, 90% of the time, if
you fix your loans, you would’ve been better to opt for variable.
In order for you to benefit from a fixed loan, the interest rate has to
go up to the fixed interest rate and above it by an equal or greater
amount for more than half the term of the fixed period. I know that is
a mouthful, but that’s why 90% of the time, the average punter gets it
wrong.
The other reason I am not totally in favour of fixed loans is that as an
active investor, I have found they are very inflexible. If you were going
to fix an interest rate on a loan, you would only fix it on a property
you do not intend to sell for the period you are fixing, and if you don’t
intend to refinance that loan in that time period or extract additional
equity out of that property during that time.
As an active investor, this is highly unlikely.
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Types of Loan Packages
Honeymoon Loan
A honeymoon loan or ‘honeymoon rate’ gives the borrower a favourable
interest rate initially and will then revert to a standard or variable rate
when the honeymoon period ends. These types of loans are quite
often used to get first-time buyers over the line from a serviceability
perspective and when the interest rate reverts to market rates, history
has proven a number of these loans then fall over and go into default
as they’ve been sold on an unrealistic and unsustainable interest rate.
“No Frills” Loan
A no frills loan can be described as a loan with a lower variable
interest rate than a typical standard loan. The trade-off is that the loan
often has little flexibility or options. This can be things like not being
able to make extra payments, no redraw abilities available or no offset
capabilities.
Fixed Rate Loan
A Fixed rate loan is where a borrower is able to lock in an interest
rate for a particular period of time (usually a maximum of 5 years).
It allows borrowers to guarantee their repayment amounts won’t
change. Typically, loan features will not be available for the duration
(e.g. mortgage offset, redraw facilities).
Professional Packages
Initially, professional groups lobbied the banks for discounted loans
under professional package. However, over time, the strength of these
relationships has watered down and now nearly anyone can acquire a
professional loan package. Essentially, they are variable rate loans but
offered at discounted rates and often with reduced application fees
(provided you meet the minimum loan amount and meet household
income requirements).
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Bridging Loans
Bridging loans allow you to purchase a new property while waiting for
a property to sell. These are particularly useful if the settlement date of
the new property is before the sale of the old. Bridging finance simply
fills that time difference.
Whilst these loans are useful in that situation, they can also be very
dangerous. If your existing property takes longer than expected to
sell, you can be caught in the middle, paying two mortgages and with
the bridging loan at a higher interest rate. This isn’t a situation you
want to find yourself in for very long.

Financing through Structures
There are essentially three types of vehicles for borrowing in structures
that most investors use. The first is a discretionary trust, the second
is a unit trust and the third is within your superannuation – also a trust
but treated differently.
Obtaining a loan in a discretionary trust is relatively simple. You just
have to know what you’re doing. A lot of brokers will shy away from
trying to get funds in the trust name but it is really no harder than in
your personal names. Nearly all banks lend to discretionary trusts,
and it is just the supporting documentation that is different.
One of the essential things to know when setting up a discretionary
trust with a corporate trustee is that the directors of the company and
the primary (named) beneficiaries are exactly the same, as the banks
will require any and all personas in those roles to be a guarantor for
the loan. If you go naming people as primary beneficiaries in your trust
document they will have to be tied into the loan, regardless of age.
That’s why we always recommend you do not name your children in the
deed – they are automatically included in the three generational circle
anyway, so they do not need to be dragged into loans unnecessarily.
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More information on this can be found in my asset protection book,
“Asset Protection Secrets of a Real Estate Millionaire”.
When the bank assesses the proposed loan in the trust name, it
basically strips away all of the trust structure and looks at the directors
and primary beneficiaries and their ability to service and support the
loan. Some people are of the belief that using a trust can protect you
from the bank if something goes wrong with the loan. This is not the
case. The bank lends you the money and it makes sure its position
is covered at all times. When the loan contracts are drawn up, the
loan will be in the name of the company and trust, but the individual/s
standing behind the loan are the guarantors and ultimately the ones
that will be held accountable.
Unit trusts are not as popular when it comes to borrowing and there
are fewer banks that will write this style of business. The guarantors will
be the unit holders and basically work the same. Some people believe
that with a unit trust, they are only responsible for the percentage of
the loan that their unit holding reflects, and that is incorrect. All parties
are equally and severally liable for the debt owed to the bank, so if one
party can’t pay, the others have to cover them. If not, the loan will fall
into arrears and the bank may start foreclosure.
Super borrowing will be covered in its own section later.
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FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Chapter Three
Financing multi-property portfolios
Understanding how your credit score affects the financing of a
multi-property portfolio is particularly important so that you are not
disadvantaged in your future by your previous properties and deals.
In recent times, the regulatory body that monitors the banking industry
is APRA (Australian Prudential Regulation Authority). In recent years,
they have come out with very restrictive policies. Until about 2015,
they were what the industry described as the toothless tiger, and really
didn’t have much of an impact on how lending operated on a day-today basis. However, recent policy has given them a lot more weight
than they have ever had before. The Government became concerned
with the ever-increasing property prices, particularly in Sydney and
Melbourne, and wanted to curb investment lending. For the first time
in around 40 years, investment lending outweighed owner-occupier
lending. The Government/APRA saw this as a threat to the broader
economy and wanted to reign in investment lending.
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The surge in property pricing was partly fuelled by foreign investment,
but more particularly through low interest rates and a pent-up demand
for housing in Sydney (and to a lesser extent Melbourne), due to
the previous property stagnation caused by the GFC. Sydney had
massive undersupply issues which meant demand from both local
and foreign investors was accelerated. Whilst Sydney and Melbourne
were the main instigators in the change in the lending landscape, the
new changes affect the whole country.
So what are these changes?
Firstly, the banks were advised they needed to balance their books
by reducing investment loans in proportion to owner-occupier loans.
Most of this adjustment has already been accounted for in the banks’
books now. However, it is still an on-going monitoring process to
make sure owner-occupier loans form a greater percentage of the
banks’ lending than investment loans. The biggest change that is still
having a massive effect on the lending industry today is that the banks
are now restricted in how much they can increase their loan book on a
yearly moving average basis. This has created an absolute nightmare
for anyone involved in the lending industry, because how is the
average person expected to know which bank is at their quota for the
10% increase and which bank is below. They simply can’t. The best
avenue for the average investor is to deal with a knowledgeable and
motivated broker team such as WiZDOM Loans, who are constantly
‘in the know’ as to which banks are open for more business, and in
what sector, at any point in time.
Just to demonstrate how aggressive APRA has been in the last few
years, they have insisted on having an office in the head office of
all the major financial institutions to monitor their lending policies.
All lending policy changes have to be vetted by APRA first. There’s
one particular bank (who will remain anonymous) who was over their
quota for investment lending. They were challenged by APRA and the
bank in question replied to the effect, “So what if our investment loans
exceed owner-occupier loans?”
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APRA’s response was swift and heavy. “Cease trading immediately or
your banking licence will be rescinded”. They are some strong words.
Consequently, the bank in question stopped trading for the better part
of 6 months until their loan book was brought into balance. The tiger
is toothless no more.
The biggest change to the average investor, though, is the banking
industry’s policy around lending now. The lending industry is a
constantly moving market and active investors need to remain abreast
of these changes and move with the times accordingly. What this
means today, is that now more than ever, investors need to be very
analytical about their existing portfolios and how those properties are
actually performing from an income and growth perspective.
So how do we do that?

Quick Yield Calculation
% Yield = (Gross Rent/Property Cost) x 100
This is a quick, basic calculation that aids comparison between
properties but doesn’t account for hold costs, equity required to get
into the deal and potential future growth. What’s more important, is
return on investment calculation (ROI).

ROI Calculation
ROI = (Net yearly operating profit or loss + Est. yearly growth) x 100
Funds invested
This provides a more detailed calculation that accounts for holding
costs and estimated growth as a percentage of funds invested.
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Let’s illustrate this in an example:
Property costs:		
$300,000
Rental:			$10,400/yr
Operating costs:
$5,400/yr
Interest:			$13,200/yr
Est. growth:		
$5%
(((10,400 - 5,400 - 13,200)+(300,000 x .05)) / (300,000 - 220,000)) x 100 = 8.5%
((8,200)
+ (15,000)
/
(80,000)
x 100 = 8.5%

Return on Equity Analysis
ROEq = Net yearly operating profit or loss + est. yearly growth x100
			

Current Equity

Over time, the equity in your property will hopefully grow as property
prices increase, which means that the initial calculation on return on
investment will not be accurate as the years go by. ROI works when
you first buy the property because it shows what you’re actually getting
from an income and growth perspective for the money you need to
put into that deal. However 3, 4, or 5 years down the track, you will
need to assess whether the money tied up in that property is actually
still working for you. The table below is a spreadsheet available on
my website – iloverealestate.tv. It shows the calculations necessary to
compare one property to another. ROEq analysis should be reviewed
at least once a year, if not every 6 months.
Estimated future growth is always going to be your best guess, as you
can never accurately determine what future growth of an area is going
to be. The best way to project what this figure might be is to look at
historical performances of the target area and recent property cycles
and where your target area is in that cycle.
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Evaluating each of your existing properties
Once you have completed your return on equity analysis, you will
be able to clearly compare one property with another, but the next
two questions you need to ask are even more important than ROEq
Analysis.
What does my portfolio need next?
Are any of my existing properties preventing me from moving forward?
Let’s deal with these two issues.
What does my portfolio need next?
What you are actually doing by asking this question is determining
what weaknesses your portfolio has. If your existing portfolio is heavy
in equity then you will probably need to focus on your next deal being
a high-income strategy deal. Conversely, if your portfolio is positively
geared or you’re happy to continue in your business or job and
income is not your driving factor, but you are low in equity, then a
manufactured growth deal needs to be your priority. Your WiZDOM
Loans strategist will help you assess this during your finance review.
Are any of my existing properties preventing me from moving
forward?
This is where the recent APRA changes are really having an effect.
Banks have become far more stringent on assessing existing
portfolios from a serviceability perspective, as well as being tougher
on releasing equity from existing portfolios.
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For example, your existing property might be positively cashflowed.
That is, the income coming in from the property is sufficient to pay all
the outgoings (rates, insurance, management fees, repairs etc.), as
well as the mortgage repayments and still have money left over at the
end of each month.
This is a true positive cashflow property. However, the way the banks
now assess that property, may well turn it into a negative cashflow
property. Firstly, the rental income will generally be discounted
for serviceability by 20%. Secondly, you may well be on a 4 or 5%
interest rate and could be paying interest only on your loan. With the
recent APRA changes, financial institutions are now assessing your
serviceability on approximately an 8% interest rate and on a Principal
and Interest basis over 20-25 year. This makes a massive difference
to what you are then able to borrow for your next deal. Now more than
ever, negatively geared properties are hurting, not just from a cashflow
perspective, but also from a future lending capacity perspective.
So what does all this mean?
It means investors may need to consider cleaning out the closet.
Ordinary ho-hum properties that are just another investment property,
that may have been accumulated prior to taking on my educational
training on manufactured growth and manufactured income strategies,
may need to be sold. I am not big on selling properties. However, the
way the lending industry is now structured and the way the banks
are assessing serviceability, a sell strategy on ordinary properties
does need to be considered. I am not saying sell a property that has
future development potential (even if it is negative), but I know many
investors have portfolios filled with what I call ‘nothing properties’.
A ‘nothing property’ is a property that has no manufactured growth
potential, average natural growth and no opportunity to turn into a
high yield investment property. This is what most uneducated property
investors end up owning.
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Case Study
To illustrate, here is a case study typical of the average investor who
has tried to get ahead through investing, but has made some classic
mistakes that uneducated investors make. Let’s look at their situation
and then talk about their mistakes and what course of action they
should take.
Frank and Fiona have three existing properties in their portfolio.
Frank and Fiona’s incomes are $80k and $50k with two dependent
children.
All three loans are with the same bank.
Metro Property (PPR)

PPR Valuation: $820k
P & I Loan: $480k
Land size: 502 sqm

Holiday Unit

Coastal Property

Unit Valuation: $320k
P & I Loan: $280k
Rental income:
$250/wk

4x2 House
Valuation: $380k
Interest only Loan:
$420k
Rental income:
$400/wk
Land size: 405 sqm

Classic Mistakes
1. Cross-securitisation – By having all of their loans at the same
financial institution, they are totally at risk from bank policy changes,
economic downturn and loan foreclosure. If, for example, we had
another GFC and the value of these properties reduced substantially,
because all of the properties are cross-securitised (they are all in
the one bank), the lender could insist on a revaluation across their
portfolio. If their LVR across the entire portfolio was not within the
banks’ guidelines, they could call in the loans on all three properties.
Guess which one they’ll sell first? You guessed it ... the PPR (Principal
place of residence). It’s the best property, and it’s the property with
the most equity, and it’s the one they’ll target first.
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2. Negatively geared investment properties – Neither investment
property has sufficient rental return to cover the operating costs of
the property, as well as the loan repayments. This means Frank and
Fiona have to subsidise their investment properties from their salaries.
Clearly, this is not a strategy that can continue. They will run surplus
income to support investments. This is a classic mistake and one I see
all the time. If you want to be an active investor and actually replace
your income and be able to live off your investments, then you need
to stop negative gearing immediately.
3. Investment properties bought for personal benefit – In Frank
and Fiona’s case, the coastal property is a holiday unit. I see a lot
of investors buy investment properties with their heart and not their
head. They think they are going to go and holiday in their holiday unit
three or four times a year, but in reality it turns out being once or twice
in the first year, maybe once in the second year and hardly ever after
that. A lot of these properties have very high management fees and
may or may not end up being positively geared if holiday rented or
AirBnB’d. They will certainly be negative if permanently rented.
4. Buying through marketeers – Frank and Fiona’s 4x2 Coastal
property is your typical marketeers’ stock. Marketeers approach
developers of new housing estates and cut a deal to on-sell a quantity
of the stock, through their marketing channels. Their marketing fee to
on-sell these house and land packages is usually $30,000-$80,000.
As the marketeers can’t sell an equivalent block to the developer at
a higher price tag, all the developer’s blocks are then increased in
value by this $30,000-$80,000. This means the poor old investor pays
a premium to have the property sold to them. Typically with this type
of marketeer estate, when the marketing dollar moves onto the next
estate or highrise, the value of the properties in the estate falls by
the $30,000-$80,000 and it normally takes a real upward shift in the
market just to get back to the investor’s original purchase price. As
you can see in Frank and Fiona’s situation, the current market value
is less than what they owe on the property because they would have
borrowed the purchase price + costs through marketeers.

66

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

The facts for Frank and Fiona are:
•	From a serviceability perspective, they are tapped out. They have
no further serviceability to do another deal.
•	
Neither of their investment properties or their PPR have any
manufactured growth potential.
•	Their future investment opportunities are limited unless they sell
something.
So what should Frank and Fiona do?
•	If they sell both investment properties, the loss on one will be
offset by the gain on the other.
•	
Selling the investment properties would then free up their
serviceability to be able to access the equity in their PPR for
a better deal that would strengthen their portfolio (such as a
manufactured growth deal with positive cashflow).
•	If they were to sell their PPR as well, they could then replace
their PPR with another PPR that has both manufactured growth
potential as well as a house for them to live in.
Many investors are faced with some of the hard decisions like Frank
and Fiona. If I were in their situation I would sell the lot. I would sell
the investment properties because they are ‘nothing properties’ that
are hurting their serviceability to be able to continue to invest. They
have no manufactured growth potential and are not positively geared.
I would take any loss on the chin, learn from the mistakes of the past,
and do a deal that made me money through active strategies next
time around. I would also sell the PPR as I believe that your Principal
Place of Residence should be making you more money than the
market. Just having a PPR that grows in value alongside every other
property in that area means you aren’t actually gaining ground, you
are just keeping pace with the market. Whilst you may be better off
than someone who didn’t buy a property at all, you’re not any further
ahead than anybody else with a property in that market.
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During the accumulation phase, investors should be making money
out of where they are living as well. Your home needs to be a deal, as
well as a home (such as a subdivision, a construction or renovation
or all three).
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Chapter Four
Valuations
Valuers play a very key role in the financing process. Financiers
basically outsource the risk and responsibility of determining values
for lending purposes. The valuation process would have to be the
most imperfect and subjective aspect of the finance industry. Whilst
the valuation process does have some methodology behind putting a
value on a property, there is a big gaping hole for personal preference
and subjectivity. The lender relies on the professional opinion of
the valuer to determine not only the value of the property, but the
potential risk associated with the property. The opinion of the valuer
is paramount to all parties and for this reason they are commonly
referred to as “The Gods” of the finance industry.
It is impossible to convince a financier to go against the
recommendations of the valuer. Even getting a financier to acquire
a second opinion from another valuer is like pushing the proverbial
uphill. Whilst having been in the industry for many years, I have seen
valuations on the same property done within days of each other, vary
by $200k-$300k. This makes a big difference to the investor on a
purchase or a refinance.
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Factors that influence the ultimate valuation of a property include:
Who is asking for the valuation and their reasoning. If a financier
is requesting a valuation for the purpose of securing a mortgage of a
property, they will request the valuation to be done on a fire sale basis.
A fire sale valuation is the price at which the property could be sold
quickly by the bank in the case of repossession or foreclosure.
From experience, fire sale valuations are typically 80% of the current
market value. If a financier is requesting a valuation for determining
the current market value in a controlled sale situation, they will request
a market valuation. The market valuation can be defined as the price
at which the property would sell in a normal, arms-length transaction
with prudent marketing and presentation.
When applying for a loan for the purpose of refinancing a property,
financiers will normally request a market valuation to be done by a
panel valuer (each bank will have their own list of preferred valuers on
their panel and they may use different valuers in different locations as
well as different valuers for different types of property e.g. residential
vs commercial). Even though refinancing valuations are normally
done at market value, in my 30 years in the industry, I have seen
financiers request fire sale valuations on certain types of property or
in certain locations where they no longer want exposure. They simply
used the valuation as an excuse to call in the loan. Unfortunately, this
has happened to me.
Location. The obvious differentiations here are regional vs metro,
prime vs ordinary. However, location goes much deeper than this.
Obviously, the more prime the location, the less risk the valuer takes
on by providing a market valuation. The less prime the location, the
more movements can affect the valuation and therefore a valuation on
this type of property has more risk associated with it (e.g. a regional
or mining location).
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Location bias is often taken by the valuers where they actually have
postcode bias and certain postcodes are devalued. This can be caused
through environmental issues like flooding or fire risk, or isolation, or
it can also be the product of economic and social issues like crime or
socioeconomic status. When there is an economic downturn in any
one industry (like we have seen with the mining industry) there can be
major prejudice against properties that have exposure to that industry.
Presentation. Whether you are requesting a valuation for refinancing
purposes or even initial purpose, the presentation of the property
needs to be considered. With refinancing, you’ve obviously got control
over the property, and you should present the property as if it was to
be displayed for sale. This is obviously harder on an initial purchase of
a property, if you don’t have control over the property. If you are buying
a run-down or poorly presented property, it can be advantageous to
have access prior to settlement stated within your contract for the
explicit purpose of presenting the property properly to the valuer. This
might include mowing lawns, cleaning, decluttering, and sometimes
even a quick splash of paint, just so the property doesn’t get devalued
to such an extent that financing would not be possible.
An example of this is one of my students’ properties in Victoria that had
been vacant for many years. Squatters had been living in the property
and basically, it was deplorable. However, it was structurally sound.
The first valuer to go through the property valued the property at land
value less $30,000 to demolish and clear the site. This meant that
the valuation was less than the purchase price and would’ve made
it difficult for the student to borrow enough money on the property to
purchase it.
Luckily, this student was using WiZDOM Loans as the finance broker,
and her broker ordered a new valuation in a week’s time and instructed
the student to go in and give the place a good clean. When the new
valuation came in, it was approximately $235,000 more than the first
valuation. The financier only loaned money on the purchase price, but
that was sufficient for the student to purchase the property, give it a
proper makeover and resell at a substantial profit.
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Land use and zoning. Current zoning has a major impact on the value
of the property, as it determines the future development of the property.
For example, low density residential or neighbourhood residential will
have a lower value than a medium or high density residential zone.
Permitted land use is also a consideration, particularly for commercial
properties.
Volume of comparable sales. For residential valuations, the value at
which other properties comparable to the subject property have been
sold, will determine the value of the property being valued. If there are
significant time lapses between comparable sales, the property will
be discounted to take into account the risk of a bank having to hold a
property for a period of time before being able to on-sell it. Properties
in high volume markets value higher than in low volume.
Title and tenure. Freehold Torrens title is marginally more valuable
than strata or community title. This is mainly due to the fact that
a Torrens title at any point in time in the future may be able to be
subdivided into smaller components, whereas a community or strata
title would not. Both Torrens title and strata title value better than
leasehold property. However, the ACT is an exception. In the ACT
there is no choice because all property in the ACT is leasehold.
Tenancy composition. The stronger your tenants and the longer your
leases, the more valuable your property is, particularly for commercial
property. It is not as important for residential property, particularly
if you can show regular rental renewal. It does, however, affect the
valuations on short-stay, holiday rentals and executive leasing.
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How to maximize your valuations
Maximizing your valuations is clearly advantageous to the investor’s
ability to continue to be able to invest. Higher valuations mean more
equity, which can be released and used in future projects. Therefore,
you would always want to do as much as you can to influence a
valuation report, if possible. If you speak to valuers, they will tell you
that nothing can influence their valuations reports. However, it has
been my experience that there are some things that can help.
Presentation
Presentation does matter and it can have a big effect on the end result.
Don’t assume that a valuer will see past poorly maintained gardens,
marked walls and untidy presentation. As stated before, get in and
clean it up. Your property should look the best it possibly can, as if it
were a show home.
Even some of the old tricks work like having bread baking, coffee
brewing or biscuits in the oven while the valuer is doing the report. It
might sound corny, but every little bit helps. Valuers are only human
and sensory information influences outcomes.
Street appeal
In some instances, valuations are done on a drive-by basis, and the
valuers don’t actually enter the home, so first impression and street
presentation are very important. Paint the fence. Trim and mulch the
garden. Paint the house. Have a clear focal point to the front door.
Pressure wash the visible roof. Believe me, all these things make a
difference.
Don’t get caught off guard
Valuers are normally relatively prompt and will want to do a property
inspection within a couple of days of the bank ordering the valuation.
Make sure you are ready. Don’t start the process with the bank when
you haven’t quite finished the final touches of the renovation. Certainly
don’t be like one of my students, who ordered a valuation on a property
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he was refinancing, and when the valuer went out he found a halfdemolished house. It was a property where the investor was going to
demolish and rebuild a new home. However, the earth-moving guys
came in a day early. The valuer had to value the property as vacant
land, and not at the higher house and land value……big mistake.
This brings to mind another student who was buying a property for
renovation and he had an ‘access prior to settlement’ clause in his
contract. So, with much enthusiasm, they started ripping the plaster
off the walls and demolishing the kitchen and bathroom before the
valuer came through to do his inspection in order to give his purchase
valuation. Not surprisingly, the valuation report came in significantly
below contract price as the valuer had to value the property as he saw
it. Fortunately, this student was working with WiZDOM Loans, and they
extended the contract and reordered another valuation a month later,
when the house had been put back together. Phew! Disaster averted.
Provide your own comparable sales analysis
Valuers are busy, and if you can provide them with as much
documentary evidence as to why your property should be valued at a
certain dollar figure, the easier their job becomes. Provide your own
comparable sales and a list of any improvements you have made to
the property. This will be covered in more detail later.
Provide a floorplan and siteplan
This saves the valuer from sketching the property and doing hand
drawings from site. It also provides accurate measurements that can
be used in the valuation process.
Environmental hindrances
If your property is in a flood affected area, a slip prone area, or a
mine subsidence area, but you have specific evidence that your
property is not adversely affected by these factors, then providing
that documentation to the valuer will benefit you greatly.
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Incorrect detail listings
Occasionally, a property will be misrepresented in its advertising and
marketing documents. Sometimes this flows over onto RP Data and
PriceFinder listings. For example, a property could be listed as a three
bedroom instead of a four bedroom, or a property could have one
bathroom where in actual fact it has two. This needs to be brought to
the attention of the valuer, as it would affect the overall result.
Low valuations
If you are unhappy with your valuation, and have evidence to justify
that the valuation report is incorrect (e.g. in a flood area when it isn’t,
three bedroom instead of four etc.), then consult your broker and have
them justify the higher valuation with the bank or even easier, order
another valuation with another valuer.
NOTE: One of the biggest advantages that WiZDOM has over dealing
directly with the bank, is that they can order the valuation prior to
the bank receiving it. So if there are any mistakes in the report or the
valuation report is simply not satisfactory, a second valuation could be
ordered with a valuer, prior to the loan being submitted to a financier.

Residential and Commercial Valuations
Comparable sales
The comparable sales method is the most common and widely used
method of valuation for residential property. This is where the subject
property is compared against other similar properties in the target
area. The valuer makes a judgement on whether the recently sold
properties are better or worse than the subject property, and adjust
their valuation accordingly. This is why properties in high volume areas
are easier to value than properties in low sales volume areas. It is
also the reason unique properties typically have discounted valuation
reports. If the property you are trying to purchase or refinance is
unique because it is a one-bedroom house and there have been no
one-bedroom properties sold in the target area in the last six months,
the valuer will discount their valuation, as the market is untested.
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Similarly, if the target property is bigger, better and more beautiful
than any other surrounding properties, it will be difficult to get a higher
valuation on the property.
When economic conditions change quickly and there is a sharp upturn
in the market, it will normally take valuers a good 3-6 months before
they start valuing properties in line with the higher sale prices. This is
because it takes around 3 months for a property sale to be reported
on RP Data and similar programs and the valuer will be looking for
sufficient recent sales to justify their valuation.
When a valuer feels a market is getting overheated, they will start
correcting valuations on properties before sale prices actually start
coming down. One may question whether they in fact cause the
market correction by issuing lower valuations. This is a question I have
pondered over the years, watching many downturns in the market
particularly on some types of property.
Cap Rate Valuations
Cap rate or capitalization rate is the main method of valuing
commercial property. This method calculates the net yield on the
property and compares it to the average yield of other properties in
the target area. For example, if professional offices in a particular
area are being sold at a 6% yield/cap rate, then 6% would be the
rate used for professional offices in that area. When a valuer goes to
valuate a professional office in the target area and it has an income of
$100,000, and we know the cap rate in that area is 6%, then the value
of the property would be $100,000 divided by 0.06 (or $1.6 million).
This will be covered in more detail in the Commercial Finance chapter.
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Types of Valuations
Full Valuations
A full valuation is the most common form of valuation. It requires the
valuer to inspect the property and give a detailed report on the property.
This will typically include doing measurements on the property,
inspecting every room in the property, making a judgement on the
standard of presentation of the property and comparing it to recently
sold properties of a similar type in the same area. Valuers will often
research the area using programs such as RP Data and PriceFinder
and will often call local real estate agents to inquire about more recent
sales which may not yet appear on electronic research data.
The valuer will also make a judgement about the relative risk of the
property (e.g. its volatility in the market). Residential valuing in not an
exact science. Many decisions are judgemental and if three valuers
value the same property, you would probably get three different
valuations ranging from the tens of thousands or even hundred
thousands. For this reason, it is beneficial to do your own research
and have an indication of what valuation you want on the property,
particularly for a refinance.
If you think your property is worth $500,000, tell the broker/valuer/
bank that you think it is worth $550,000. This way, the valuer has to
justify why the property is worth less, whereas if your expectation is
$450,000 and the property is worth $500,000, the valuer will value it at
your expectation even if he/she believes it is worth $500,000.
Desktop or In-House Valuations
Some banks are happy if the loan is an 80% or less LVR to not
request a full valuation. In these circumstances, an in-house valuation
is accepted. Normally, in-house valuations are only used in highly
populated areas as the comparable sales analysis process is still
used via source data like RP Data and Google Maps/Earth. As an
investor, knowing this can be useful and it’s advisable to speak to
your broker about which banks are happy to do desktop valuations for
certain types of properties.
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For example, if you were purchasing the worst house in a suburb,
you would want to have a desktop valuation as your property may be
completely run-down, but the median house price of the suburb will
elevate the value of your property. If a full valuation was ordered on
the worst house in the suburb, it would be significantly discounted
because of its condition, whereas Google Earth and RP Data won’t
pick up the subjectiveness of the property. Conversely, if you have the
best house in the suburb, you would want to use a bank that always
orders full valuations as you can justify why your property should be
valued higher than the median of a particular area.
Drive-by Valuations
Occasionally, when the loan is at an 80% or lower LVR and the bank
would be happy with a desktop valuation, they will also order a driveby valuation from one of their panel valuers in order to confirm the
property does exist and is in reasonable condition. This is where
street appeal really matters.

Valuation Tips and Techniques
•	Remember that the valuers are working for the bank, and not you,
so if they can find a reason to lower the price, they will.
•	
Valuers are comparing your property to similar recently sold
properties in your target area. These properties could well have
been professionally staged, decluttered and presented for the
maximum sale price. If your property is drab in comparison, it
will be reflected in a lower valuation report, so spruce up your
property.
•	Realise that valuers are very busy and may be completing 5 or
more valuations that day. Be respectful of their time and only tell
them the essentials to highlight the benefits of your property.
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•	When a bank orders a valuation, despite the fact you are paying
for it, they rarely release the valuation to you. It is certainly worth
asking the bank for a copy or getting your broker to ask for a
copy. Whilst they won’t always give it to you, it is worth asking the
question.
•	
Whilst it is usually the bank that requests a valuation on the
property, there is nothing stopping you from ordering a valuation
on your property for your own purposes. As you are the valuer’s
client, it is then their job to provide a report which is in your favour.
Whilst the banks aren’t required to use this document, they
are likely to take it into consideration and it is advantageous to
casually mention to the bank valuer, that you have recently had a
registered valuation done for your own purposes, so they may as
well have a copy.
	What you are really doing is highlighting, to the bank’s valuer, that
you are informed, and it is hard for a valuer to go against another
current and registered valuation (completed for bank purposes).
There is no guarantee of a positive outcome for this approach, but
it certainly sways the odds in your favour. Be careful not to be too
arrogant or pushy using this approach.
•	When contract price is lower than market value, it is most likely that
the valuer will value the property at contract price. This is because,
by definition, market price is what a willing buy and seller agree
on. On a rare occasion, a valuer may value the property higher.
However, banks will typically work on valuation or contract price
(whichever is the lesser). There may be a few exceptions to the
rule, particularly when there is a long time between contract date
and settlement date (or if you can justify significant improvements
to the property post contract date and prior to settlement).
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•	Valuations only remain valid for three months from the inspection
date. If settlement is extensively delayed, you may need to have
a new valuation completed. Most lenders use the valuation
ordering system ‘Valix’. It is an independent system that manages
the valuation ordering process. This system allows the bank or
mortgage broker to log a valuation request, and the job is then
automatically sent to a panel valuer to complete the job.
	
Prior to the GFC, borrowers and brokers had much greater
control over which valuer was used. However, sizeable brokerage
networks such as WiZDOM Loans still have some say in which
valuers complete which jobs.
•	Due to the fact that brokers see so many valuations and deals
go through, they get to know which valuers are more lenient for
certain types of property in certain areas. This is obviously useful
information when requesting specific valuers for specific jobs.
•	
In an effort to gain the highest possible valuation and ease
the workload of the valuer, it is important to prepare your own
comparable sales analysis summary. Here are some suggestions
for what to include in your package to the valuer:
–	
Create a summary of the comparable sales, along with
your property and its features. Be sure to include, in your
comparable sold listings, a picture of the property, address,
date sold, sale price, land size, features of the property and
any comments regarding the comparison. For example, the
comparable sale might have more land size, but an inferior
location or topography with similar dwellings.
–	List the properties in order of lowest to highest price.
–	Remember that your want to make your property look as
good as possible, so include comparable sales that serve
that purpose.
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–	Be sure to omit any comparable sales that are under a forced
sale sale situation (e.g. deceased estate, liquidation or
mortgagee in possession etc).
–	Only include the most recent comparable sales, as valuers
typically avoid using sales over 6 months old. If only 6 month
old comparable sales are available, the valuer will notify the
bank.
–	You can include properties that are under contract, but gone
unconditional (as long as they are in your favour). Properties
listed for sale are of no relevance to the valuer, as they don’t
necessarily indicate market value.
Here’s something to think about. Two of my student investors owned
a unit in Sydney that they were getting refinanced. When the valuation
report came through, it was lower than they expected. After speaking
to a WiZDOM Loans broker, they decided to order another valuation
after they had spruced the property up. The unit was rented by young
students and in some rooms they had mattresses on the floor, cheap
furniture and was not presented well overall.
The iloverealestate members approached the tenant, gave them a
long weekend accommodation at a local motel, a slab of beer and
some movie tickets. They ordered removalists to come in and clear all
the visible student furniture and gave it a quick lick of paint. They had
the place professionally cleaned and employed a professional stylist
to stage the property with hired furniture and accessories. On the
Monday following the long weekend, the new valuer came through.
The property revalued at $160,000 more than it had the previous
week. To an investor, getting 80% LVR, that meant an extra $128,000
available equity for future investment.
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Some years later, the same iLovelRealEstate members used this
technique when purchasing a property they had been renting. They
felt the property they were buying was about $150-200k overpriced in
the Sydney market. However, they were buying it as a PPR. They loved
the property. They were already living in it and it had spectacular views
to boot. They discussed this with their WiZDOM Loans broker, and
decided it was best to order a full valuation through a panel valuer.
Prior to the valuer coming through, they hired a professional staging
company to replace their furniture with upmarket furniture and finishes.
Consequently, when the valuer came through, it looked amazing. They
even employed the old trick of baking bread. Upon discussion with
the valuer, he openly admitted that prior to inspecting the property, he
thought it was overpriced. However, the presentation was so good,
he valued the property at contract price. This meant they were able to
purchase it.

Professional Indemnity Insurance for Valuers
All professionals have their own professional indemnity insurances.
Valuers are no different. Consequently, it is important to understand
the thinking of a valuer. If they can value the property at a lesser value
and still maintain competitiveness in the market (e.g. a bank will
continue to use them), it lowers their risk of being sued and having to
claim on their professional indemnity insurance.
During the GFC, a number of large valuation companies were sued
by the banking institutions. The banks lost money on projects and
financing deals and the first thing they did was look for other avenues
to recoup funds. Valuers and mortgage insurance companies were
first in line. Whilst most of the lawsuits were settled out of court with
undisclosed sums, we must not forget the undertone of risk. This is
the perspective from which a valuer will be approaching your next
valuation report.
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Chapter Five
Financing investment strategies
Now that we have covered the difference between residential lending
and commercial lending, it is easier to understand how to present
deals to a lender for other manufactured growth strategies. The
property strategies we are about to discuss here are not exclusive,
but we will cover some of the major project strategies. Let’s start with
subdivision.

Subdivision
Whether you’re taking a residential house block and splitting it into
two, or buying a whole farm and turning it into a new housing estate,
the basic principle may well be the same. However, the funding
models are very different. Subdivision as a strategy, gives you one
of the biggest “bangs for your buck” in the shortest time span, when
compared with other strategies.
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Financing a small subdivision
When you are subdividing a block into three or less lots, the financing
will be similar to a small unit development financing. It will be
residential financing. There may be a few lenders that will do a fourlot subdivision as residential, but that will be the exception not the
rule. Whilst subdividing a small lot subdivision, there are two stages
to the process. The first is the initial purchase and the second is the
refinance upon subdivision completion.
It is preferable, when financing the initial purchase, that no mention
of your intention to subdivide is discussed with the lender or the
valuer. Financing will be on a straight investment loan, where the
rental income of the property being purchased will be included for
serviceability, the property will be used as security, and the loan will
be a standard 80% LVR or 90% with mortgage insurance. Financing
this way will mean you will need to have funds set aside to complete
the subdivision yourself, either in a line of credit on another property
or in cash reserves. Subdivision costs around the country will vary,
with Victoria being the cheapest, Queensland the most expensive
and Western Australia taking the longest. Subdivision costs for a
simple 1-to-2 or 1-to-3, range from $20-30k in Victoria, to $60-100k
in Queensland.
The financing stages of a subdivision will be as follows:
Stage 1: Finance the initial purchase with an 80-90% LVR. Stamp
Duty and other settlement costs will need to be funded out of your
own equity or cash reserves. These costs would include:
•

Pest and Building reports

•

Soil and other specialty reports

•

Conveyancing and title search fees

•

Stamp Duty

•

Legal and miscellaneous fees

•

Company and Trust establishment fees

•

Buyer’s agent fee, if applicable
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•

Council rates and local authority fees or adjustments

•

Valuation or appraisal fees by the lender

•

Accountancy fees

•

Insurance

•

Property management fees, if tenanted

•

Site maintenance (mowing and repair).

Stage 2: Carry out the subdivision process. The cost of getting
the subdivision approved through Council (including all professional
fees, tradespeople etc.) needs to be funded out of your own equity or
cash reserves. These costs would include:
•

Application and lodgement fees with council

•

Council development approval and operational works

•	
Consulting fees (town planner, designer, engineers, specialty
consultants)
•

Site survey

•	
Construction of development including service upgrade and
installation (road, driveway, drainage works, retaining walls,
landscaping, fencing, electricity connections, sewerage
connections, lighting)
•

External road works levy

•

Upgrade to services fees

•

Monthly consultant and construction progress payments

•	Council head works and contribution fees per lot (varies across
states – QLD is the highest. In most Councils it is $28k per new lot
created)
•

Final surveying

•

Titling costs incl. plan sealing fees

•

Annual Council rates

•	Land tax (this varies from state to state, with Vic and NSW being
the most expensive)
•

Insurance to cover development during and after subdivision

•

Setup and on-going body corporate fees, if applicable

•

Holding costs / Interest on the mortgage.
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Stage 3: Selling or refinancing the newly subdivided land lots.
The Council and the lender’s appointed valuer will have to inspect the
subdivision and make sure it is in accordance with the subdivision
Development Approval before they release the single title security
in favour of taking security over the newly formed land lots. This will
enable the sealed plans to be taken to the titling office in order to gain
either Torrens Titles or Strata/Community titles. If you are keeping the
land lots, you may need or want to refinance the newly created blocks
of land with another lending institution. Not only does this give you
more flexibility as you are not cross-securitized, it also releases title
for greater lending capacity. You may need this additional equity if you
intend to keep the land lots and build on them. If you are on-selling,
additional costs which you would need to cover out of your existing
equity or cash reserves would include:
•

Advertising and marketing costs

•

Legal fees on sale

•	Sales commission (although this will be paid at settlement by
settlement funds)
•

Any maintenance on the property while selling.

As with all strategies that involve residential financing, the profitability
that you are prepared to accept on the deal is a personal decision,
because the bank is not specifying an amount. As a rough guide, 15%
is a good guide for subdivisions. However, at the end of the day you
need to determine what is worthwhile for you. There are a number of
factors that you need to consider in making this decision, including:
•	Personal funds required to undertake the deal – the more funds
that you are required to put into the deal, and therefore the more
funds you have at risk, and unable to be working for you elsewhere,
the higher your profit margin expectation may be.
•	Time in the deal and how long your funds are tied up – the longer
the deal and the longer your funds are tied up, the higher your
profit margin expectations may be.
•	Skill required – the more skill required to do the deal, the higher
you may require the profit margin to be.
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•	
Your experience – the more experienced you are in doing
active strategies the higher the profit margin you may demand.
Alternatively, if this is your first or second deal, you may accept
a lower profit margin in order to get the experience and have the
learning.
•	Ease of funding – the easier a deal is to finance, possibly the lower
your profit expectation.
•	Risk of the deal – this considers a number of factors including the
complexity of the deal, or considered another way, the ease with
which the deal can be done, or the certainty in the deal, e.g. the
ease and certainty of getting DA approval.
•	Other factors include the size of the debt involved, the range and
number of exit strategies available, and the ease of exiting the
deal, the volatility of the market and potential for market value
reductions, and your confidence in the numbers and the figures
used in your feasibility. Obviously, the less confident you are in
your figures, the higher the risk of cost overruns, and the higher
the risk.
Financing large-scale subdivisions
When financing large-scale subdivisions, the project will be assessed
under commercial financing. Similar to the financing of multi-unit
developments, the application process is more involved, the scrutiny
is greater, the interest rates higher, and LVRs are lower.
It is important, when applying for this type of financing, that you look
for a lender or broker that specializes in commercial financing. Never
sign a contract that is not subject to finance to your satisfaction,
as financing large-scale subdivisions can be tricky, costly and time
consuming. Quite often, this style of contract is signed with conditional
clauses, such as ‘subject to subdivision approval’. With this style
of financing, you are not only applying for finance to purchase the
initial site, you are applying for finance to complete the large-scale
development. The costs of applying for Development Approval for this
strategy would normally be paid for out of your own equity or cash
reserves.
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One of the most important aspects of this style of financing is the
finance application.
Let’s consider what should go into your finance application.
Finance Application
• Introduction
•

Financial proposal / commitment

•

Site information – mapping, description, zoning

•

Surveyor’s plan of the site

•

Preliminary design or plans and submission information

•	
Environmental factors report –traffic flow, landscaping, land
usage, etc.
•

Development Application letter

•

Building quotes or contracts

•	
Concept design description and an architect’s perspective
drawings
•

Demographic and target market for sales

•	
Complete financial analysis of costs, expenses and projected
profits
•

Cash flow analysis

•

Timeline of workflow

•

Conclusion

Risk Assessment
•	Supply a report of your development experience, financial history,
assets and cash flow.
•	Get a copy of your credit report from a credit reporting body like
Veda and make sure it is correct.
•	If there are any issues with your credit rating ensure that they are
cleared up prior to applying for finance.
•	Offer the development land as your security but be wary of cross
securitization with other property you own.
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Finance Approval
•	Read and make sure you understand your loan documents and
fees.
•	
Instruct your lawyer to perform title searches on the day of
settlement.
•

Arrange a time and date for your lender to present your cheque.

•	Instruct engineer and consultants to commence work – ask for
written confirmation.
•	Approval may be granted on the condition that a percentage of
lots are sold in pre- sales prior to granting further development
finance.

Financing Strata-titled projects
Strata-titling is a form of ownership division for multiple dwellings.
Strata-titling allows individual ownership of part of a property,
combined with shared ownership for common property e.g. foyers,
gardens, driveways etc. This is done through the legal entity called
the Owner’s Corp (or Body Corporate), strata company, or community
association, depending on the State or Territory.
The concept of strata-titling only came into being around 50 years ago
and there are now nearly 300,000 body corporates which encompass
nearly 2 million individual lots across Australia. In Sydney, strata now
accounts for more than half of all residential sales and leases because
of its popularity with investors. Strata-titling can be for both residential
and commercial properties.
Unlike subdivision, strata-titling is not a division into freehold Torrens
titles. In some states, like Victoria, there is no distinction between
subdivisions and strata-titling, their legislation groups the two
processes together. As a strategy for investors, the process of buying
a block of units, commercial strip of shops or commercial precinct is
a good strategy to create manufactured growth.
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The process of financing this strategy is broken down into two forms:
1. The initial purchase – Similarly with developments and
subdivisions, buying four or less will usually be treated under
residential financing. Five or more will be treated as commercial
financing. Residential financing will mean borrowing levels of 80-90%
LVR depending on your personal borrowing capacity and location of
the property. With Commercial financing (for greater than four), LVRs
will be lower at 60-70%.
Location is also a determining factor on how much you can borrow
as the lender assesses the application as if you’ve already gone
broke and they have to foreclose on the property. If the location of the
property means there are not many potential buyers for that style of
property, then at the outset, the lender will typically reduce LVRs and
increase interest rates to cover their higher risk exposure. The initial
purchase is called in-one-line financing, as you are purchasing only
one title.
Even though your intention may well be to strata-title, it is not advisable
to disclose this to the lending institution upfront. Although, this should
be highlighted to your mortgage broker so they can match you to
a lender suitable to post-purchase strata financing. Some lenders
charge a higher break fee, which would not be conducive to the
strata-titling strategy.
Whether you are financing through residential or commercial finance
on the initial purchase, you would typically have to fund the costs
associated with strata-titling out of your own purse.
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These costs could include:
•

Applications

•

Fire separation

•

Services separation

•

Provision of additional car parking

•

Landscaping

•

Fencing

There will also be a cost associated with setting up a body corporate
and lodging the strata-title at the Title office. All these expenses will be
funded from your own equity or cash reserves.
2. Refinancing the strata-titled properties – Once the property is
individually titled, you can either refinance or sell the units/apartments/
townhouses. The process of strata-titling will typically elevate the
market value of your property.
Market value is determined by supply and demand and there is more
demand for an individual unit/townhouse than for a block of four or five
in one line. If you have purchased the initial property under commercial
finance (four or more), the refinancing will often have higher LVRs as
they would be refinanced under residential financing. Whether you
choose to refinance or keep the newly strata-titled properties, you
would normally have to move the finance to different lenders.
The main reason for this is so you are not holding the properties
cross-securitized with one bank. However, you are often forced to
refinance with a variety of lenders anyway, as the banking institutions
have a weird rule about not owning any more than 20-30% of any one
project. Sounds silly, but a bank may be happy to lend you the money
to buy a block of 6 in-one-line, but would not be happy to refinance 6
individually titled units in the same block of 6.

91

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

This rule originated when banks were financing large developments
and they didn’t want any more than a 20-30% exposure to any one
building. However, to a bank, policy is policy, which means whether
you’re talking about a 300 unit complex or a block of 4 or 6 their
assessment will be the same.
The refinancing process can be quite tricky as you will have to
refinance some of the complex with your purchasing bank. You will
then have to release some of the security for refinance with another
lender or lenders. This is where your mortgage broker/strategist really
earns their keep which is why dealing with property finance strategists
such as WiZDOM Loans is important. Your average broker is not
skilled in this area.
Another very important requirement when refinancing or financing
a property, is that the internal floor space area is at least 50sqm,
excluding balconies, patios and carports. This size is considered
to be the minimum size for lending at an 80-90% LVR. Smaller units
will generally be financed on lower LVRs of around 50-60% and in
some cases won’t be eligible for financing at all. There are always
exceptions to the rule and lenders have different policies, so liaise
with your finance strategist and ensure you’re upfront with them about
your full intention for the property prior to purchasing.

Financing Renovations
How you finance a renovation depends entirely on the size of your
renovation project. Small, cosmetic renovations will typically need to
be funded from your own equity or cash reserves and then the project
can be refinanced or sold upon completion. Larger renovations such
as structural renovations or extensions, can actually be financed via a
building construction contract.
The initial purchase of the project would be at the normal 80-90%
LVR, depending on personal circumstances. Again, it’s important
to not disclose your intention to renovate to the lending institution,
particularly if your strategy is to flip the property when complete.
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They like to issue 30 year mortgages on a P & I basis, and not Interest
only, month by month loans where the bank’s funds are being used like
an overdraft facility. If you are buying a particularly run down property
which is uninhabitable, (it has no working kitchen or bathroom, or in
a really dilapidated state), the LVR will drop to 60-70% and in some
cases, if the property is really bad, you won’t be able to get finance
for it. You would have to fund it out of a line of credit or redraw facility.
Let’s discuss each of these financing options in detail.
Small cosmetic renovation
When budgeting for the purchase of your cosmetic renovation project,
you will need to have sufficient funds to cover:
•

20% of purchase price for the deposit

•

State Stamp Duty

•

Legal costs

•

Inspection fees (pest, building, survey etc.)

•

Renovation costs

•	Holding costs (to cover interest payments, rates, insurance etc.
for the duration of the renovation project)
•

Selling costs (staging, photography, advertising)

•	A minimum 10% contingency cost (renovations typically go over
budget)
Large structural renovations and extensions
With a structural renovation or extension, the costs are more significant
and there may be an opportunity to get the bank to finance these
renovation works. In order to finance this type of work, the lender
will need a building contract from a licensed builder. This type of
construction loan is normally at an 80% LVR and the bank will require
you to put the first 20% in before they release funds to the builder.
The funds will not be released directly to you, but rather directly to
the builder on their drawdown claim, as detailed in the construction
finance approval letter.
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There is, however, one exception to the rule of not declaring your
intention upfront to the bank, and that is where you are applying for a
construction loan and a purchase loan at the same time. This style of
lending would be done on a commercial basis and with full knowledge
from the bank’s perspective of your intention to flip the property.
Refinancing on completion
If your intention is to hold the property after the renovation for cash
flow purposes, it is advisable to refinance the property at least 3 to 6
months after the initial purchase. Banks don’t like to reassess loans
too quickly after purchase. It is also recommended to keep a visual
‘before and after’ diary on what has been done to the property and
a complete list and feasibility of costs. This is important to show
the valuer how dramatically you have improved the property and to
highlight how much money has been spent on the property since
purchase.
Some costs may not be visible to a valuer and these need to be
highlighted (e.g. rewiring, replumbing, adding insulation, levelling
stumps or correcting structural work). It’s important to highlight all
the new features to the valuer, both hidden and visible and include a
summary of comparable sales within your target area, so they know
your revaluation expectations. If the property is to be rented, then a
rental appraisal letter from at least two rental management agencies
should also be given to the valuer and the lender upon revaluation.
You may choose to refinance the property with a different lender,
rather than increase the loan with the existing lender. In this case, the
first lender’s loan would be paid out and a new loan would be instated
based on the LVR of the new value.
When a loan is cancelled quickly, such as in this case, there may be
claw-backs by the bank from commissions paid to the broker. This
claw-back period varies on the type of loan and from bank to bank. It
will typically range from 1 year to 3 years. During this period, if the loan
is refinanced elsewhere, the bank will request the commissions paid
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on the initial loan be returned to the bank. The likely flow-on effect
from this could be that the broker requests you to pay the claw-back
commission.

Financing Removal Houses
Have you ever been to a house graveyard? It sounds morbid, but it
is actually a lot of fun. A house graveyard is where house removalists
store houses that have been taken from development sites and are
temporarily stored before being relocated to new land lots. These
houses typically need a lot of renovation and relocation companies
will often charge for the house, restumping and connection to services
in the purchase price. House and relocation costs vary depending on
the size of the house. A small house may only require 1 truck to move
the house onto its new site, whereas larger houses need to be cut
into 2 or 3, moved on several trucks and then reassembled on site.
These costs range from $60,000 through to $90,000 for a single shift /
$100,000-$130,000 for a double shift, and at least $140,000 for a triple
shift. Once the house is onsite, they will usually need an extensive
renovation.
From a financing perspective, lenders will typically advance funds for
the initial purchase of the land but will not fund the purchase and
relocation of the removal home. This style of lending is high-risk for
the lender, meaning they would like to see you use your own equity or
cash reserve to relocate the house. Once the house is connected to
services and has an occupation certificate, most banks will be willing
to refinance the property at this stage and release equity on a new
loan. There are a few removal house companies which operate under
a standard HIA or Master Builder’s Licence where they shift the house
using a construction contract and accept standard construction
drawdown payments. This is something you need to discuss with your
relocation company upfront.

95

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

Financing Kit, Manufactured and Pre-Fab Homes
The financing of this style of construction is very similar to that of
removal houses. The bank will finance up to your LVR for the purchase
of the land, but unless the construction is done under a standard
builder’s contract with standard drawdowns, lenders don’t like lending
for this style of project, and they like Owner-Builders even less.

Financing Executive Leasing, Short-Stays and
Holiday Rentals
Financing of Executive leasing, short-stay and holiday rentals is all
funded in a similar manner to that of standard residential purchases.
The only real difference is that substantiation of rental appraisals will
need to be done by managing agents who specialize in these areas. If
the property has been rented in this manner previously, it is helpful to
get indications of previous rental statements from the managing agent.
Size can still be an issue. If the property or unit is less than 50sqm,
then funding will be difficult with LVRs of 50-60% and sometimes even
impossible. One exception to this is serviced apartments. Serviced
apartments are generally treated on a commercial basis and not as
a residential purchase. If you cannot live in the property yourself (e.g.
some Quest and Meriton Apartments), then the lenders will typically
not lend more than 50-60%. These lower LVRs are because the lender
sees this type of security as a higher risk if they have to foreclose on
the property, as there are less buyers in the market.

Financing an AirBnB Rental
If a property is rented out through AirBnB, it doesn’t change the
financing requirements. Financing would be done under a residential
loan.
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Financing Rooming/Boarding Houses, Backpackers
and Hostels
When looking at financing a rooming house, a boarding house,
student accommodation or simply a room-by-room rental, I think it
is first important to understand the difference between the classes of
buildings. These classifications vary slightly from State to State. The
building classifications are as follows:
•	Class 1A Building – is a single building. It can be a detached or
attached dwelling, separated by a fire resistant wall. Depending on
the State, this dwelling can accommodate 3-5 unrelated parties.
•	
Class 1B Building – is a dwelling where the total floor area
does not exceed 300sqm and does not house any more than 12
unrelated parties.
•	
Class 2 Building – is a building containing two or more
sole occupancy units, each being a separate dwelling. This
classification, however, varies across the States.
•	Class 3 or (C) Building – is a rooming/boarding house with
floor space greater than 300sqm and can house more than 12
unrelated parties.
Class 1a buildings are financed as normal residential loans with LVRs
at 80-90% even if they are rented on a room by room basis. Class 1a
buildings that become Class 1b buildings can be financed initially as a
residential loan (with LVR at 80-90%) and then remain as a residential
loan even though the classification and use may change. Specifically
built or remodelled properties as Class 1b buildings will normally need
to be financed as a commercial loan. Class 3 buildings will always be
financed under a commercial loan with an LVR of 60-70% and the term
will be shorter at around 15-25 years with potentially higher interest
rates.
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When you convert a Class 1a building to a Class 1b building, the cost
of conversion would have to be funded out of your own equity or cash
reserves. If your intention was then to refinance post conversion, you
run the risk of financing from a residential loan at 80-90% LVR to a
commercial loan over a shorter term at 60-70% LVR and potentially no
real elevation in value.
Word of warning: Boarding and rooming houses are not the most
desirable security for financiers. I find this astounding, as they have
a much higher income return than the standard 4 bed, 2 bath double
lockup houses that the marketeers sell. However, when understanding
finance, the more you know about the way a bank makes policy and
assesses risk, the better equipped you are to make your deals fit their
boxes.
I heard a story about an investor who owned several boarding/rooming
houses in Melbourne. These rooming houses provided a very good
income and he was doing quite well. The investor purchased an older
property for the purpose of demolishing and building a new Class 3
boarding house. The investor was about 75% completed, when he ran
out of funds to complete the construction. He decided to refinance
the property as he had added substantial value though construction.
When the valuer came out to assess the property, he valued the
property at land value less demolition costs (much lower than the
actual value of the property).
This caused a snowball effect with the lender, as he was crosssecuritized on all his properties with the one bank. The property
was not valued as a commercial building, but as a residential house
that didn’t meet residential building code and therefore needed to
be demolished. The lender foreclosed on all of his properties and
he lost the lot. The investor ended up doing a deal with the varying
purchasers of his properties, to lease back the properties on longterm leases and run them as boarding houses again. The investor
went from being worth a number of millions to bankrupt in the space
of a few months.
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Warning: make sure, if you are financed under residential terms, that
the financing stays residential unless you are certain that you can
refinance under commercial terms using the property’s high-yielding
cap rate for valuation. This is not always possible, as it depends on
the lender and the economic climate at the time.

Financing Business Real Estate
When we say business real estate, what we are actually talking about
is businesses that have freehold properties as part of the business
(e.g. caravan parks, backpacker accommodation, motels, hotels etc.).
This type of purchasing is only for a certain type of person as it steps
out of the realm of pure investment and into the realm of investment/
business development. Even if you’re purchasing business real estate
that is fully leased out on a commercial lease of potentially 5-10 years,
you still have to take into account the risk of that business manager
failing and you having to take over the operation.
These properties are financed on a 50-70% LVR commercial basis,
and the cap rate on these types of properties will vary depending on
their location and strength of tenant. The more regional the property,
the more the likelihood that the cap rate could be in the region of 1518%, whereas coastal/metro properties would have a cap rate more in
line with normal commercial investment at around 8-10%. The yields
are normally slightly higher because of the risk of self-management if
the tenant defaults.
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FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Chapter Six
Improving Finance Capacity
Having credit card debt, personal loans, car loans and store card
loans all have dramatic and negative impacts on your ability to
gain finance for investment purposes. No finance training would be
complete without a good look at reducing unnecessary debt that
prohibits people from borrowing money for property investing and
moving forward financially.
Debt is something that tends to creep up on you and slowly strangle
you like a boa constrictor. What we need to do is release the grip of
the boa constrictor and divert all that energy being expended fighting
the boa constrictor and refocus it into building a solid financial base
from which you can start climbing that mountain of success and
financial freedom.
The process of reducing debt and budgeting go hand in hand.
Unfortunately, the reality of budgeting and taking account of your
financial spending habits is not always the most exciting thing on your
agenda, and it can be hard work.
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Budgeting means having discipline and if discipline doesn’t come
easily, then it means putting yourself in a strict regime where you are
forced to be disciplined. It is through this discipline of budgeting, that
funds which are surplus to your needs can be re-directed to initially
paying off unwanted/ bad debt.
At this point, I want to make the distinction between good debt and
bad debt.
Bad debt can be categorised as consumer debt and non-deductible
debt. Usually, this is debt that has been incurred on buying consumable
items before you have the money available, (saved or earned) to pay
loans for them e.g. furniture and store card debt, car loans (if not used
for business or income producing purposes), holiday loans, credit
card debt and, to a lesser extent, your personal home loan.
Good debt on the other hand, is debt that has been incurred for the
purpose of making more income, i.e. for income producing purposes.
For example, investment property loans, share investment loans, or a
business loan (provided it is a profitable business).
Normally, the good debt interest is tax deductible - bad debt interest
is not.
The concept of debt reduction is based on neutralising the power of
compound interest that works against you when you are in debt.
Debt is not the problem, neither is credit. It is simply our inability to
manage our debt and use our credit that creates a problem. Once you
can learn to manage your finances well, you can use debt to create
wealth, instead of misery and despair.
Debt free living offers you a quality of life worthy of your very best
efforts.
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In today’s society, it is all too easy to succumb to the alluring
advertisements of ‘take home today, pay later’ offers. You have what
you ‘need’ now and don’t have to pay for it for 12, 24 even 36 months,
or longer, or you sign up for numerous store cards without realising
the amount of interest or account keeping fees being charged on
these cards. Before too long you realise your minimum payments per
month are exceeding your capabilities of repaying these debts. You
can find yourself spiralling further into debt and not reducing your
debt, because the interest being charged is taking the balance higher
than the repayments you are making, so the balance is never being
reduced.
The concept of debt reduction is based on neutralising the power of
compound interest that works against you when you are in debt.
The following case study shows how high interest debt can cripple
your financial health:
If your credit card has a balance of $10,000 and the finance company
or bank charges you 21% interest on the outstanding balance which
is not unusual, (this is written in the small print in your terms and
conditions of use!) your monthly minimum payment will be around
$175 per month.
At this rate it will take you a whopping 24 years to pay off.
And yet, if you only increased your payment by an extra $30 per week
to $305 per month, it would only take 4 years to pay off the debt.
The additional $30 per week eliminated 20 years from the payments.
In nature, avalanches can begin with even the smallest piece of falling
debris. So too can you start your own debt-reduction avalanche with
only a small “extra” payment each month.
You can easily begin to feel overwhelmed when the realisation comes
of just what debts you have.
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It can create a great amount of stress and anxiety, even embarrassment
if you are unable to meet minimum repayments. There is a feeling of
being trapped, or a loss of freedom, stuck in a job you don’t enjoy
simply because you need the money. There’s not knowing how or
even if you can rise above these debts which in extreme cases can
cause health problems and relationship breakdown.

Frightening Statistics
•	There are 15,973,165 credit cards in Australia as of November
2018 which nets a national debt accruing interest of up to $33
billion,
•	The figure for National Australian spend on credit card purchases
each month is a whopping $28,540,998,758
•	The average Australian credit card balance is $3260, with the
average balance accruing interest is $1973
Let me tell you about a client of mine who, through a series of truly
tragic and unfortunate events (serious illness and ultimate death of her
husband), found herself forced to quit work and nurse her ill husband
through a long and painful ordeal. She quickly found herself with over
$50,000 credit card debt, a home loan mortgage she struggled to
pay, and no savings or trust funds to call upon. In her words, she was
“drowning and didn’t have a life raft”.
Within 12 months, she was able to completely turn her life around and
started to see light at the end of the tunnel. She had cleared all her
credit card and store debt and as a result was now saving a further
$85 per week for investment purposes. How did she do this? She
followed the Debt Avalanche Strategy.
If you are committed to succeeding in your goal to reduce your bad
debts – follow the debt avalanche process and you will be successful.
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Step 1
The first step to eliminating personal debt is becoming aware and
acknowledging responsibility for your current situation. You then need
to make a firm promise to yourself to take positive action to change
your debt cycle.
A friend of mine had a habit of buying a coke and sausage roll in his
morning break before he went out on his sales run and again when
he returned in the afternoon. This was on top of his normal breakfast,
lunch and dinner which were also mostly take-aways, but that’s
another story.
This coke-and-sausage-roll habit was costing him about $6 a day. By
electing to stop this habit, save the money and invest it, he was saving
$30 per week, which over 50 weeks, is $1,500 per year.
$30/wk
$30/wk
$30/wk
$30/wk
$30/wk
$30/wk

invested
invested
invested
invested
invested
invested

at
at
at
at
at
at

10%
15%
10%
15%
10%
15%

over
over
over
over
over
over

10
10
20
20
40
40

years would grow to $25,606
years would grow to $34,402
years would grow to $94,921
years would grow to $187,155
years would grow to $790,510
yrs would grow to $3,877,007

And that’s just by choosing to not spend the $6 a day on extracurricular/luxury goods and invest it instead.
This is just one tiny change. How many tiny changes could you make
in your current daily spending activity?
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Step 2
If you are someone who needs to address your spending habits and
get rid of personal non-income producing debt then consider keeping
a record of absolutely everything you spend. Even the 50 cents here
and there that, on their own don’t seem much, but when combined with
all the other 50 cents can add up to quite a lot of money – especially
when you consider the opportunity to invest that money over a period
of time and letting compound interest play its part in a positive way.
This will begin to give you a very clear picture of where you can save
money.
Be truthful - this is an honesty session with yourself.
Use the Monthly Money Tracker Worksheet and write down every
single little thing that costs you money for a whole month. This may
seem tedious and boring but it is a very necessary step to taking
control of your spending and ultimately your life.
Step 3
At this point, you can see exactly where your money is going. The
next step is to list all of your assets with their value and any money
you owe. Let’s focus on your assets first e.g. house, cars, shares as
well as home furnishings and personal items like jewellery or clothing
– and anything else that would hold any value for insurance purposes.
Next, you will need to list all of your liabilities. Every loan needs to
be listed here to give you a clear picture of exactly where you stand
e.g. mortgage, car and personal loans, credit and store cards, money
owed to relatives etc.
Guess what? You have now created a personal Balance Sheet.
Now let’s categorise your assets into assets that a bank would value
e.g. home, car, shares, etc. and assets which they would not consider
like furniture, jet skis etc.
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Step 4
By now, you should have a clear picture of exactly where you stand
financially, and where you are starting from – you may be amazed at
how much money you have cluttering up your home. Most Australians
have items to sell that are simply creating clutter in our homes: furniture,
appliances, sporting equipment or collections of memorabilia.
A cluttered house is a cluttered mind; you need to make way for new
and better things to come into your life. Write a list of all of the items
you have that you could sell to raise some extra money.
Do you have bikes or scooters in the garage that you don’t use any
more? Exercise equipment has a naughty habit of gathering dust in
the spare room or garage. Do you have a boat or jet ski that only sees
the water on rare occasions? You may be far better off selling them
now to get the extra cash and hiring them out once a year when you
may want to use them.
Could you get by without the second car? You would save money on
registration and maintenance costs and make some instant money
by selling it.
A garage sale, Gumtree or even eBay are great ways to sell off
unwanted items. You would probably be amazed at what people will
pay you for your non-essential goods. Use the funds from the sale of
these unnecessary items to pay down debt. Remember: one person’s
trash is another’s treasure!
Step 5
No financial review would be complete without quizzing yourself
about your current income stream. Could you increase your income
in your current job? Could your increase your income with a second
job, do you have time for a second job? Are you able to change to a
better paying job? If you are in business or work for yourself – how
could you increase revenue? Would you consider educating yourself
in another field or business?
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Step 6
The other side of your personal profit and loss statement is your
expenditure. It’s time to analyse your money tracker and review where
you can cut expenses. Review your essential expenditures and make
sure you are on the best deal or plan for insurances, phone and
internet plans etc. Always shop with a list and reduce expenditure
temptations such as internet browsing. Where can unnecessary
expenditure be redirected? Here is a good time to check that you’re
not being Grandfathered in on an older, more expensive plan.
Step 7
Okay, here comes the real fun. Laying out a plan; a budget of what
your intended income and expenditure is going to be over the coming
months. Budgeting is probably the most disliked part of anyone’s
wealth building strategy and because of this, it is the most overlooked.
In order to feel good about the budgeting process, it is worthwhile to
develop a Reward System. Without regular rewards, the budgeting
process can be a soul destroying and counterproductive endeavour,
as it is easy to slip into an attitude of poverty and excessive frugality
rather than one of wealth and abundance.
I think it is very important to keep a list or some pictures of your Target
Goals – some small goals for along the way and some large ones to
keep you focused on the bigger picture. The more you share your
goals and reward objectives with family and friends, the more real you
make the achieving process. Obstacles appear when you cease to
focus on your core objectives.
Be careful with this, however, as sharing your goals with others can
give you some positive feedback without even working to achieve
them. Merely having the positive praise from family and friends
creates the endorphin release you would normally have achieved by
actually completing the goal. This could counter you even attempting
to achieve the goal.
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Choose times when your surplus is sufficient to reward you and your
family. Take pride in your achievement and share your thoughts and
feelings of that achievement with those around you.
Step 8
A big part of successful financial management is the review process.
Maintaining and monitoring your budget is the most important phase
of the budget process after the initial set up, because it is this phase
that turns your goals and dream into realities. It’s the difference
between making a New Year’s resolution to stop smoking and actually
stopping, and if you fall off the wagon, you just get back on there
again.
By monitoring your progress, you can see at a glance when you are
falling off that proverbial wagon, and you can take the necessary
action to get back on track to achieving your goals.
Family Summit
Preparing and sticking to a budget is like one member of the family
going on a diet – it affects the whole family, except this is a MoneyDiet.
Consequently, the budgeting process is something that should be a
family affair. This can often turn something like money problems from
a taboo topic to something that is openly discussed and worked on
with team effort.
“Two heads are better than one” to coin an old adage.
It’s reported that nearly 85% of all divorced couples indicated that
financial stress was an underlying cause of the death of their marriage?
Set aside a family summit time – at least once a month - to review and
monitor the family budget (Money-Diet). Review your progress, openly
discuss, without fear of retribution or judgement, any difficulties or
successes you have experienced. At first it may seem odd, but with
practice it can help bind the family together and it’s an enlightening
and hopefully positive educational process for the kids.
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It is a process that will significantly accelerate your wealth creating
expertise. It only takes a small amount of time to set up and monitor.
It can also be fun and educational for the whole family.
Step 9
This next step may sound a little alternative but I believe it is a very
important step in the process. Allocate time to regularly (at least
daily) visualise your desired outcome.
One of the most powerful ways of conditioning yourself and your
subconscious is to let yourself visualise your dreams. You need to
know what you really want in order to have the motivation to achieve it.
Spend some time really thinking about what you want in all areas of
your life, your financial dreams and aspirations for you and your family.
It is a good idea for both you and your partner to do this individually
and then bring them together to create your combined financial
success now and in your future. This step may seem easy to bypass,
however I cannot emphasise enough the importance of writing down
your goals and visualising what you want to achieve. How can you
expect to achieve dreams if you do not know exactly what they are?
You need to be very specific with this. Saying “I want to be debt free”
is not enough. Name the specific debt you will eliminate by a set
date, then the next and so on. Be realistic with your goals, as they
need to be attainable, and set checkpoints throughout to show your
progress along the way. At the same time, however, aim high so you
can achieve high.
Visualisation Process
When times are tough, take time out to focus on why you are doing
this. This will only take you a few moments, and you will be amazed at
how this simple task of visualising can bring you back on track.
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Visualise:
What is the end goal?
What does is look like?
What does it feel like?
What does it smell like?
Close your eyes and see it, touch it, smell it. How does it feel to be
successful?
How does it feel to have that house or car of your dreams? How does
it feel not to have to work through physical exertion for your disposable
income?
Always remember the bigger picture!
Step 10
Debt Elimination Strategies. There are a number of ways to now utilise
all the hard work you have just done to get that debt under control
and working for you. These are known as: Debt Elimination Strategies.
The Debt Avalanche Technique
Now that you see how you can find some extra money by implementing
the steps above, let’s look at how you determine which debt to pay
off first.
The debt you select to pay off first will be the debt you target for rapid
pay off, the starting snowball of your debt avalanche.
Should any extra money come your way by either windfall or additional
earned income, or even by careful budgeting and reducing your
expenditure, this money should all be applied against this debt.
In the long run, consistent money management will succeed every
time.
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Example 1:
Below is a table that shows you a statement of Mrs. X’s debts. You can
use this as a guide to create your own Debt Reduction Priority List.

Name of Debt

Amount

Minimum
Monthly
Repayment

Timing
Index

Interest
Rate %

Pay off
Order

ABC Bank (Car Loan)

$5,000

$195

$25.64

10.5%

5

XYZ Bank (Visa Card)

$3,000

$90

$33.33

22%

2

Store card (New Lounge)

$750

$50

$15.00

20%

1

AAA Bank (Master Card)

$1,500

$75

$20.00

18.5%

3

Home Mortgage Corp
(Home Loan)

$100,000

$733

$136.36

8%

6

Lease Company Ltd
(Car Lease)

$2,900

$100

$29.00

18%

4

Key Steps to Prioritise your Debt Avalanche Plan:
1. Simply list out to whom you owe and for what the debt was used
2.	List the amount or balance owed.
	Note that this does NOT include future interest. This means what
you would have to pay if the debt was paid out today.
3.	List the minimum monthly payments for each debt. This is the
tricky part.
4.	Divide the amount owed by the minimum monthly payment. Then
place the answer in the timing index column. The higher this
number, the less immediate impact it is having on your cash flow.
	Conversely, the lower the index number the greater its effect on
your cash flow. Thus the debt with the lowest index number is the
debt you should target first.
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5.	List the interest rate for each debt.
	NOTE: If you have leased or hire purchased anything, just treat
the lease or purchase agreement like any other loan.
6. Determine which debt you will pay off first.
In most cases, you will want to pay off the highest interest rate debt
first, but not always. In the above table you will notice I have put the
20% debt ahead of the 22% debt.
I have done this for two reasons. Firstly, because it has the lowest
index number and is therefore having the greatest impact on Mrs X’s
cash flow. Secondly, as the interest rates are extremely close to each
other and the Store Card Loan for the lounge is smaller, it can be paid
off quickly.
This creates excitement and builds momentum in your debt elimination
mission. Generally you would only pay off the smaller interest rate
debt first if the debt is small and can be paid off in just a few short
months or if the interest rates are very close.
Now let’s assume that Mrs. X has just paid off her store card debt and
now has an extra $50 per month to apply to her visa card debt.
When this debt has been paid, Mrs. X will then have an extra $140 per
month to pay off her master card debt. Follow this process until each
debt is paid off. It becomes thrilling to remove each debt from your
list, especially if it has caused you any previous hardship!
Once your amount of debt decreases and the payment you can make
on your next debt continues to get larger, it is very exciting to see how
fast you can begin to take a serious bite out of your total debt. It ramps
up and it feels good to see your results.
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In Mrs. X’s case, she would continue this process until all her core bad
debt is paid off – that is everything except her home loan and possibly
her motor vehicle lease (if the vehicle was used for business purposes
and was therefore at least partly tax deductible). She would do this
before she would start to consider investing her excess cash flow into
income producing assets that earned her more income than the 8%
her home mortgage was costing her.
The Debt Avalanche Strategy is an essential process in taking control
back of your finances and ultimately your life. It will give you more
peace of mind than you can ever imagine and a real sense of pride
and accomplishment.
Example 2
1. A couple own a house with a $100,000/30 year mortgage at 10%
interest with an $877 monthly principal and interest payment.
2.	They also owe $3,600 on their credit card at 21% interest. They
are paying $72 a month and if they don’t charge any more to their
card, they will pay off the card in 10 years.
3. They owe $5,000 for a furniture loan. It is a 5 year loan at 13% with
a monthly payment of $111.
4. They also owe $16,000 on a car. It is a 5 year loan at 9% and has
a $332 per month repayment.
Let’s put this information into a Debt Elimination Avalanche Table so
we can better assess their situation
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Name of Debt

Amount $

Minimum Monthly
Repayment $

Interest
Rate %

Pay off
Order

ABC Bank (Car Loan)

$16,000

332

9.0

3

Store card (Furniture)

$5,000

111

13.0

2

AAA Bank (Master Card)

$3,600

72

21.0

1

Home Mortgage Corp
(Home Loan)

$100,000

877

10.0

4

Let us further assume that by applying all 10 steps to eliminate debt
listed above, they are able to find an extra $60.70 a week (that’s
$263 a month) and direct this to the debt they have targeted for Debt
Elimination Avalanche. In this case that debt would be their AAA Bank
Master Card.
With the help of the extra $60.70 per week or $263.00 per month, they
are now able to lift their monthly repayment on the debt to $335 per
month. ($335 per month is calculated by adding the extra $263 per
month to their existing minimum repayment of $72).
They have now begun their Debt Elimination Avalanche.
By taking this action our couple would pay off their AAA Bank
Master Card in just ONE year instead of TEN years.
By year two, they now take the $335 (i.e. the original $72 and the
additional $263) which they were using to pay off their Master Card
(which now has a zero balance – Yay!) Then add it to the $111 furniture
loan payment. Their furniture loan payment now becomes $446 a
month and would have their furniture loan paid off in just ONE more
year instead of FOUR YEARS.
In year three, if they now take their original Master Card repayment
and their old furniture loan payment of $446 and add them to the
$332 car payment, thereby paying $778 per month off their car loan,
they would have their car loan also paid off in just ONE more year
instead of THREE more years.
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And yes, you guessed it, in year four they could then take all their
previous minimum repayments plus the extra $60.70 they were able
to budget, a total of $1,655 per month and pay off their mortgage.
This would mean they would clear their mortgage in only SIX more
years instead of TWENTY-SEVEN YEARS.
Can you see just what an amazing difference an extra $60.70 per
week could make with a little money management?
The table below summarises their position without the impact of their
budgeted additional repayment:
Yr 1 – 5

Yr 6 - 10

Yr 11 – 30

Mortgage

$877

$877

$877

Credit card

$72

$72

-

Furniture loan

$111

-

-

Car loan

$332

-

-

Total monthly payment

$1,392

$949

$877

This new table shows the impact of repaying an additional $60.70 per
week, or $263 per month:
Year 1

Year 2

Year 3

Year 4 – 9

Mortgage

$877

$877

$877

Paid off Yr 9

Credit card

Paid off Yr 1

Furniture loan

$111

Paid off Yr 2

Car loan

$332

$332

Paid off Yr 3

Total monthly payment

$1,655

$1,655

$1,655

$1,655

It is easy to see that if you could increase your payments by
even a little, it makes a huge difference.
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Debt Consolidation Technique
Debt consolidation is the process of increasing one loan, usually the
home loan which has a much lower interest rate, to pay out other
smaller debts that have a higher interest rate and higher monthly
repayment requirements. These higher monthly repayments mean
your cash flow can be severely stretched.
The big trick is to then keep those debts paid off and not let them
creep up again. This is a strategy you should discuss with your team
of iLoveRealEstate professionals.
Refinancing your mortgage with your current lender or an alternative
lender, could also reduce your payments in the interim while you
eliminate other higher interest debts.
Exploring this option may be helpful, although you should be sure that
the benefits outweigh the cost of refinancing and that there may be
penalties and fees for such a process. It is also important to be aware
that some institutions may penalise you for making extra payments or
paying out early when your situation improves.
Many people are still paying Mortgage Insurance even though they
may now have sufficient equity in their home (due to their repayments
and the effect of inflation on the value of their property) and do not
need the insurance. It is capitalised into their repayments. This money
would be better utilised paying off their mortgage rather than being
wasted on needless Mortgage Insurance.
Again, perhaps refinancing is a cost effective option.
It is also advantageous to arrange to pay your mortgage every fortnight
or even weekly instead of monthly. You will save a significant amount
of interest doing this as you are reducing your mortgage every week
or two weeks.
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Just one word of caution when implementing this strategy – make
sure the bank or financial institution calculates your repayments on a
daily basis and not monthly, as this one difference in the mathematics
of your loan could save you thousands.
When you use debt consolidation to roll all your debts into one larger
loan and consolidate them into one manageable loan, you may find
your monthly commitments reduce and are more affordable. Your
repayments will most likely be lower, and possibly at a lower interest
rate.
This is not always possible, but it is a strategy that can really save your
bacon if you are able to implement it.

Mortgage Repayment Accelerator – using Lines of
Credit or Redraw Facilities
A more aggressive approach to your debt elimination could be to use
a form of debt called a line of credit. Imagine your house being used
as security for one big credit card. The interest you would pay on that
credit card would obviously be lower than other credit cards as the
bank has your home as security. In fact the interest rate is similar to
that of any other housing loan.
This loan is called a ‘line of credit’ facility or a ‘revolving line of credit’.
With this type of loan, the bank will normally lend you up to 80% of the
value of your property and interest is calculated on a daily balance of
the amount outstanding. A higher percentage is available however,
mortgage insurance may be required. You are only required to pay the
minimum interest repayment on a monthly basis.
As interest is calculated daily on the balance of the loan, the balance
is best kept as low as possible by keeping money in the account
longer.
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One way to keep money in the account longer is to use your credit
card for day-to-day purchases, paying bills on the due date and
budgeting effectively.
With money staying in the account longer, there is less interest to pay
and more money goes towards paying off the loan amount. This, in
turn, means you have less interest to pay and so on.
The cycle of saving gains momentum over time until the loan is
completely repaid.
Advantages of lines of credit and Redraw Facilities:
1.	They provide the control and flexibility to choose how quickly you
repay the loan and the freedom of making repayments at any time
by depositing more money in the account.
2.	They provide the ability to reduce interest costs by keeping money
in the account longer.
3. You can use one account for all your banking needs.
4. They provide access to your money when and where you want.
5.	They put you in a market-ready situation for when an investment
opportunity presents itself.
One variation of the line of credit facility and re-draw facility is a Split
Loan Facility, which is basically a combination of a line of credit and
re-draw facility, and a regular principal and interest loan.
Part of the loan is repaid on a principal and interest basis and part of
the loan is a line of credit that provides the advantage of being able to
better utilise excess monies in your account during the month. Some
banks prefer this type of loan to a pure line of credit as they can at
least see some reduction of the initial loan.
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Split facility loans are also great for taxation purposes as you are
able to separate at the commencement of the loan, the portion that
relates to your personal home loan. Operating this as a true line of
credit facility, and separating out the portion that might be used for
investment purposes, the interest is then repaid on this part of the loan
only. Of course, the interest on the investment part of the loan is tax
deductible against the income that is produced from the investment.
The following diagram shows how this style of loan works.

Lines of credit and re-draw facilities suit employees who have regular
paydays which can be directed into the account and sit there until the
monthly credit card bill is due which can be some 55 days later.
They also suit investors who have rental income coming in regularly
into the account but repayments on the investment loan are only taken
out monthly or rates paid half yearly. Consequently, the rental money
may well sit against your home loan for a substantial time before being
needed to cover commitments.
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These types of loans are also very effective for business people
who collect income during the month and whose efficient creditor
management allows them to pay their creditors at the end of the
month – mostly on credit card and thereby gaining not only the 55
days interest free which is available on most credit cards, but also the
advantage of a 30 day creditor account as well.
This means money could be sitting against your mortgage for up
to 85 days and saving you interest. Over time, it is astounding just
how much difference this line of credit philosophy actually makes in
reducing your mortgage.
Over the years, I have seen disciplined clients reduce their mortgages
from the 30 year never-never plan to less than five years simply by
using the line of credit facility to its full advantage.
Just remember, it can be a dangerous tool if you do not control
it!

Use Equity to Produce Passive Income
Extensions to this basic philosophy of using interest free credit
arrangements to maximise your personal mortgage reduction, include
using the unused equity in your home to buy assets that have a positive
cash flow over and above the cost of borrowing the money. By buying
higher income yielding assets than the cost of the borrowed funds,
you are able to apply the extra income to reduce your mortgage even
further.
Here’s an example:
Let me give you an example of what I mean to better explain the
concept. I will tell you about one of the properties I bought when I
was in need of passive income. I was at the time supporting two small
children on my own and working very long hours in my accounting
practice just to put food on the table, so any money that came in
without me having to spend time to get it was great and very needed.
121

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

I bought a duplex for $240,000 in a regional area. I needed a total of
$48,000 plus costs of around $8,000 in equity in my home to be able
to put down as a deposit. The property was rented at $250 per week
per side – that’s a total of $500 per week.
The real estate agent charged me 7.5% to manage the property,
council rates were about $3,000 per year and insurance cost me
about $600 per year. The property was always fully tenanted.
On the face of it, can you see how this could help my cash flow and in
turn help me reduce debt?
Well let’s have a look at the figures:
Rental Income ($500 /wk X 52 wks)
Interest in $248,000 @ 7% (i.e. $240,000 + $8,000 costs)
Management Commissions
Rates
Insurance
Passive Income per year

$26,000
$17,360
$1,950
$3,000
$600
$3,090

This property put nearly $60 per week extra into my pocket to use for
debt reduction, future investment, etc.
Whilst I like to find my cash cows in the real estate market and in fact
now invest in a number of countries around the world for this very
purpose, you may choose to find them in the share market or in the
business world.
It doesn’t matter what type of investment you choose – what is
important is that you do your due diligence and make sure whatever it
is you are buying does actually put more money than it is costing you,
back in your pocket every year.
Make sure that the amount of passive income that the investment is
paying you every year also has to be sufficient to warrant the time and
effort you spend earning that extra cash flow.
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Chapter Seven:
Commercial Finance
Commercial financing is a whole different ball game from normal
residential financing. The bank assumes that by the time you are
buying commercial property, you’re more experienced and have
more financial resources behind you. Whilst this statement may or
may not be true, you certainly need a higher level of investment savvy
in order to be purchasing commercial property and therefore getting
commercial finance.
In this chapter, the word ‘commercial’ encompasses three main types
of properties:
1. Commercial property
2. Retail property
3. Industrial property
Commercial finance can be broken down into two main categories:
1. Finance required to buy a commercial property
2.	Finance required to complete a development (construction
and or subdivision)
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In this chapter, we will be discussing the former.
Before we get into the financing aspects of buying commercial
property, I think it is first prudent to understand the some of the pros
and cons behind buying commercial property.
So why would you buy a commercial property?

Advantages:
Higher Yield
Commercial properties generally have a much higher yield than
standard residential.
Commercial properties generally have locked in rental increases
built into the wording of their leases. For example, you might buy a
commercial property with a 3 by 3 year option. What does that mean?
It means the tenant has agreed to stay for 3 years and they then
have the option to renew their lease for a further 3 years. Part of that
lease would usually include a rental increase on the anniversary of
their lease. These rental increases vary from none at all with a really
bad lease to CPI (whatever the current inflation rate is) to 3, 4 and
sometimes 5 % annual increases.
Locked in Growth
Because commercial property values are predominately determined
by the yield or the return they produce, as rental returns go up, so too
does the property value. For example, if your tenant lease document
has a 4% annual increase, it means the value of the property would
also be going up by 4% (unless there are extenuating circumstances
such as a major economic upheaval or downturn).
Low or Nil Outgoings
With a residential purchase, the owner of the property has additional
operating costs, such as management fees, rates, insurance, repairs
and maintenance and possibly land tax. With a commercial property,
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most of these outgoings are covered by the tenant. This is not always
the case, as I’ve seen some very badly worded leases where the
Landlord has to cover a lot of these costs.
Low Maintenance
As indicated previously, repairs and maintenance can be an outgoing
covered by the tenant, whereas in residential, it is definitely the
landlord’s problem.
Less competition
Most of the real estate market investors are residential investors. Very
few step up to be commercial investors. Therefore, when purchasing
commercial properties you have less competition from other potential
investors.
Easier to negotiate
When either buying or selling a commercial property, you are generally
dealing with another business-person on the other side of the
negotiation. This means basically that anything and everything is on
the table. There are fewer rules and regulations around commercial
purchasing than there are residential. If you can show your opposing
other what’s in it for them, than basically any terms and conditions,
price variation or inclusions/exclusions are on the table.

Disadvantages:
Lower LVR’s (Loan to valuation ratios)
When purchasing commercial property, you will normally need a
deposit of 30-35% + costs, which means your loan is going to be
65-70%. This is one of the main reasons most property investors don’t
venture into commercial purchasing.
Unlike residential lending, there is no mortgage insurance for
commercial loans. Consequently, mortgage insurance cannot be
used to increase the percentage LVRs.
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Higher Entry Cost
Most commercial purchases have a higher purchase price than
residential. Whilst you can still buy small commercial shops or
factories in regional areas for $200,000- $400,000+, most commercial
investors focus on prime commercial properties in better metro areas.
These simply come at a higher price tag.
Higher Financing Costs
Generally, commercial loans have a higher interest rate and higher
establishment fees than residential loans.
Harder to Rent when Vacant
If a tenant vacates a commercial property, it typically takes longer
to get another suitable tenant than it does in the residential market.
Residentially, you would be looking at 2 to 4 weeks (otherwise your
property manager is no good), whereas in the commercial market, it
could easily take 1 month to 6 months. Your tenant is a business and it
costs money to move a business, both physically and from a good-will
customer perspective. This is also why once you have a commercial
tenant in place, you typically have them for a longer period of time.
Economically Susceptible
In the commercial market, your tenant is a business and when there
is an economic downturn or a movement in the central business
districts, your tenant’s business could be disadvantaged. This
obviously has a major impact on whether the commercial property
owner receives rent. If your tenant’s business isn’t making money, you
have a problem. They won’t be paying your rent for very long.
Slower Process
The negotiation process in the commercial market is often much
slower than with residential. A lot of residential purchasing is done
purely on emotion and whether the kitchen looks pretty or not. In
the commercial market, it’s more subjective and it is all about the
numbers. Does the deal make sense? What this means is there needs
to be more due-diligence. For example, leases need to be read and
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negotiated. Council zoning and right of use need to be investigated.
Structural legalities need to be investigated. Economic susceptibility
needs to be evaluated. Operational aspects (GST, Tax) also need
to be considered and valuations simply take longer and are more
expensive.
Shorter repayment term
Banks like to see commercial loans paid off quicker than residential
loans. The repayment term for a commercial loan in a high-risk area
(e.g. mining towns) may even be as low as 5-10 years. Conversely, a
prime, metro property might be 20 years.

Understanding commercial terminology
It is probably prudent to understand terminology used in commercial
property investing and some of the basic formulas.
Gross Income
Total income on the property before expenses
Net Income / Net Operating Income (NOI)
Gross rent less all outgoings except mortgage payments and land tax
(in some States).
Yield (ROI) Yield is your return on investment which is your net operating income
divided by your property cost, multiplied by 100.
Yield =

NOI
Property Cost

x 100

Capitalization Rate (Cap rate)
Generally refers to the average yield of commercial property in an
area of a given type of property.
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Cashflow
Net operating income less debt servicing.
WALE
Weighted Average Lease Expiry.
WALE = Lease years to expiry
If the commercial property is a multi-tenanted property, the WALE will
be the average of the proportionate income as a percentage of total
income, multiplied by years to expiry.
This is very important, as the value of the commercial property is
determined by the income and the strength of the tenant. As the time
to lease expiry draws near, the WALE decreases. The lower the WALE,
the less valuable the property.
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Financing a commercial property
As indicated earlier, LVR’s on commercial property are 65-70%. There
may be an occasional bank that lends on 80% LVR when they are
hungry for business. This is the exception not the rule. Similarly, with a
questionable, low-end commercial property in a small regional area,
the LVR available may only be 50%.
When applying for commercial loans, your personal situation is less
important than in residential lending. With residential lending, whilst
the return from the property is taken into account, it is your income
that is counted for serviceability to repay the loan. Once you step into
commercial lending, the banks place more emphasis on the income
the property produces than the borrower’s personal income. In both
cases you will still need to sign personal guarantees to back the loan.
Lease Doc lending is where the bank advances a loan using a
different serviceability approach. The banks look at the lease income
from the commercial (or industrial) property to service the debt on the
proposed property.
This means that if the rental income exceeds the overall interest
payments over a 12-month period, including a Principal and Interest
repayment schedule, then the loan will generally be approved without
needing to show personal financials. The strength of the commercial
lease is the primary consideration in the bank’s approval process.
Obviously, a long lease with a strong tenant will be preferred.
Banks will often use an interest cover formula. Basically, if your annual
rental income is 1.0 to 1.5 times the interest amount (this includes
Principal and Interest) then you are likely to be approved for the loan.
Lease Doc loans are mostly approved with a term that matches the
lease term. This means that if you have a 3 by 3 lease with your tenant,
and they choose to extend the lease option, the loan term will also be
extended by the same amount.
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Some banks will approve the loan for up to 25 years provided the tenant
has at least 1 year left on their lease term at the time of application.
Lease Doc loans are generally only given in larger metropolitan areas.

Commercial Loans with Bad Credit
If for some reason you have bad credit, it is still possible to be approved
for a commercial loan. Brokers often have access to specialty financial
lenders that will approve commercial loans to those with bad credit.
Depending on the lender, you may need to offer an explanation of
your bad credit history. This could include - Late payments or arrears,
Bankruptcy, Paid and unpaid defaults, Writ, Part 9, Part 10, Judgement
etc. These are all examples of what would be considered bad credit.
As commercial loans do not rely as heavily on the applicants’ financial
history, it is often easier to get a commercial loan than a residential
loan. This is the case because the underlying asset is seen as a
strong, income-producing asset, so even if the history of the borrower
is not ideal, the property itself will support the loan.

Low Doc, No Doc and Light Doc – Commercial
Low Doc
Commercial Low Doc loans are usually for those who are self
employed or own their own business (people who cannot verify their
income or produce their financial statements). Most commercial Low
Doc lenders will first request an active ABN, you will also need to
provide an income declaration and in most cases a Business Activity
Statement (BAS).
The bank will either take 40% of the BAS turnover as income, or 40%
of the total turnover for the business at 40%.
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Banks will generally only give out Low Doc loans with a maximum of
65% LVR but this is not always the case. A broker will be your best
option here, as they will know the particular lenders that offer a higher
LVR.
No Doc
Commercial No Doc loans are available in Australia, but are not
covered under the National Consumer Credit Protection Act. The
maximum LVR for a No Doc commercial loan is 65%. If you have
bad credit, you will often pay a higher interest rate with a commercial
No Doc loan, due to the unfortunate combination of bad credit and
borrowing with a No Doc policy.
The main difference between a Commercial Low Doc loan and a
Commercial No Doc loan is you are not required to show any income
on the affordability declaration. This is essentially considered an asset
lend. No Doc loans are more expensive than full doc loans as a result
of the inherent risk of lending to a borrower without considering their
financial position (see: USA 2008). Ironically, in Australia, of the Low
Doc loans given out prior to the GFC, less than 1% went into default.
This is largely due to our heavily regulated finance industry.
Low and No Doc loans will generally only be available to a well-informed
broker, as many banks do not give out No Doc or Low Doc loans.
Lite Doc
Lite Doc loans are simply loans with less required financial
documentation than normal loans. There is still some basic verification
required, but not the full income declaration process you would find
with a normal loan.
You will have to provide an income declaration supported by an
accountant’s letter that confirms the income as a reasonable estimate
of your income. Consequently, you will pay a higher interest rate and
the maximum LVR is 75%.
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Commercial Property Valuation
As discussed, commercial property is valued on the basis of a
capitalization of their income yield. This means that if a property is
leased for a good return it will be worth more than if the property is
leased for a poor return. This is the case regardless of what other
properties have sold for in similar condition in the surrounding area.
The process is called capitalization and works in the following way.
Let’s assume that a particular commercial property has a net annual
income of $100,000 and the accepted capitalization rate of that
particular area is 10%. The value of the property would be $1 million
(i.e. $100,000 divided by 10%). Similarly, if the property was in an 8%
capitalization rate area, the property would be valued at $1,250,000
($100,000 divided by 8%). Both the cap rate for the area and the
net income from the property are the main factors for determining a
commercial property’s value.
The cap rate of a property is simply the percentage return of the
property and is calculated by taking the net annual income (excluding
GST) and expressing it as a percentage of the sale price. This
information is deduced from sales of comparative properties, where
the objective is to determine the cap rate the property was sold on.
For example, if a commercial property sells for $2 million and the
net annual income (excluding GST) from the property was $100,000
per annum, then the deduced cap rate is calculated as ($100,000
/ $2,000,000) x 100 = 5% cap rate. By doing this calculation for a
number of comparable sales, you should get a good indication of
the cap rate for the area. Typically, asking a commercial valuer or
commercial real estate agent should give you a good idea of the
area’s cap rate.
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There are a number of factors that can influence the cap rate, and
while the list below is not exhaustive, it will give an indication of the
types of influencing factors specific to the property.
Other types of influencing factors are more general to the area, the
general economy and the performance of alternative investments – for
example:
•

Rent received

•

Ability of tenant to meet current and future rental commitments

•

Vacancy now and in the future

•	Prospective rental growth – potential and contracted into the lease
agreement
•	Frequency of rental reviews and basis of review (e.g. fixed yearly
or linked to CPI)
•	Lease covenants (may be reasonable or unreasonable as this
may impact ease of re-tenanting)
•

Permanency of tenants

•

Economic strengths of tenants

•

Relativity of rents received compared to market rents

•

Potential for alternative uses of the property

•

Risk to cashflow (unrealistic increases in rents or outgoings)

•

Availability of finance for the particular property type

•	Contracted deferred payments (e.g. restoration or rehabilitation of
commercial site)
As an example, the cap rate for inner city commercial properties might
be 5%, whereas the cap rate for suburban commercial may be closer
to 7% or 8% - even up to 10% for a weak tenancy. Commercial cap
rates in a more regional area or industry specific area could be as
high as 10%-14%.
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Valuation methods
There are several other methods used by valuers to value commercial
property and while listed below, these are not detailing the intricacies,
and only provide a summary.
Summation of Land and Improvements Method
This method involves breaking down the individual components of
each property, and is often used to value unusual properties that can
be industry specific, or where an equivalent cap rate isn’t available.
Discounted Cash Flow Method
The Discounted Cash Flow method tries to account for the net present
value of the future income of the property. It’s not used regularly on
commercial property, but is sometimes used when valuing large
assets like shopping centres.
Units of Production Method
This is very similar to the summation method but takes into account
the value of work in progress if you are buying a commercial building
or enterprise that is in the business of manufacturing.
Hypothetical Development Method
This method has been used since the early 1900s, primarily to guide
legislation, and lately as a basis for professional practice standards
for public accountants and licensed valuers.
Before and After Valuation Method
This method has a strong history in our litigation and court system,
particularly when it comes to the awarding of damages.
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Maximizing leverage in commercial property
Understanding commercial finance is one thing, however knowing
how to use commercial financing to really leverage your portfolio is
really what is important.
Buying commercial property with manufactured growth potential is the
best way to leverage your commercial portfolio quickly, and when you
understand how the banks think from a commercial perspective, you
can design your commercial property deals to suit their criteria Let’s
examine some of those strategies look at how financing can help.
Under Market Rental
Buying commercial properties that are currently under-rented is
a massive opportunity in Australia today and probably one that is
untapped by most property investors.
Why would a commercial property be under market rental?
This could be for many reasons. For example, the property might have
been owned by the same owner for a long time. I see this, typically,
with older owners that have owned a commercial property for 10 or
more years with the same tenant.
Often a relationship has built up over the years. The property was
purchased for a lot less than it is worth today and the existing owner
doesn’t want to rock the boat or cause hardship to their tenant. Over a
period of years this can mean the property’s rental return has slipped
to a level that is significantly below what the market would bear.
You often see this with commercial properties that are sold through
deceased estates. Just because a property has certain rental return
does not mean that is what the property could achieve in the open
market. This is something you should always check.
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Why is this a great manufactured growth strategy?
Because the value of the commercial property is so directly linked to
the income it returns, simply by increasing the rent to market value you
will automatically increase the value of the property. This can be done
relatively easily and quickly. If the tenant is currently in the middle of
a lease term, you may have to wait until the lease expiry date before
increasing the rent. However, some leases do have a market review
clause, meaning that a review can be conducted at any time, given
the appropriate notice and documentation.
Once the rental return has been lifted, it is then opportune to get the
property revalued based on the higher yield and use the uplift in equity
to rebound into your next deal. Let’s look at an example.
Real Example:
Commercial factory on the Sunshine Coast.
150 SQM in size, currently leased at $14,400 per annum.
Equates to $96 per square metre.
Listed at $221,500.
The average rental for this style of property should be $19,500 per
annum or $130 a square metre.
By increasing the rent from $14,400 to $19,500, you also increase the
value of the property. To understand how much, you first need to look
at what the cap rate for the area is. In this particular case, the cap rate
is 6.5% which is what the property was listed at based on the current
rental of $14,400.
Yield at list price
= $14,400 / $221,500 x 100
				= 6.5%
New value 		
= $19,500 / 0.065
				= $300,000
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Simply by increasing the rent up to market rental, the property gained
nearly $80,000 in value/equity. Isn’t that the easiest way to make $80k?
Obviously this is only one small deal. The greater the undervalued
rent, the greater the opportunity.
Manufacturing growth by increasing income
As we’ve just seen with under market rental, equity gains by increasing
income can be relatively simple as well as quick. Other ways to elevate
income on a property include the more traditional methods, such as:
•	Adding more tenancies via construction or renting under-utilised
space
•	Breaking a larger tenancy into smaller tenancies (smaller tenancies
generally rent for more per square metre)
•

Subdivision / Strata titling

•

Renovations

•

New development

Once again, being able to refinance the completed property, provides
you with equity as well as elevated income to launch you into your
next deal.

Commercial Investing in Self Managed
Superannuation
Self managed Superannuation Funds are now able to borrow in
order to purchase property and this will be covered in a later chapter.
However, I felt it was worth mentioning here. Commercial Property is
a desirable investment for superannuation as it is a higher yielding
investment than residential and is more of a long term investment.
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Costs of commercial financing
Generally, financing costs for commercial property are higher than
that of residential property. For example, interest rates will range (at
the time of writing) from 6-8% with major banks and up to 15% with
a private money lender. Establishment fees are also more expensive
and will be in the order of 0.5% to 0.75% with major lenders, and up to
a minimum of 2.2% with private lenders.
Valuation fees are considerably more expensive. You will normally
pay between $400 and $800 to have a residential property valued by
the bank, whereas in the commercial space, valuation costs start at
$2000.
When applying for a commercial loan, the time it takes to get
approvals is much longer than it is for residential. In the residential
sphere, you could expect an approval in 21 days if all documentation
is supplied. However, commercial applications typically take 6 weeks
to 3 months and the application process is far more complex with
more documentation required.
Warning note: Understand that each factor of financing affects
the other. If you are weak from a financing perspective in any one
consideration, it is important to be strong in all other aspects of the
deal otherwise something will be compromised.
Let me give you an example. If you have a compromised credit rating,
then your interest rates are going to be higher, your LVR will be lower
and it limits the amount of banks that you can borrow from, and will
probably require better locations for the deal. If you require Lease Doc
funding because your serviceability is low, then location is important.
Lease Doc lending may not be available in small regional areas.
Basically, you can’t have it all. You can’t have bad credit, 90% LVR,
Low Doc and a regional location. Be realistic about your expectation.
Discuss your weaknesses as an investor with your WiZDOM Loans
representative, and they will guide to the style of investing that suits
your situation.
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Chapter Eight:
Construction & Development Finance
Development finance covers everything from building a spec house
as either a PPR or an investment, to building a residential multi-unit
development or a commercial shopping centre, and the application
process, criteria and assessment are completely different depending
on the scale of the project.
The bigger the project, the more experience, seed capital and quality
of application you will need.

Construction Finance
Financing a construction project, can be a relatively simple process,
similar to gaining finance for the purchase of the property in the first
place. However, as the size of the project increases, so too does the
complexity of the financing process.
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Depending on the scope of your construction project, the costs for
which you may need finance can include:
•

Land/building acquisition costs

•

Construction or refurbishment costs

•

Stamp duty

•

Professional/legal fees

•	Architect, Engineering, Quantity Surveyor, (Specialist Consultants
as required)
•

Finance Costs

•

Interest

•

Selling and Marketing Expenses

•

Contingency allowance

Small Construction Projects
A small construction project is normally an extension, a single house,
or a duplex. Anything more than this, is going to require a bit more
documentation and substance behind the borrower.
To apply for a construction loan, you will need a building contract and
house plans to present to your lender. Much like a home loan, the
lender will assess your creditworthiness as well as perform a valuation
before approving a loan. Again, like a home loan, the approved
construction loan will most likely not be for the full contract amount but
rather for a certain percentage, known as the loan-to-value ratio (LVR).
Once approval is granted, the construction loan will involve the
following processes over the building timeline:
•

Drawdowns

•

Contributions

•

Handover

•

Interest payments

•

Fixed Construction Period

•

Principal & Interest Reversion
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Drawdowns are staged payments that are made once specific
building milestones are complete. Each drawdown is calculated as a
percentage of the overall build cost and drawdown payments will follow
a drawdown schedule specified in the building contract. Typically your
lender will engage a quantity surveyor to ensure the building works
are complete before releasing each drawdown payment.
Below is an outline of a typical HIA Contract drawdown schedule.
1. Deposit – 5% 		

Purchaser Pays

2. Base Stage – 15% 		

Purchaser Pays

3. Frame Stage – 20% 		

Lender Pays

4. Enclosed Stage – 25%

Lender Pays

5. Fixing Stage – 20% 		

Lender Pays

6. Completion – 15%		

Lender Pays

As with almost any loan, you will be required to pay the difference
between the contract price and loan amount before the lender will
release any loaned funds. These are known as cash contributions,
and depending on your LVR, you will pay the 5% build deposit and
contribute to the base stage payment.
Finance is paid out on draw down, based on the percentage completion
of the project. When assessing a construction finance application, the
bank’s credit team will look at the borrower’s contribution towards the
build costs as well as the end value of the completed project.
The bank will pay the builder directly in a process known as construction
drawdowns. When the builder presents you with an invoice, all that
you need to do is sign a form and fax it to the bank along with the
invoice. They will then deposit the money directly into the builder’s
bank account.
For the final drawdown, the bank will send a valuer to the property to
complete a final inspection, before final payment. A valuer can also be
asked by the bank to do progress inspections along the way, like at
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the end of various stages, e.g. slab completion, framework completion
etc. A progress inspection may delay the payment to the builder, so
you need to put in your drawdown requests as soon as possible so
that payments to your builder are not held up for too long.

Handover
The final drawdown will occur the day you receive the keys, after
which your loan will be fully drawn. You can move in after handover is
complete.
In addition to your income and financial documents required for a loan,
you will be required (for small construction works) to also produce:
•	
Building contract / quote: You will need either a formal quote
or the final building contract from your builder, so that the bank
can assess the loan. The building contract should include the
drawdown schedule requested by the builder.
•	
Builder’s licence / insurance details: Your builder must have
the required licences and insurances for your State. Always check
that your project is covered by Home Warranty Insurance (HWI) or
the equivalent for your State.
•	
Council approved plans: Architect and/or engineer’s drawings
of the proposed buildings that have been approved by the
Council will be required so that the bank’s valuer can assess the
completed value of your property.
•	
Quotes for other work: You need to provide quotes for any
landscaping, sheds, pools or other work that will not be completed
by the builder that is building the house.
Depending on the location or previous use of the site, other information
such as environmental assessments may also be required.
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Once satisfied that all conditions have been met, including a
satisfactory end-value, the lender will then grant an unconditional
approval.
If you are an owner/builder, you will not be able to obtain a 100%
loan from any lending institution. Even if you are a licensed builder
and you are building your own home most banks will not approve
more than 75% of the total cost of the land and construction. Lenders
don’t like to fund owner occupied projects because of the many risks
associated such as running over budget, overcapitalizing and the risk
of costly errors.
There will be no interest charged on your loan until the first progress
payment is made. Charges commence from the first progress
payment that is made to your builder. Payments are usually calculated
on a variable, interest-only basis on the amount drawn down. On
completion of the project, depending on which lender you use, you
may be able to switch the loan to another product.

Multi-unit Development Financing
Anything that involves Council development approval and then
construction of units, townhouses, villas or apartments comes under
the heading of a multi-unit development project.
Typically the purchase of a site that suits multi-unit development will
either be a block of land or an existing house, or may even be a site
with a couple of existing units that you could add onto. Financing
the purchase will therefore be based on the nature of the underlying
property. However, in all of these situations, residential finance would
be likely. The LVR may vary if the initial purchase is already a multitenanted property. For example, the existing house is likely to be an
LVR of 80-90%, as would the two units, whereas an existing block of
units which you intend to add additional construction to, or a vacant
development site could be considered commercial, and therefore
have a lower LVR, probably around 70%.
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When you purchase the property, you will treat it as a standard
residential purchase. Whilst your intention may be to develop it in the
future, you do not generally want to float this idea with the lender at the
early stages. You just want to get the purchase through as a straight
forward deal, not complicate it with information that is irrelevant at this
stage. Yes, it’s very relevant to you, but it’s not relevant to the bank –
so keep it to yourself.
If the lender knows from the outset that your intention is to develop the
property, then they are likely to treat it as a commercial facility from
the outset and charge you a higher interest rate and probably give
the loan over a shorter term. The reason for this is banks want long
term principal and interest loans. This style of loan is easy to on-sell to
other institutions if necessary and value better on their balance sheet.
If they know you are developing, they want to make their money up
front as they know the loan won’t be there for very long so they charge
a premium.
Again, this is where the services of a finance broker come into the
fore. With the finance broker, you need to be able to explain your
full intentions with the property, from its initial purchase, through to
its development, and final sale or holding of the end product. It is
important to be clear on your intentions at the outset and explain this
to the broker, so that they can choose the most appropriate lender
for the deal. That’s not to say that you won’t have to refinance with a
new lender for the development phase, or for the final exit phase, but
at least they will have the best chance to get the deal over the line for
you.
When financing the construction phase, the size of the development
project and number of units being developed will dictate whether the
development is financed using a residential loan or a commercial
loan.
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Residential financing for development
Residential financing is typical for projects up to 3 units. However, for
a couple of lenders, 4 units can also be financed with a residential
loan. The stronger you are as an applicant, the more likely you are
able to finance your small development through residential financing
and not have to step up to commercial financing. Clearly, residential
financing for construction is better because it is cheaper, quicker and
easier.
As an example, if you are a highly paid PAYG or successful business
owner with strong financials, you may be able to acquire a residential
construction loan for up to 4 units. However, if your serviceability is
poor and your equity contribution is minimal, the lender will definitely
be looking at the project as a commercial deal, and you will probably
need pre-sales on your finished product in order to gain financing. In
this situation, the bank is focusing on the strength of the deal, rather
than the strength of the person behind it. If the project’s profitability is
strong and your personal serviceability is weak, commercial lending
may be your best option.
The fundamental characteristics
development are as follows:

of

residential

financing

for

•	The lender is looking at your personal serviceability to service the
loan plus the expected rental income from the developed units
upon completion. Under the recent APRA regulations, the rental
income would then be discounted by a further 20%.
•	If your intentions were to sell the units/townhouses on completion,
the bank would not consider the sale of these units/townhouses
in their assessment for affordability. They would only take the
potential rent on the completed properties into account. This is a
safety measure for the banks. If the completed units/townhouses
did not sell, the monthly interest payments could still be covered
by your personal income and the rental income on the units/
townhouses.
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•	Residential development finance means the bank will more than
likely lend you 80%of the site purchase and 80% of the construction
costs. This means you need 20% + purchasing costs and money
for overruns available in cash, JV partners or equity.

Commercial financing for development
Commercial financing will be necessary when there are four or more
units/townhouses being developed. The type of development (e.g.
units, townhouses, villas or apartments) is less important than the
quantity being developed. The commercial financing can either be
from the initial purchase of the property where the initial site is viewed
as a commercial development site and development construction
finance is sought after development is approved, or residential finance
which is used to purchase the development site, and then commercial
finance for construction is applied for once the development is
approved.
Lending policies change regularly and the banks’ appetite for
development finance can be volatile. This is why dealing with a good
specialty commercial broker is vital. Just because you have previously
been able to acquire development finance with a lending institution,
it’s no guarantee they’ll be in the market for this type of lending next
time around. Good commercial brokers will also have access to topup funding such as mezzanine finance and private lending funds
which may be required to get the deal over the line, or if there are
overruns during the development process (and you have insufficient
private funds to cover the shortfall).
The fundamental characteristics of commercial financing for
development are as follows:
•	More emphasis is given to the profitability of the deal rather than
the individual applicants behind it
•	Application fees, setup costs, valuations and interest rates are all
higher than residential development finance
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•	Pre-sales of the completed development will more than likely be
needed prior to finance approval. Typically, the bank will require
enough pre-sales to cover the debt on the project before they will
approve construction finance
•	Commercial development finance can have lower LVRs. The bank
will usually lend the lowest of either 65% of completed value, or
70-80% of project costs. When the bank lends on a percentage of
completed value, an extensive evaluation process is undertaken
based on the feasibility of the project, the end value of the units,
the comparable sales of similar properties, and it also addresses
the demand for the end product. In this valuation, a comparison
will be made between your proposed project and similar projects
in the area.
•	Your personal ability to be able to cover overruns as well as deal
with an exit strategy if the properties are not pre-sold, will also
be taken into account. The end value of your project is called the
gross realization value (GRV).
•	It is not uncommon to capitalize the interest during the construction
phase of a commercial loan. This obviously assists with cashflow
during construction. If interest is being capitalized, the total must
not exceed the total percentage lend of GRV.
•	The lender will be looking for 20% return or more on costs as
profit.
•	
As lenders are lending on the strength of the deal and your
ability to be able to complete the project, weight will be given
to your experience, previous projects and qualifications in this
industry. This is why, if you are inexperienced, starting small is
recommended and appointing an experienced project manager
is also desirable.
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Note: As the lending industry tightens, banks are becoming
increasingly picky about what developments they fund. Consequently,
location is becoming more important, and prime locations with good
margins are easier to fund than regional deals.
Mezzanine Finance
Mezzanine finance is the other method of financing development
projects, although is usually only available to experienced property
developers. Mezzanine finance involves the use of money from
external investors rather than deposit capital from the developer or
equity partners. This funding supplements the primary debt, e.g. GRV
funding. It traditionally involves both specialist lenders and private
investors. The interest rate on a mezzanine finance facility is normally
higher than other property development finance methods, and is
based on a number of factors, including risk and level of security
offered.
Presenting a development proposal
As a professional developer, you will live and die by the quality of
your finance application. This is because, without money, there is no
project, and without a project, there is no profit. When doing your
proposal, make it as aesthetically pleasing as possible – you would
be surprised just how much presentation counts. A development
proposal submitted with your finance application should cover the
following content:
•

Cover page should include:
– A render of the development
– Site address
– Your name
– Address
– Phone/fax/email contacts
– Date.
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•

Contents Page should include:
– Executive Summary
– Financing Proposal
– Site and Locality
– Authorities, Environmental Factors
– Design Concept
– The Market
– Financial Analysis – Summary of Total Capital Cost
– Cash Flow Analysis
– Project Team
– Conclusions
– Attachments.

•

Executive Summary – Should be no longer than 1 page and is
basically your sales pitch on the project. It needs to be concise,
clear and punchy. You should include:
– Summarised feasibility of completed project
– Financial cashflow summary (if holding end product)
– Statement of amount of funding required
– Statement of the amount of funding required and the % of total
capital costs and when funds are required.
– List of features of site and market
–
Statement on DA (Development Approval) & BA (Building
Approval) completion status.

•	
Financing Proposal – State your loan requirements and a
schedule of funding drawdown proposal.
•

 ite and Location – A physical description of the suburb and
S
site, e.g. dimensions, area, frontage, real property description, lot/
plan/parish/county etc.

•

Authorities – Site zoning, confirmation that design complies,
copy of DA or date until approved.
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•	
Environmental Factors – Address traffic flow, National Trust
classifications if applicable, prior rights use, landscaping etc.
•	
Design Concept – Synopsis of the design plans – with plans
attached, description in words, e.g. height of land, entrances,
median strips, paving, pedestrian access, parkland/public space
etc.
•	
Market – Detail current needs, jobs, growth rates (population,
jobs), infrastructure spending, current trends in property prices and
projected figures. Sometimes a SWOT (Strengths, Weaknesses,
Opportunities and Threats) analysis, at this point, is beneficial
•

Financial Analysis – How the funds will be required, outline of
costs including construction, sales realisation in current market,
making note of rising trends if relevant, plus comparable sales in
the area.

•	
Cash Flow Analysis - Copy of the project detailed tax, profit on
cost %.
•	
Project Team – Names of consultants and professionals and
their contact details, builder’s CV (if builder selected), plus
your experience as a developer/project manager. If you are an
inexperienced developer, it can be beneficial to appoint a project
manager and include their CV in the application.
•	
Attachments – Street directory with arrow to street, copy of rates
notice, survey plan, DA approval, build contract or formal quote,
real estate agent’s letter summarising comparative sales and
rental appraisal, preliminary or BA plans
•	
Conclusion – Site attributes, compliance with
regulations, accurate end value of the development.
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Quantity Surveyors and development finance
As part of the standard loan approval process, the lender will engage
a licensed quantity surveyor (QS). The QS will come from the bank’s
panel of QSs that have experience in the type of project being
reviewed. The QS will review a range of factors associated with the
project, including:
•

Construction cost

•

Build contract – including contract terms, costings etc.

•

Builder’s credentials - including licence class, financials,
experience, insurances

•	
Developer’s credentials and those of the project management
team
•	
Approvals - ensuring the necessary approvals are in place to
allow construction to commence, e.g. Development Approval,
Building Approval, Demolition Approval (if relevant), and that the
conditions of these approvals have been met.
•	
Insurances – including Contract Works Insurance, the builder’s
insurances, and ensuring that the lender is appropriately noted as
an interested party on the insurances.
It is a good idea to form a strong relationship with a QS early on in
the project, so that you understand what their requirements will be in
the review process. Ask the QS which bank panels they are on, and
go with the one with the most experience. This is because in some
instances, you may be able to request, from the lender, the use of the
QS you have already been working with.
The lender uses the QS to obtain independent advice to confirm the
figures in your feasibility for construction are in fact realistic, at market
price, and are able to be delivered in the open market.
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Even though you may be able to negotiate ‘mates-rates’ for part or
all of the construction, or simply a really low construction cost for the
project, the bank does not look at this favourably. Lenders want to see
market value costs in your feasibility. Banks always look at projects
as if you are going to go broke and they have to take it over and
complete the project.
For this reason, the QS will review the construction costs to ensure
they are market value and not over or under estimated. Over estimated
costs are a red flag for the QS, because it may flag that you are in
fact trying to build fat into the project by inflating the construction
cost. If the costs are higher, and the lender is financing based on a
percentage of total costs, this may be a way that you can increase
the amount the bank contributes, and thus reduce your contribution.
Obviously, this is a risk to the bank and one they want to avoid, hence,
the QS review.
The QS will need:
•

The valuation report

•

Breakdown of the construction costs

•

The build contract and all plans and specifications

•

DA and BA approvals

It is not uncommon for the QS to require the builder to justify certain
construction costs and provide evidence of quotes that they have to
support the figure quoted. This is not something to be scared of, but
it is something you need to be prepared for, and you need to brief
the builder in advance to ensure they are prepared, with their quotes
in order, in case of this event. What you don’t want is for the QS to
request more information, and for the builder to be caught off guard
and be unable to supply it and consequently hold up the QS review.
The QS will also review the terms of the build contract. It therefore is
important to find out in advance what the financier and QS want to see
in the build contract terms so as to ensure that you have negotiated
this with the builder up front and reflected this in the contract.
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For example, the bank and the QS do not like to see lots of PC items
(bathroom, tap fittings etc) as this could result in the contract price
blowing out. They may also want to see a retention clause in the build
contract, where a percentage of the builder’s payments are not paid up
front, but rather they are retained for a period of time, as an incentive to
encourage the builder to complete the job and to attend to all followup maintenance items. Assuming good conduct, the retention money
would be released in say 12 months post construction, depending on
what was allowed for in the contract.
This is something you need to negotiate with the builder early in the
process, to ensure it is agreed on and included in the build contract.
The end product of the QS review is their report to the bank.
The QS is also reviewing the builder’s qualifications and experience,
plus their financials, to ensure they are capable of completing the
project. A highly experienced builder in the same style of construction
of this project, is much more desirable than a new builder that has
never done this size or style of project before. This is because there
is a significant difference between a residential house build versus a
multi-unit development construction. Equally, the builder needs to be
licensed for this style of build. As part of your submission to the QS,
there will be a résumé from the builder.
Lenders are less likely to finance the deal when the developer and the
builder are the same. This is because the lender wants to know that
the construction contract is independent of the developer, and hence,
if there were any issues with the builder (e.g. they went bankrupt
during the build), then the bank would have the right to engage a new
builder to complete the project.
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Solicitor’s pre-contract review
If the lender requires a certain number of presales as a condition
of the loan approval, the lender will use an independent solicitor to
review the presale contracts and to provide recommendations back to
the lender. The solicitor will require a copy of each sale contract and
evidence that the deposit has been paid. There are a range of things
this review aims to highlight to the lender, including:
•	A high proportion of sales to investors as opposed to owneroccupiers can be a flag to the bank, as it is a high proportion
of non-local buyers. This is because it may signal that marketers
have been used to market the product, and hence, the sale prices
may be inflated.
•	A high proportion of international buyers will also be flagged,
because if an international buyer chooses to not settle, it can be
very difficult to force them to settle. Also, it’s easier for them to just
‘disappear’.
•	A cash deposit of 10% held by the developer’s solicitor is typically
required by the lender for it to be a qualifying presale from the
lender’s perspective. Therefore, presales with less deposit paid,
may be an issue and may not be included in the tally of compliant
presales.
•	Sales to people or entities perceived to be related to the developer
will also be flagged, because the lender considers that this may
not be a legitimate sale. Purchasers with the same last name as
the developer can raise this query.

Development finance and GST
With development finance, the lender assumes that you are registered
for GST and therefore will typically lend on the amount, excluding GST
figures. This is because it’s assumed that you will submit your BAS
and be reimbursed the GST you paid on costs throughout the project.
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Consequently, you need to have sufficient cash flow to cover the
payment of the GST on invoices until the ATO reimburses it. There is
the potential for the lender to provide a facility similar to an overdraft
for GST to assist with the shortfall, and you need to negotiate this as
part of your financing terms.
WARNING: On completion of the project and with the sale of the units,
the bank will be paid back first. Therefore, at settlement, 100% of the
sale proceeds will go to the bank to pay down the loan. You will only
receive proceeds from the sale after the bank has been fully repaid.
This is why developers are often highly motivated to sell the final
units in a project, because it’s these units that hold the developer’s
profits from the project, and it’s only on the sale of these units that the
developer will reap their profits from the project.
Finance Letter of Offer - Conditional
Once the lender is happy that the deal meets their financing criteria,
a Letter of Offer will be issued. This letter will outline the terms of the
offer being made to you. It will detail the total funds to be loaned,
terms of the loan including the loan duration, proposed interest rate,
fees payable, equity to be contributed and evidence required, plus
the conditions required to be fulfilled prior to the finance being fully
approved and unconditional. It is here that presales will be detailed
if required, and the conditions of the presale contracts noted, e.g.
amount of deposit held. Finally, anything still outstanding will be
highlighted, including copies of insurances, the QS report etc.
Finance Approval – Unconditional
Once all conditions of the loan offer have been satisfactorily met,
the lender will issue an unconditional finance approval. Mortgage
documents will follow soon after and will need to be signed and
returned. The project is then in a position to commence and be funded
by the bank.

155

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

During Construction
Once construction commences and the builder submits drawdown
claims, the developer must contribute their equity funds first, prior to
the bank releasing their funds.
The financier will require the QS to conduct an inspection for each
drawdown claim made by the builder. The QS will inspect the site and
prepare a report for the bank to confirm that the project is on track,
and that the amount being claimed by the builder is accurate for the
works that have been completed. The QS will review any variations
being claimed by the builder, and confirm if they are justified.
The QS will then review the inspection certificates to ensure that the
required approvals have been achieved. This includes:
• engineer’s footings and slab inspection
• building certifier’s frame
• lock-up
• practical completion inspections
The QS will review the builder’s work schedule to ensure the project is
meeting the schedule, plus will review any wet weather claims by the
builder. If everything is in order, the QS will recommend to the financier
to pay the builder’s invoice. As the developer, you will also need to
approve the builder’s claim.
It is highly recommended that you attend the QS inspections with the
builder onsite, in order to liaise between all parties and ensure that the
process goes smoothly and that the QS has everything that they need
to approve the claim in a timely manner. This is because a delay in the
bank paying the builder will result in a delay in the build and ultimately
higher hold costs for you. It’s very much in your interest to manage
this process.
In the first drawdown claim, it is sometimes possible to claim, from
the lender, re-imbursement of funds paid by the developer early in
the project, e.g. DA and BA costs. This is certainly the case if the
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developer has already contributed more equity to the project than
required by the lender. Confirm this with the broker and lender to
ensure you are all on the same page, as obviously this will aid in your
cash flow if a reimbursement is approved.
Construction Completion
On construction completion, the QS will complete a final inspection
and at that point will require evidence that the necessary insurances
are in place. This is because once the Practical Completion Certificate
is signed by you the developer, then the builder’s contract works
insurance ceases, and the appropriate body corporate building
insurance needs to be in place to ensure coverage of the building.
The QS will also want a copy of all final inspection and compliance
certificates, e.g. electrical, glazing, termite protection, truss etc. A
copy of the Occupation Certificate issued by the building certifier is
also required, as this authorises the building to be occupied for its
approved use, e.g. as multi-units.
Titling
Council will also re-inspect the completed project and ensure that all
development works comply with the conditions of the development
approval (DA) and that all DA conditions have been met. It is important
to manage this process and ensure it happens in a timely manner,
because a satisfactory inspection is required before Council will
consent to stamping and sealing the final plans to be lodged with the
Titles Department for strata or freehold titling of the project.
Prior to lodging with Titles Department, the Council sealed plans need
to be lodged with the lender for mortgagee consent. This is because
the lender has the registered first mortgage on the property and so
they must consent in advance to any change in the security property,
as in cancelling the current single title of land and creating multiple
titles. Working with your finance broker to obtain the bank’s consent is
essential because the broker will know the right department within the
lender to lodge this request.
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Once all relevant documentation is lodged with the Titles Department
and the new titles are issued, the off-the-plan sale contracts that
involve finance will need to have their lender order a valuation of the
completed property. This is to ensure that the value of the property on
completion is consistent with the presale contract purchase price. As
with any valuer’s inspection, it is highly recommended that you attend
to ensure that it goes smoothly, and that the valuer is provided with all
the necessary information, including your comparable sales evidence.
You are also the best person to answer the valuer’s questions. This
valuation process can make or break the smooth settlement of the
‘off-the-plan’ sales contracts and should therefore be given your
undivided attention.
Refinance and Term Lending
If you intend to retain and hold the last of the units, instead of selling
them, generally speaking, it’s the equity in these properties that
equates to your profits. At this point you have two options:
1.	The first is to remain with the same lender and convert from a
development loan to a term loan. The development loan is paid
out and the term loan is created taking the remaining held units
as the security. The term loan will be a standard residential home
loan with an 80-90% LVR lend, depending on your strength as a
borrower and your desire to pay mortgage insurance. The loan
would be for a 25 to 30 year loan term.
2.	You would have each unit financed as a stand-alone loan, which
then gives you the maximum flexibility in the future. You may
decide to keep one unit with the current lender and refinance the
other with a different lender to ensure that you don’t have all your
eggs in the one basket so to speak – or don’t have all your loans
with the one lender. By shopping the refinance around to various
lenders, you may end up with a better deal. Just because the
lender you went with was the best for the development loan, that’s
not to say they will give you the best loan for the residential term
loan – so do your homework and research all alternatives.
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Keep in mind that lenders typically won’t expose themselves to
more than 20% of any one development – particularly for large unit
complexes. Therefore, if there are 10 units in the complex and you
intend to retain three, the one bank may not be willing to take on the
residential loans of all three units, and you may need to split them up
among lenders.
Another consideration is if you want to keep four or more units or blocks
of land from a project. You need to understand that this may push the
lender into commercial lending territory, rather than residential. This is
because four and above generally triggers commercial lending, and
the terms may be less favourable than stand-alone residential loans.
It is important to ask these questions up front, before entering into the
deal, so that you have a plan in advance of how you intend to exit the
deal on completion.
Financing with DA Approval
Purchasing a site with a Development Approval (DA) in place involves
the standard financing process. However, the valuation will need to
confirm the value of the DA. You cannot assume a DA approved site
is going to be worth any more than a non-DA approved site. This is
because it all comes down to the quality of the DA, the favourability
of the DA conditions, the quality of the end product approved, and
demand for it in the market, plus the potential to make a profit from
the deal.
For example, a DA for 6 units that are squeezed onto a site with
minimal privacy and that are not appealing in design will devalue the
approval. Similarly, if the approval is for three-storey townhouses when
the market only demands ground level villas, you have a problem.
Alternatively, if site constraints (e.g. steep slope, flooding or road
access issues) mean very costly site works in order to comply with
the DA conditions, then this is disadvantageous and may not even be
worth the money spent on the DA.
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The final clincher is where there is no profit to be made from doing
the deal. It is for this reason that the valuation report will review the
DA and will assess the feasibility of the project, taking into account
the purchase price, the development costs, and the end sales value.
If at least a 20% profit on cost cannot be achieved, then the valuation
will not support the property purchase price, and is likely to value the
property for less e.g. a purchase price that would allow a 20% profit
margin.
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Chapter Nine:
Financing in a Self Managed Super Fund
The rules and regulations around self managed superannuation funds
(SMSF) being able to borrow is relatively new. In fact, the rules and
regulations that govern superannuation are constantly changing. For
this reason I think it is important to understand a little of the history
behind superannuation and how self managed superannuation funds
came to be as well as how they were allowed to borrow for the purpose
of real estate investment.

A Brief History of Superannuation
I remember when I was a young accountant working for Coopers
and Lybrand (now Price Waterhouse Coopers), Superannuation was
starting to be a big thing and the political catch cry at the time was
all about how ill prepared we were as a nation for our retirements.
Singapore was heralded as the ultimate example of good retirement
planning. Singapore actually introduced compulsory superannuation
in 1955 (no I don’t remember that) whereas Australia’s compulsory
superannuation didn’t start until 1992.
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Interestingly, Singapore’s compulsory rates of contribution for
employers are now up as high as 16% and 20% for employees. This
compulsory saving obviously goes towards the employees’ retirement,
housing and medical expenses.
Superannuation has actually been part of Australian legislation since
federation. From an historical perspective, superannuation has three
main pillars:
1.	The social security aged pension was introduced firstly in New
South Wales back in 1900, with Victoria and Queensland quickly
following suit. Originally, the aged pension was means tested and
was a grand sum of 26 pound a year – Wow!
2.	The compulsory superannuation contribution was first introduced
in 1992 and legislated that employers had to contribute to
superannuation on behalf of their employees. This initially started
at a three percent of salary and slowly increased over the years to
nine and a half percent of salary.
3.	Additional savings, where additional voluntary savings can be
contributed by the individual. Over the years, there have been a
multitude of tax advantages to increase personal contributions to
superannuation and this is still an ever-changing landscape.
Mention superannuation and most people’s eyes glaze over. Either
they say that it is all too hard or that the rules keep changing so much
they can’t keep up. Like it or not, for most people, superannuation is
going to be one of their most important investment structures, and if
used properly, it has the potential to be the most profitable and tax
effective vehicle in providing for your retirement. Superannuation is
simply a long-term savings vehicle, which has a range of generous
tax concessions including when funds are contributed, while they are
invested, and when they are pulled out as an income stream.
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On the flip-side, there are restrictions on when you can access your
money. This is the Government’s way of trying to get us to save as
much money as possible for our retirement and reduce the future
strain on the age pension system. After all, this was the main idea
behind compulsory superannuation in the first place.
There are two major problems with reliance on the age pension system.
Firstly, it is not a lot of money…. being around 25% of the average
wage, and secondly, with the aging population, the affordability of the
nation supplying these payments for the future will be very stretched
due to a larger number of baby-boomers approaching retirement.
Bottom line here is, that it is in everyone’s interest that they have as
much of their own savings as possible to fund their own retirement,
and superannuation is the most tax advantaged vehicle we have
available to us in this country. I call it the Last Legal Tax Haven!
So let’s analyze how this tax advantage environment actually works.
Basically, superannuation is taxed in four components:
1.	Contributions – If someone is claiming a tax deduction for
contributing the money to the superfund, either the employer
or the employee, a 15% tax is levied on the contribution (this is
explained in more detail in chapter two).
2.	Earnings of the superannuation fund while in accumulation
mode – Basically, all income earned by the superannuation fund
while in accumulation mode is taxed at 15% and all capital gains
made by the superannuation fund in accumulation mode is taxed
at an effective rate of 10% (it’s actually 15% but only two thirds
assessable).
3.	Earnings of the superannuation fund while in pension mode
– After preservation age, part or all of the superannuation funds
can be moved from accumulation mode to pension mode. Any
income or capital gain earned in pension mode is tax free (up to a
certain threshold).
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4.	Pensions paid from the superannuation fund – These are tax
free (up to a certain threshold). That’s right, any pension taken
from your superannuation fund is totally tax free in your hands (at
the time of writing this book).
Superannuation is definitely a constantly changing environment. It is
actually why a lot of people have an inherent mistrust of putting their
money into superannuation. Whilst to some extent I agree that the
rules today are not necessarily going to be the rules at your retirement,
let alone the rules after the next budget. However, the overriding need
for the politicians to have self-funded retirees is always going to be
the driving force behind any superannuation legislation. Therefore,
superannuation in my opinion will always remain a tax advantaged
environment, where the rate of tax within super for both income and
capital gains will always be less than that of company and individual
tax rates.
What is perhaps a little scary, is the sheer volume of money now sitting
in superannuation. We have had over 20 years now of compulsory
savings into superannuation, this means superannuation funds are a
force to be reckoned with and have a major influence on the economy
of Australia. More importantly, the managers of these superannuation
funds have a major influence over the Australian economy, as they
determine what areas will be favoured for investment and what won’t.
Investment into shares has and I believe always will be, the favoured
investment vehicle for fund managers, and in my very biased opinion,
there is a lot of boardroom lobbying done with the fund management
decision makers to encourage investment into particular listed
companies.
What that says to us, is that the general investing population
doesn’t understand superannuation, particularly self-managed
superannuation, and doesn’t understand the huge benefits of having
direct property held within their super funds, or is simply too scared of
potential legislative changes to make a decision.
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A lot of people would feel more in control and in charge of their own
destiny if they could manage their own retirement funds. In 1999, the
Superannuation Industry Supervision Act (SIS Act) was amended
to establish a new category of the superannuation fund – the selfmanaged Superannuation fund and since then, this has been the
fastest growing segment of the Superannuation system and it does
not look like slowing any time soon.
In the early days of superannuation, super investments had to be
100% owned and paid for by the super fund. Then in 2007, there were
changes made to the way shares could be purchased within the super
fund. These were called warrants that basically meant you paid for
the shares in installments e.g. The Telstra share offer – x amount up
front and installments at specific times down the track. This caused
a bit of a problem, because the warrants were effectively borrowings
and up to this point, borrowing was not allowed in a superannuation
fund directly. Then, of course it would be unfair if you could borrow to
buy shares but not borrow to buy property in a super fund.
So what happened? In 2010, the powers that be allowed borrowing
within super for direct property purchases as well. Hallelujah! Now
investment in super just got a whole lot more exciting. The borrowing
does come with some restrictions and we will discuss them in more
detail later in the book.
In a recent self-managed superannuation fund report put out by the
Australia Taxation Office (2014), the total number of superannuation
members was 1,011,686. This number was up 28% on the previous
year’s report thus showing a desire by the workers of Australia to take
control over their own futures, their own money and ultimately how
they will live their life in retirement. As at the date of writing, there are
528,701 self-managed superannuation funds with a total of 543 billion
dollars invested in them. This represents just under a third of all the
money held in superannuation.
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When you dig down to exactly how these self-managed superannuation
funds are being invested, very little is going into direct property
investment. In fact, investment into residential property is only 3.7%
and investment into non-residential (commercial) 11.6%. There has
been a lot of talk about self-managed superannuation funds being able
to borrow to buy direct property investments, which we will discuss in
detail later in the book, however, it is interesting to note that these
direct property investments held in these self-managed superfunds
only represent 1.6% of all the self-managed superfund assets.
You the trustee get to decide exactly what you are investing in, whether
it be shares, cash, property or anything else you deem to be desirable
investment for the member’s of the superannuation fund (which is of
course you).

Borrowing in your Self Managed Superannuation Fund
As previously indicated, borrowing for property inside SMSFs came
about as a result of super funds buying shares using instalment
warrants. Warrants are effectively a form of borrowing, as they are an
instalment purchase of a share (e.g. Telstra share warrants).
Due to extensive lobbying by the SMSF industry in 2007 legislation
has changed to allow residential and commercial property to be
purchased as an instalment warrant. For a few years, this is how
borrowing was conducted (via instalment warrants). Instalment
warrants are very clunky and cumbersome and in 2010, the legislation
was changed again to allow limited recourse borrowing for SMSFs.
Limited recourse borrowing means the bank or financial institution
takes security over the asset but has no further recourse over any
other assets to recoup the debt.
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How does borrowing in a SMSF need to be structured?
Firstly, the trustees will need to review the fund’s trust deed to ensure
that borrowing is permitted. If not allowable, the trust deed can be
upgraded to take into account the current borrowing rules.
The fund’s investment strategy will also need to document the intention
to borrow for property purchases.
SMSF lenders prefer to deal with a SMSF with a corporate trustee.
Therefore SMSFs with individual trustees will need to do a deed of
amendment for a corporate trustee.
When acquiring an asset with borrowing, the legal title is not held
by the super fund itself. There must be a separate custodial entity
created to hold the legal title. This custodial entity will comprise of a
separate corporate trustee of a custodial or bare trust of which the
SMSF is the sole beneficiary.
It still amazes and annoys me that I have been an advocate of asset
protection through separation of legal ownership of assets using trust
structures for nearly 20 years, against,(at least in the early years), a
large degree of resistance. Yet now the powers that be have actually
legislated to make it mandatory for SMSF to protect their assets using
similar trust structures. If it is good enough for your super fund assets,
it should be good enough for your non-super fund assets as your risk
of litigation would still be the same.
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There are a few important points to be noted about the way these
custodial bare trusts should be structured:
1.	The custodial/bare trust will be the legal owner of the asset and
will need to be listed on any contract documentation.
2.	The custodial/bare trust is not seen as a separate entity for tax
purposes so therefore no tax returns or financial accounting are
required for the custodial/bare trust.
3.	
When funding the purchase of the asset using a borrowing
arrangement, the deposit must be paid by the SMSF. Payment
on settlement funds will likely be made with the borrowed monies
although the SMSF may need to contribute additional funds at
settlement.
4.	All transactions in relation to loan payments, on-going expenses
and rental income are to be made to the SMSF directly.
This is what the structure would look like:
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How does the transaction actually work?
Firstly, do not go out and find a property that you want to buy in your
SMSF when you don’t have your SMSF set up. The set up process
for a SMSF from formulation of the documentation, to registration of
a SMSF to setting up of the bank account, to the rolling over of the
money, can take up to three months.
Once your super fund is set up, here are the steps to transact on a
property purchase within a SMSF:
1.	Set up the custodial corporate trustee, and have the custodial
/ bare trust prepared as a draft waiting for security and lender
details (approximate cost $3,300 inc. GST)
2. Find a suitable property for SMSF purchase.
3. The custodial corporate trustee signs the contract.
4. Make sure your finance clause is long enough (at least 28 days).
5.	Embed the lender and the property details to finalise the custodial/
bare trust deed.
6. Make sure the SMSF pays the deposit.
7.	Loan application and subsequent loan, needs to be in the name
of the superannuation trustee (not the custodial trustee), with a
security guarantee by a custodial trustee.
8.	At settlement the title will be registered in the custodial trustee’s
name.
9.	At settlement, funds will be provided in the form of loan monies
and all additional monies paid by the SMSF.
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10.	After settlement, any leases will need to be in the name of the
custodial trustee.
11.	Rental income will be deposited into the SMSF’s bank account
directly.
12.	Rental property expenses will be paid from the SMSF’s bank
account directly.
13.	Insurance should be held in the name of the SMSF corporate
trustee.
Normal transactional costs apply to the SMSF property purchase
e.g. stamp duty, mortgage registration fees, etc. However, due to
the complexity of the borrowing structure, the bank’s legal team will
need to review all trust documentation and this usually comes at an
additional cost (approximately $2,000), which can be paid for by the
super fund.
What strategy restrictions apply when borrowing in a SMSF?
Some of the strategies and investments you can make when your
SMSF is not borrowing are not allowable under the SIS Act when
borrowing to purchase the asset. Here is a list of the key restrictions:
1.	Sole purpose test
Similar to purchasing without borrowing, the sole purpose test
must be adhered to. This means investments are for the sole
purpose of retirement benefits for the member. Therefore, there
can be NO present benefit to the member or any related party.
The simple rule is, anyone related to a SMSF must not use its
assets.
2.	The borrowing must be a limited resources borrowing as explained
above
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3. Single acquirable asset
	Under a limited recourse borrowing arrangement, only a single
acquirable asset is permitted in each custodial / bare trust.
Therefore, properties with multiple titles generally will not be able
to be acquired by a SMSF using borrowings.
4. Improvement versus repair
	Borrowings cannot be used to improve an asset, but can be used
to repair the asset to maintain its functional value.
5.	There can never be any increased borrowing on the asset after the
initial purchase. The loan may be refinanced from one institution
to another but only the outstanding amount can be refinanced.
6. Change of nature
	While there is a limited recourse borrowing arrangement in place,
the underlying nature of the property cannot be changed, for
example, turning an existing residential property into a commercial
business real property. In the event of an insurance claim covering
a loss of the original asset, (e.g. in a natural disaster), the
underlying nature or the original asset must be replaced with a
similar asset.
This is how the borrowing works with the custodial/bare trust.
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The following shows how the different investment strategies are
affected by borrowing. Some strategies are allowable investments
within SMSFs but not allowable if the SMSF is borrowing. The following
shows what a SMSF can invest in with and without borrowings.
Without Borrowings
You can do almost whatever you want unless it is for:
•

Personal use

•	Gaining a present benefit. For example, you can invest in wine,
provided it is stored correctly and is deemed to be a future growth
asset for the SMSF, but you cannot drink it. Another example is if
you were to buy gold and diamonds as a collectable, you can’t
put them together and wear them on your finger or around your
neck.
With Borrowings
Most strategies are acceptable with a few exceptions. For example:
•

No subdivisions or strata titling investments

•

No separate acquirable assets (one asset/title per bare trust)

•

No refinancing for additional equity access

•

No borrowing to develop / build / renovate

•

No private or personal use

•

No gaining a present benefit (similar to without borrowings).
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Chapter Ten
Financing Deposits
Many investors, particularly young investors, find it difficult to save
the required deposit to get into their first investment or PPR property.
In this chapter, I will discuss some of the more alternative methods
of saving for a deposit, including financing deals where no deposit is
required.

Savings Programs
All savings plans, regardless of the institution, work on the power
of compound interest and the key to a successful savings plan is
consistency. From time to time, the banks offer savings plan deals
where the accounts have no fees and charges attached to them. The
bank is obviously hoping that, when the time comes, you will use them
for a home loan purchase. The government also has incentives which
you can take advantage of from time to time.
A good way to create savings dollars is to curb unnecessary
expenditure.
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In my accountancy practice days, when I had a client who didn’t seem
to be able to get ahead, I put them on a one or two month money
tracker. To a spendthrift, this is one of the worst punishments they
could have, as at the end of the one or two months, they had to come
back and show me an account of everything they had spent in the
duration. We then went through and categorized the expenditure into
necessary, optional and luxury items. The luxury items got canned
and the money diverted into savings plans or debt reduction. The
optional items were scrutinized with some items also being scrapped
and the funds diverted.
The clients then continued to track expenditure for a further two to six
months and sent me their spreadsheets at the end of each month.
During that time, I had miraculous turnarounds where exceptional
amounts of debt were reduced and account balances showed sizeable
savings. If you need someone to report to, ask your accountant if they
provide this type of service.
The other side of your profit/loss statement is income. When you’re
looking for extra dollars to go towards a deposit, investigating other
avenues of increasing your income is also beneficial.

Sell, declutter and simplify
We all end up collecting a lot of stuff we don’t need. The operative
words are ‘need’ and not ‘want’. Whether that be small ticket items
(clothes, shoes handbags, sporting equipment, toys) or big ticket
items (jet skis, caravans or boats), when you really look at your life
with a view to cashing in your excess possessions, most people will
be able to find a mountain of things they are prepared to sell. The old
days of the garage sale are less popular now due to the advent of
ebay and gumtree, but the same principles apply and there always
seems to be a market for the secondhand.
I know a couple of clients who have taken this suggestion very seriously
with great success. One client cashed in around $45,000 just by
taking a minimalistic approach to life and getting rid of excess items.
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That $45,000 made the difference between being able to purchase a
PPR and renting. Another client who was planning for an upcoming
significant expenditure decided to breed her expensive dog. The dog
had 11 puppies and she sold them for $2000 each. That’s $22,000
towards a deposit.

Seller deposit financing
When you have a motivated seller, it can be advantageous to take a
more wholistic approach to the deal than usual. Look at your personal
situation and determine what your weaknesses are from a financial
perspective. If one of those weaknesses is lack of deposit, then
sourcing a deal where the seller may be willing to finance your deposit
could be advantageous. This is obviously not something that is going
to be possible in all scenarios, so what you’re actually looking for is
a deal where you have a motivated seller or a deal where the seller
doesn’t need all of the funds immediately from the sale. This could
be an older or more affluent seller who would be happy to get most
of their funds and leave, for example, a 20% deposit in the deal to be
paid on a principal and interest basis over a period of time.
These types of deals are prevalent when the market turns to a buyer’s
market. They are also relatively easy to negotiate when the deal
itself is a difficult deal. Let me give you an example. A student of
mine wanted to buy a block of 8 units in a regional country town.
Financing 8 units is obviously much harder due to the low LVRs and
when finance is on a commercial basis. Additionally, there are just not
that many buyers in regional areas. The seller realized these factors
and was happy to attract a buyer by offering to finance 20-30% of
the purchase price. This meant a buyer with good serviceability but
little deposit could purchase the block of 8, albeit under commercial
financing, even though they didn’t have the 30% deposit available.
The property itself was positively geared.
Land developers and house and land builders, particularly in a buyer’s
market, will often accept seller deposit financing just to move stock
and keep their tradies and contractors employed.
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They’ll get the money eventually, just not upfront. In most cases, the
20% would be profit anyway, and their hard costs would be covered
through bank financing. The first few sales in a new estate are often
sold this way, as it establishes the selling price for the whole estate
for both the real estate agents and the valuers. Similarly, the last few
sales in an estate can also be negotiated this way, as they don’t want
to drop the price but are happy to agree to terms to move the last few
properties.

Vendor financed trade dollar deposits
Trade exchanges are a topic that is not often discussed. Companies
such as Bartercard, IBIS, and Empire Trade are all examples of
trade exchange companies. Trade dollars are nothing new and were
actually established in the United States back in the late 1800s. The
premise behind trade dollars is that businesses trade goods and
services based on a debit credit arrangement of trade dollars. From a
tax perspective, a dollar earned in trade dollars is the same as a dollar
earned in real dollars. However, in my opinion, the real game is the
real estate trade game.
When a builder or a developer sells a property, particularly those
discussed in the last few paragraphs, they may be willing to accept
20-30% of the purchase price in trade dollars with the balance being
paid in real dollars. For businesses which are accumulating trade
dollars by selling their goods and services, partially or totally on trade,
this is a good way to use up their trade dollars. The real benefit for
most investors is by borrowing the trade dollars from the builder or
developer themselves via a personal loan agreement and then giving
them back to the builder/developer on contract as deposit for the
property. The personal loan is then paid back to the builder/developer
with a percentage interest return in real dollars.
This is not something that is widely discussed, however it is relatively
common in the building and development industry, particularly when
the market turns to a buyer’s market or when the properties being sold
are a little bit difficult.
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Generally speaking, when trade dollars are involved there is little
negotiation on purchase price. From a financing perspective, the
dollars are simply counted as deposit and the balance is financed
through regular banking channels.

Exchange of goods and services
An exchange of goods and services is another oddball topic and one
most investors would be too afraid to ask for. However, necessity
breeds creativity. Let me tell you about a dentist I sat beside in the
US. We were discussing unusual real estate deals and he told me
the most unusual deal he had ever done was when he exchanged a
property for a set of veneers. He told me of one of his patients, who
desperately wanted a new set of teeth but lacked the funds to pay for
it. The guy had recently inherited an old property from his late aunt
and was prepared to offer that for a new set of teeth. The dentist was
happy to do the deal and to my knowledge, still owns the property and
rents it out today.
Upon hearing this story, one of my students who is a dentist in
Australia, used the same strategy for a partial deposit on a property.
There are many goods and services which could be exchanged as
a full or partial deposit towards a property. You just have to have
imagination and the guts to ask.

Deposit bonds
When buying off the plan, it is customary to put down a 10% holding
deposit until the project is completed and the balance of funds
needs to be paid. Some insurance companies offer deposit bonds to
investors in these circumstances where they buy a 10% assurance for
a premium and the developer can use these bonds as proof of sale
for their own debt servicing to complete the project. Deposit bonds
typically cost 1% of the purchase price and have a term of 18-24
months. This can be advantageous to an investor as they don’t need
to have the full 10% tied up for one or two years while the project is
being completed.
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A word of warning: When the construction of a project is delayed, you
need to ensure your deposit bond doesn’t run out before completion
of the project. If this happens, the contract can be voided by the
developer and if the market has risen significantly, the developer’s
lawyers will be on the lookout, as the upside in the market during
the construction process will be passed on to the developer, not the
investor.
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Chapter Eleven
Joint Venture Financing
Joint ventures, with other investors, is another way to finance a deal.
A Joint Venture (JV) is where two or more parties come together to
achieve a common objective. From a financing perspective, JVs can
strengthen your application for finance. We need to look at the varying
types and styles of joint ventures, the way they need to be financed
and the structures needed to protect the joint venture arrangement.
Investors enter into joint venture arrangements for many reasons,
however in most cases, it is because they want to strengthen their
weakness.
For example, you may have cash or equity to invest with, but have low
or no serviceability. Therefore it is advantageous to joint venture with
a strong serviceability partner.
Conversely, you might have the know-how to do a deal and have
found the right deal, but may not have the available equity or cash to
complete the deal, and joint venturing with an equity partner would be
advantageous.
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Sometimes, JVs are formed simply because it is more fun to do a deal
together than on your own, or it may be advantageous to share the
workload.
One of the most important components to a joint venture is
preparing a joint venture agreement. Over the years, I’ve seen
many JV arrangements and without fail the ones that end up messy,
are the ones that don’t spend the time and money to put together a
written joint venture agreement. Some of the messiest I’ve seen are
between family members, and it is sad that money can break up a
family. In the joint venture agreement, you need to spell out all the
possible scenarios in writing and discuss the agreed course of action
if specific circumstances unfold.
For example, what happens if the property doesn’t sell? What
happens if you go over budget and run out of funds? What happens
if someone’s circumstances change? What happens if the project
makes a loss instead of a profit? What are the job delineations? My
recommendation is that you sit down with your potential JV partner and
go through all possible scenarios, write down your course of action for
each of those scenarios, sign it, and then take it to a lawyer to draw
up a legal joint venture agreement. When this is done, it might sound
silly, but sign the agreement! Again, I’ve seen too many JV partners
with disagreements who have gone to the expense of drawing up JV
agreements but failed to sign them. At least if there is a disagreement
and you have a signed JV agreement in place, there is a basis for
which a course of action could be taken.
A question I get asked all the time is, “What is the appropriate
profit split in a JV scenario?” In reality, there is no correct answer. It
is whatever two parties agree on. There are many formulas thrown
around for percentage splits depending on workload, experience,
serviceability, equity etc. but I don’t believe there is ever a split that fits
every scenario.
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Joint Venture Structures
Before working on a JV investment deal, it is important to decide on the
appropriate structure. Whilst understanding the basics of structuring,
it is important to note that each JV situation will be different and it is
important to get individual and specific accounting and legal advice
prior to setting up your JV structures. One of the first considerations in
deciding your structuring options is determining the roles each party
needs to play.
These roles include:
•

Equity Contribution

•

Serviceability

•

Project Manager / Worker

Depending on which party fills these roles, there are a number of
options from a structuring perspective. Let’s look at how these roles
might come together.
Note: A detailed description of how trust structures work will not be
covered here, for more information on structures, please refer to my
book, Asset Protection Secrets of a Real Estate Millionaire.
Both parties on title
When both parties are contributing money to the deal, a question
needs to be raised as to whether both parties want to be on title, or
more accurately, whether they should be on title. Remember, whichever
party goes on title is committing to also being a serviceability party to
the loan. This will affect their personal serviceability when applying
for other loans. In some circumstances, this may be a hindrance to
both parties wanting to be on title. In other circumstances, a party
contributing funds may not be an advantageous addition to the
loan application due to poor credit or very low serviceability. The
first structures we will review are where both parties, whether equal
percentages or otherwise, are on title and therefore on the loan
application.
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Partnership of Trusts
A partnership of trusts is where each party to the joint venture has their
own company as trustee for a discretionary trust and the two entities
form a tenants in common partnership. The purchasing entity would
have both names appearing on the contract and both names are party
to the loan application. In NSW and Victoria, only the company names
will appear on title, whereas in the other States, the companies as
trustee for the trusts would ultimately appear on title. As these types of
entities are tenants in common partnerships in trusts, the percentage
ownership is fractional and can be whatever the parties agree upon
e.g. 50/50, 80/20, 70/30.
The following is a diagram of how this would look:

When financing this structure, both directors and primary beneficiaries
will be party to the loan. Their personal assets and serviceability
requirements will be assessed and serve as the basis for the loan.
These parties will also need to be guarantor for the trust’s loan.
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Single Discretionary Trust Ownership
In this structure, a newly formed company as trustee for a discretionary
trust would have both parties to the joint venture as trustee, primary
beneficiary and appointors. As the trust is a discretionary trust, it
is important to note that distributions from the trust are, by nature,
discretionary. This includes income and capital distributions. Therefore,
there is no specific percentage ownership of the asset. Both parties
are agreeing to own the asset together. The diagram below shows this
style of structuring.

When financing this structure, both directors and primary beneficiaries
will be party to the loan. Their personal assets and serviceability
requirements will be assessed and serve as the basis for the loan.
These parties will also need to be guarantor for the trust loan.
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Unit Trust Ownership
When a unified front is required but defined ownership is important,
then a unit trust can be used to structure this style of joint venture. In this
scenario, a company would be formed to be the trustee of a unit trust.
The unit trust would then issue units to individual discretionary trusts
owned by the joint venture partners. This would mean the company
as trustee for the unit trust would appear on title. It is important to
note that the discretionary trust owning the units in the unit trust can
be of varying percentages and these discretionary trusts should have
personal trustees. In my book, Asset Protection Secrets of a Real
Estate Millionaire, I go into great detail as to why this should be the
case and I call this style of trust a piggy bank trust. When the joint
venture deal is a business rather than a real estate project, it could
be advantageous to use a hybrid unit trust in place of a straight unit
trust. Using a hybrid unit trust may give more flexibility for a business,
however I am not keen on using hybrid trusts for real estate projects.
This would appear as follows:

When using this structure, the directors of the corporate trustee will be
the guarantors and signatories to the loan. Some banking institutions
may also require the personal trustees of the discretionary trusts who
own the units in the unit trust, to also be party to the loan.
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One party on Title
When only one party is required to be on title, it is important to make
the distinction whether that party is both a serviceability and equity
contributor or whether they are only a serviceability contributor. When
applying for a loan, the serviceability contributor must be on the loan
and must therefore be on title, whereas an equity contributor may or may
not need, or want to be on title. Let’s have a look at these two scenarios.
Serviceablity and Equity contributor
When the money partner in a joint venture arrangement also has
sufficient serviceability to complete the loan, then they are the only
party that needs to be on title and on loan. In this scenario, the
money and serviceability partner would form a company as trustee
for a discretionary trust to own the asset and apply for the loan. The
other party to the joint venture, (and for the purpose of the exercise
we will call the worker), would form their own company as trustee for
a discretionary trust to receive their share of the profits. This style
of structuring is quite common where an experienced investor with
know-how but lacking in serviceability or equity can share in the profits
of a deal by project managing and completing the project without
actually being on title or on loan. A contractual agreement would need
to be drawn up between the title owning structure and the project
management structure to split the profits. The structure below would
accommodate such an arrangement.
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The directors of the money partner corporate trustee and the money
partner primary beneficiaries would be the signatories and guarantors
to the loan.
Serviceability contributor
When you have a scenario where one party to the joint venture has the
required equity or cash, and the other party to the joint venture has
the serviceability, then it is the serviceability partner who needs to go
on title and apply for the loan. In this scenario, in order to protect the
funds of the equity contributor, the serviceability contributor structure
would sign a loan agreement with the equity contributor’s structure.
This scenario would appear as follows:

With this structure, only the directors and primary beneficiaries of the
ownership structure need to be party to the loan.
A final word that is worth noting when discussing JVs, is that
you are tied together financially for the term of the deal. I quite
often see family members and long term friends enter into JV deals
which are long term deals. I think it is important to note that this affects
both parties’ serviceability for the term of ownership of the property. It
will always be a considered factor when applying for other loans.
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It is also worth noting that refinancing a jointly held asset is always
tricky as both parties are signing up for 100% of the loan commitment,
where they may only be receiving a percentage of the equity being
released. From a financing perspective, when you enter into a loan
together, you are taking on the liability of the full loan amount, not
your percentage ownership. If two parties are borrowing $500,000,
each party will have $500,000 to account for from a serviceability
perspective. If things go badly, the bank can chase each party to pay
the full amount. (The bank doesn’t go after $1 million, it simply means
either party is liable for the full bill if the other is unable to pay).

187

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Chapter Twelve
Alternative Financing
The dominance of the ‘big four’ (CBA, ANZ, NAB and Westpac) banks
in Australia, has contributed to the perception that all lenders are the
same. This is incorrect. There are around 55 banks in Australia and
over 100 building societies and credit unions, as well as numerous
non-bank lenders.
When the GFC hit in 2008, there was a major shift towards the ‘big
four’ banks, away from second tier and non-bank lenders. Prior to
the GFC, the market share of this sector was around 15% due to
aggressive interest rate pricing and innovative products. As the rigors
of the GFC started to take hold, 90-95% of the market share reverted
back to the ‘big four’.
In addition, there were a lot of mergers and takeovers of smaller
lending groups by the ‘big four’. As their market share increased, their
competition decreased, and so too did the variety of products and
competitive pricing of loans.
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The GFC reduced access to credit globally, and increased the cost of
funds. This trend is slowly reverting back to a pre-GFC climate where
second tier and non-bank lenders are becoming more prominent.
Let’s distinguish the difference between these categories of lenders.

Banks
Banks are authorized deposit taking institutions (ADI’s) and can use
their funds to provide home loans. They provide integrated banking
packages including savings accounts, transaction accounts and
credit cards. They have networks of branches around the country and
consequently have higher overheads. The ‘big four’ banks generally
have a poor reputation with the public with surveys stating low
customer service and heavy-handed tactics. This contributes to the
Australian attitude of “bank bashing”.

Second tier Banks
Second tier banks are simply smaller banking institutions who are still
licensed to carry out normal banking functions. Many of these banks
have become household names such as ING Direct, Macquarie Bank,
Suncorp, St. George, Bankwest, Citibank, Adelaide Bank, AMP. What
is probably not public knowledge is that many of these banks are now
owned by the ‘big four’. Quite often, the big banks use these second
tier banks to bring out more innovative lending packages and test the
market at a smaller scale.

Building Societies and Credit Unions
These are not-for-profit cooperatives where members can be both
customers and shareholders. Interest rates are generally fairly
competitive and member deposits can be used for loan funds. They
are regulated under the same banking legislation as banks.

Non-bank lenders
Non-bank lenders do not hold an Australian banking licence and
therefore cannot accept deposits.
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They buy wholesale funds via the international monetary market,
investors, superannuation funds, hedge funds and even the ‘big four’.
They then relend these funds at a higher interest rate. Many of these
products are called white label products where funds are simply
bought on the wholesale market and relent on the retail market. This
is called legal arbitrage. They typically do not have the overheads of
the banks and are able to keep their margins relatively skinny.

Private lenders
Private lenders encompass a broad range of money lenders including
private individuals through to organized funding groups. Private
lenders typically have loans at a much higher interest rate than the
regular financial institutions. Private money lenders are good for short
term lending, top-up lending and in situations where normal bank
funding is not possible. Interest rates vary, but are around 10% up to
25%. You might be thinking, “Why would anybody take out a loan at
20 or 25% interest?!” Well, as I indicated before, they are only for short
term loans. Let me give you an example:
Let’s say you are buying a property significantly under market value. If
you were to go to the normal banks, they would lend you 70-80% of the
purchase price depending on whether the property was commercial
or residential. This would mean you would need significant funds to
settle the property. A private lender may lend 70-80% of the actual
value of the property, provided it was substantiated by a registered
valuer. This could mean you could settle the property with private
money and then refinance inside one or two months with regular
banking financing at the higher value.
I have seen many successful deals done this way, where a regular
bank will do a refinance of a property at market value but would not
lend for the initial purchase at market value (only purchase price).
Where people get themselves into trouble, is when they take out these
private loans at high interest rates thinking it is only going to be short
term, when it actual fact, the time factor blows out and they end up
paying exorbitant interest.
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So where do you find private lenders?
Apart from your normal personal networks such as parents, family
or friends, you could also approach your professional associations
such as accountants, lawyers or finance brokers. Quite often these
professionals either know of private individuals who lend money out
on a short term basis or they have organized funds where money
is pooled from clients and relent at a higher interest rate. These
professionals also know of clients who may be willing to have their
SMSF lending money for property investing.
A quick word of warning: SMSF cannot lend money to associated
entities. This means relatives or any of their associated parties are
not able to be a part of the SMSF investment. The security for these
types of loans can either be first or second mortgages or, in some
instances, a registered caveat will be sufficient.

Mezzanine Finance
Mezzanine finance is a hybrid of debt and equity financing that gives
the lender the rights to convert to an ownership or equity interest in the
company in the case of default. Mezzanine finance is most commonly
used in the construction and development industry and is quite often
the ‘top-up’ finance required if developments go over budget and over
time. Mezzanine finance will normally take secondary security over the
property and the development company itself after the primary lender
that holds the first mortgage debt.
In practice, mezzanine finance is an extension of debt beyond the LVRs
of regular financial institutions. In the marketplace today, development
finance can be as low as 65% and up to 80%. Mezzanine finance
covers that gap between first mortgage LVR and up to 90% of the
total development costs. Mezzanine lenders still require some skin
in the deal. The interest on mezzanine finance is typically quite high
and ranges from 12-25% per annum, and in some circumstances
additional equity in the project will also be required.
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Angel Investors
Angel investors are generally early seed capital investors that come
in early in a project to help get it off the ground. The term ‘angel
investors’ is mainly used in business circles rather than real estate
projects. Angel Investors usually come from the ‘Three F’s (Family,
friends and fools). Angel investors will typically take a percentage
ownership as well as an interest rate return.
There are a number of angel investor networks around Australia which
allow businesses and project managers to pitch their idea, concept or
project to a platform of investors. They all have their own guidelines
and requirements. However, if I was to give a potential applicant some
advice, it would be to come prepared. A great project or a great idea
will not be funded if the pitch is not right, and sufficient due diligence
has not been carried out.

Venture Capital
Venture capital (VC) is a far cry from what most people think it is. It
is my opinion that “Dragon’s Den” and “Shark Tank” have glorified
people’s perceptions of venture capital. Academic institutions often
portray ‘entrepreneurship’ as being able to present a business plan or
scope to a venture capital deity. This may also contribute to people’s
preconceived ideas about venture capital.
In reality, VC represents only a tiny amount of business and business
ideas. A venture capitalist (or VC) can fund projects which would
normally have too high a risk profile for institutional banks to fund.
They are more common in the business capital market than the
property market, however, some large projects are funded using
venture capital funding. Venture capital firms identify and do detailed
evaluations on investment opportunities for their clients. In some
circumstances, a representative of a venture capital firm may take
an operational role in a project. Venture capital sourcing companies
typically charge upfront fees for their services as a lot of time and
due diligence goes into evaluating the application being presented.
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In addition to charging high interest rates, venture capitalists typically
take a percentage of the deal and in some cases can even take a
majority shareholding. This type of funding is not for the everyday
mum and dad, and venture capitalists generally don’t look at anything
under a $10 million dollar funding exercise, with most of their projects
ranging in the $100 million and above range. If you end up presenting
a deal to a venture capitalist, you need to understand what the venture
capitalist is most interested in:
a. When they are going to get their money back
b. Exit alternatives
c. Yield
d. Security
e. Your experience
f.

Uniqueness of the deal

g. What makes this deal unique
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This chart from the Venture Capital Cycle (Cardullo, 1999) shows the
typical stages of funding for a large scale enterprise.
Both angel investors and venture capitalists get a bad reputation
for being nasty and greedy and history has shown us that in many
instances this is true. Often a venture capitalist takes a position on the
board, potentially a controlling interest, and takes over the concept
or project.

Debtor Financing / Factoring
Debtor financing or factoring is a generic term used by companies to
create cashflow from their debtors. Invoice factoring is typically used
by smaller companies to alleviate cashflow problems. Debt factoring
companies provide short term funding, credit advice and collections
assistance for delinquent debts.
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Invoice factoring works as follows:
1.	Due diligence is set up on the company to ensure they are properly
organized, well-established goods or services provider.
2.	In most circumstances, the debtors need to be notified that the
third party will be collecting on their account.
3. Invoices are verified to ensure legitimacy and accuracy.
4.	An advance is made by the factoring company to the business of 8085% of the invoice amount immediately upon the invoice being issued.
5.	The remaining 15-20% less the negotiated fee will be deposited
into the company’s account when the client pays the invoice.
This type of funding is only for business funding and really doesn’t
have a big impact other than maintaining cashflow for a business in
the real estate market.

Equipment Financing
Equipment financing has only been included as a topic because
sometimes it can be a short-term solution to cash out equity held in
business equipment for real estate purposes. Back in my accounting
practice days, I saw a number of clients who were ‘equipment-heavy’
in their businesses, but lacked the deposits to do a deal or the funds
to renovate/develop an existing property. By approaching equipment
leasing companies, they were able to release equipment they already
owned and receive a cash payment in return for a long term lease.
This money could then be used to fund real estate projects.

Seller Financing
This type of financing may seem odd. “Why would a Seller lend the
money to buy their property?” In actual fact, there are many reasons
a seller may do this. For example, the seller may not necessarily need
substantial funds from the sale of the property, but would be happy to
have a regular income stream without the hassles of ownership. This
is often the case for older sellers, wealthier sellers or when specialized
contracts are at play, such as lease option contracts.
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Lease option contracts are similar to rent-to-buy, lease purchasing
and installment contracts. Essentially, using a lease option contract
means the buyer of the property rents the property with an option to
buy it within a specified time frame at an agreed value. Typically the rent
payment is higher than a normal rental return and the purchase price
will be above market value. These types of contracts can be useful
when buying a property with bad credit or when normal financing is
not available or when only a small deposit has been saved. In some
lease option contracts, part of the higher rent goes towards the
purchase of the property. This concept is worth explaining for both
buyers and sellers.
From a buyer’s perspective. You would be leasing the property for
the duration of the agreement, as well as having the exclusive right
to purchase the property at the agreed price. Upon exercising your
option to purchase the property, the purchase price would be reduced
by the notional principal you have paid off during the contract period.
The notional principal is usually calculated as though the lease
repayments were actually loan repayments. This could be useful
if you don’t have a big deposit, or would have difficulty acquiring
regular finance. Ideally, you would enter this type of agreement on
a property that has manufactured upside. This could be something
like a renovation, a subdivision or even a property with development
potential. Usually, this style of contract allows you to have full
occupancy and carte blanche on the property. It is effectively yours.
If you want to rip out the kitchen and put a new one in, you can. For
a buyer, this is a great opportunity to get into a manufactured growth
property without the high costs of traditional financing and deposits.
From a seller’s perspective. For the seller, entering into a lease
option agreement with a tenant/buyer can be useful in turning a
negatively geared property into a positively geared property as the
weekly rental return is typically higher than market rentals. Additionally,
the strike price on the option agreement is normally higher than the
current market value of the property.
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The downside, however, is that you lock in the upside on the property.
If the property market absolutely booms and the tenant exercises
their option to purchase the property within their agreed timeframe.
They get the windfall not you. The other disadvantage is that you still
carry the debt servicing on that property. Even though the property is
positively geared, you still need to account for it from a serviceability
perspective when applying for other loans.

Crowdfunding
With the advent of the massive reach of the internet, crowdfunding
has become very popular in recent years. Traditionally, crowdfunding
has been used to fund charitable causes which are not registered
charities. In more recent times, crowdfunding has started to be used
for business and development ventures. Unlike charitable ventures,
most business or development style funding offer a percentage
shareholding and profit share. The process is still relatively new and
in most instances smaller amounts of money are involved. However,
watch this space with respect to the ASIC and licensing.

Grants
From time to time, both State and Federal Governments offer grants
for real estate investment to targeted groups. Over the years, these
have ranged from National Rental Affordability Scheme (NRAS), to the
First Home Owner’s Grant (FHOG), to specific industry boosts such
as the QLD Building boost. Typically, these grants have a limited shelf
life and you really need to be on top of both State and Federal policy
to take advantage of these grants when they are available.
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PART TWO
CASE STUDIES
Cynthia’s Story
Followed the marketers and accumulated 18 properties – only
to lose them all and end up bankrupt.
Cynthia was a recently divorced young professional with no children.
Like many who go through divorce, part of the healing process is
getting back on your feet, both emotionally and financially. Cynthia was
no different. Cynthia decided to use her well-paid job to accumulate
properties.
Her mistake, however, was following the wrong advice. She got caught
up with a group of marketeers who developed and sold properties to
their students. They promoted negatively geared properties in what
they considered growth areas. Their system was relatively simple; buy
a property, wait for the market to increase then use the newfound
equity to go and buy the next one. Rinse and repeat. The problem
with this strategy is that it gives no regard to income and ultimately
serviceability on the loans.
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Most people, if they have good jobs, might be able to afford 1 or
2 investment properties of this ilk. However, because the properties
don’t produce enough income to cover their own expenses, such
as rates, insurance, management fees, repairs and the mortgage. It
means these extra funds have to come out of your salary.
In Cynthia’s case, on the advice of the marketeers, she accelerated
the process over a 4 to 5 year period while the market was strong
and ended up with 18 properties all negatively geared and in the
end she was borrowing against equity to make the repayments on
the negatively geared properties. To add salt to the wound, all the
properties were owned in her name and were all financed with a single
bank (cross-securitisation).
Clearly, this is a recipe for disaster and unfortunately in Cynthia’s
case, disaster happened. This was about the time when she found
iLoveRealEstate and learned the error of her ways. I’m happy to
report (another five years down the track) she’s out of bankruptcy,
been able to buy a manufactured growth PPR deal from which she
made around $250,000, used this to rebound into two residential
investment properties both with manufactured growth potential and
positively geared. She is also now into her first commercial property
which provides around $20,000 positive cashflow.
Lessons
•

Negative gearing hurts

•

Don’t use equity to service loans

•	Focus on positive cashflow with manufactured growth to build
equity
•	Create your own property boom through manufactured growth so
you don’t have to rely on market growth
•	Don’t get talked into marketeer properties which are generally
$40-$80k overpriced
•

Get the right education.
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Mark’s Story
Told to pay off investment loan and then redraw to build his
home.
Unfortunately, Mark’s story highlights the extreme lack of knowledge
and expertise in the finance, taxation and investments sectors of
most bank loan offices. Mark had just sold his PPR and had around
$350,000 cash. He also owned an investment property which had a
loan of around $400,000. Mark planned to use these funds to build a
new home on a block of land that he owned outright.
After the settlement of his PPR, he was advised by his Bank employee
loan officer, to deposit the funds from settlement into his investment
loan. This meant that interest would be saved on his investment
property whilst progressively drawing down the funds to build his
home. Fortunately for Mark, it was about this time that he attended
an iLoveRealEstate Boot Camp and whilst speaking to one of the
WiZDOM Loan Adviser’s he realised this course of action was totally
wrong.
Can you see the problem? When you take funds that are private funds
(e.g. from the sale of one’s home), and deposit them into a loan that
is an investment loan (a tax deductible loan) he effectively paid off a
fully tax deductible loan in order to redraw that loan facility for private
purposes. This new redraw of the funds meant the interest on the
$350,000 was no longer tax deductible because the purpose of the
funds was private (building his home).
So in round figures, had he taken the advice of the Bank employee,
he would have lost the tax deductibility of around $17.5k. Which at
a marginal tax rate of 32.5 cents in the dollar, he would be losing
$5687.50 to the ATO every year. Five grand a year is a decent annual
holiday to Fiji or SE Asia. Or the repayments on a brand new car.
Or even savings that could have gone towards his next investment
property. Ridiculous, right?

201

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

What Mark ended up doing was placing the $350k in an offset account
against his investment loan, which meant the loan was never paid off
and therefore the nature of the tax deductibility didn’t change.
Lessons
•	Educate yourself. Don’t rely on well-meaning, ill-informed semi
professionals,
•	
Understanding taxation is an essential component in every
investor’s journey,
•	
The purpose of the funds, not what it is secured against,
determines the tax deductibility of the loan,
•	Deal with one of the well-educated by iLoveRealEstate WiZDOM
Loan Brokers.

Eric & Kandy
Refused finance on a residential property, but were able to
acquire a commercial loan.
Eric and Kandy are your typical late 20’s, early 30’s couple with two
small children living in their modest PPR. Eric works full-time in a
lowish paying job and Kandy has part time work. Wanting to invest
in the property market, they started going to open homes. Everybody
had always said “property investing is the way to go “.
They found a lovely brand-new, 4-bed, 2-bath, 2-car garage, in a new
estate that they fell in love with and promptly contracted to purchase.
After going through the laborious loan application process, their
Bank refused finance on the basis that their serviceability was too
low. Dejected, they believed they were unable to buy an investment
property. Eric and Kandy started attending investment seminars to
learn more about how they could progress. Fortunately, they came
across iLoveRealEstate and were inspired to get themselves truly
educated in property.

202

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

At one of the Boot Camps, they learned about commercial property
and commercial lending and how the cashflow from commercial
property can be considerably higher than residential, and when
serviceability is an issue, positive cashflow commercial property can
be the solution.
Working with the iLoveRealEstate professional team, they were able
to purchase a lucrative commercial property tenanted out on a 5-year
lease with an option for another 5 years. As this property was positively
geared around $12,000/year, serviceability was no longer an issue.
The purchase of this property spring-boarded their property investing
career and they were able to go on and buy a number of commercial
and residential properties thereafter.
Imagine if Eric and Kandy had taken the first rejection literally. They
would still be stuck in their low-paying jobs, unable to improve their
circumstances. Many Australians do exactly this when rejected by an
official Bank Loan officer.
Lessons
•

No doesn’t always mean No,

•	Get yourself educated so you can move forward regardless of
your circumstances
•	There is always a deal that can be done whatever your situation
may be,
•	Always strengthen your weakness. If serviceability is an issue, you
need to focus on strong cashflow from your next investment. If
equity/deposits are your issue, then your next deal needs to be a
manufactured growth deal to strengthen this weakness,
•	Always ask yourself the question: “What does my portfolio need
next?”.
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Jason & Amanda
Active property investors needed to clean out their closet.
Like many middle-aged investors who have been money-conscious
for most of their lives and have actively pursued property investing,
Jason and Amanda had a few skeletons in the closet. Most people
just buy property because they can, because a real estate agent or
marketeer sold them on a particular property for its virtues of location
and market parameters. Sometimes the accumulation of property
comes as a result of moving from one PPR to another and keeping
the old one as an investment property. Whatever the accumulation
process, most investors’ property investing is haphazard without a
clear strategic direction or process. This was Jason and Amanda.
They owned nine properties, including their PPR. Some of these they
had owned for a considerable amount of time and as a result they
were neutral or positively-geared, but only just. Some of the more
recent purchases were negatively-geared, because this was what
they’d always done and over the long term this accumulation process
had worked out just fine. So they thought.
After attending a free 1-day iLoveRealEstate Training Event, they
realised they could have been a lot further ahead and that they’d
made a lot of mistakes throughout the years e.g. negative gearing,
cross-securitisation, as well as all the properties being owned in their
own names.
Upon sitting down with some of the iLoveRealEstate professionals,
they realised if they wanted to retire and live the lifestyle they had
become accustomed to, they would need to start working strategically.
With the then fiscal policies being so tight and APRA restricting much
of the investment lending criteria, even though Jason and Amanda
had plenty of equity, they were unable to buy another investment
property. Their serviceability had been inadvertently maxed out.
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From their teachings, they realised they needed to do an opportunity
cost analysis and lay down a two-to-five year plan. This meant some of
their properties that were just ho-hum properties with no manufactured
growth potential, no ability to elevate yield in order to create significant
positive cashflow, were holding them back and needed to be sold.
This would then free up their serviceability to replace these properties
with high positive cashflow properties which would then fund their
retirement. Some of these new purchases would also be better placed
inside their Self-Managed Superannuation Fund (SMSF) for tax reasons.
Some of the properties Jason and Amanda had in their portfolio had
massive unrealised gains. Either through subdivision, renovation,
additional construction/development and even some high yield
residential income potential. The process of cleaning out their closet
took them a couple of years, though in the space of 2 to 3 years, they
were able to establish a passive income of over $100,000/year which
was sufficient for them to retire.
Lessons
•

Buying property for the sake of it is not good enough,

•

Invest strategically with a direction or goal,

•

Ask yourself the question: “What does my portfolio need next?”,

•	
Ho-hum properties in your portfolio can be restricting your
borrowing and investing potential.

Jeremy
Sold his motorbike to buy a property that was $5,000/year
positively geared.
I love it when I can dramatically and positively influence the trajectory
of a young person, it is for this reason that this story stands out to
me. Jeremy was around 19 years old when he first came across
iLoveRealEstate. He had had a tough upbringing with little to no
support from parents and certainly no financial education.
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So for Jeremy, iLoveRealEstate was a huge eye-opener and a
confirmation that he could progress and succeed. After attending
Boot Camp, Jeremy sold his $25,000 motorbike that he had saved
tirelessly for on apprentice wages in order to invest in a $70,000 rundown property in a regional town. He borrowed $56,000 to buy the
property, which meant that out of his $25,000 motorbike money: $14k
went as a deposit, around $3k for setup costs and with the remaining
$3k and a lot of his own labour, he renovated the property.
Every weekend, he would drive out to the property and work at
renovating with his newfound skills. With the renovation complete, he
refinanced the property which was consequently revalued at $125,000.
The Bank had agreed to an 80% loan on the new value, which gave
him a $100,000 loan. Of that, $56k went to pay out the original loan,
he paid himself back his $25k and had an additional $19k available
for investment. To add to this, the property rented at $220/week which
left him with around $5k positive cashflow.
Effectively, Jeremy could have then bought back his $25,000 motorbike
and still have been $19k better off plus $5k a year in positive cashflow.
Jeremy, of course, didn’t do this. He used the $44k (25k+19k) to get
into his next manufactured growth deal.
Well done, Jeremy.
Lessons
•	Assets that depreciate in value (e.g. a motorbike) are not assets
at all, they are liabilities,
•

Jeremy’s story shows what education and commitment can do,

•

Anyone can do what Jeremy did.
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Simon & Patricia
Four credit cards, two car loans and a store card – how this
meant they couldn’t buy a home… yet.
Young couples like Simon and Patricia often find themselves in
heavy credit card debt. Society constantly bombards us with ads for
personal loans and credit cards. Buy now, pay later – even holidays
can be financed.
However, as you can probably imagine, overloading with personal
debt drastically limits your ability to finance a property. This was
the situation Simon and Patricia found themselves in. They were
desperately wanting to buy a home and start a family. In general
terms, every $10,000 you owe in a credit card will limit your borrowing
capacity by approximately $40,000. This restriction is imposed by
most banks whether the credit card is fully extended or paid in full
every month. Just as a side note, every child limits your borrowing
capacity by around $60,000 (these figures are calculated on a 30-year
P&I loan).
So what options do Simon and Patricia have? They have to pay down
these personal loans before contemplating buying a home. Simon
and Patricia implemented the Debt Avalanche Strategy as set out in
Chapter Six. This enabled them to pay out all their personal loans
including credit cards in just over a year.
By demonstrating that they were effectively able to save the amount
they were reducing their debt by every month, the financiers took this
into account and they were able to buy a home just over a year later. As
a side note, Simon and Patricia followed the iLoveRealEstate formula
and didn’t just buy your average brand new, 4-bed, 2-bath, 2-car
garage in the ‘burbs (which most young couples do). But instead, they
purchased a property that had renovation and subdivision potential
with an estimated profit of $200,000.
That’s manufactured growth at its finest.
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Lessons
•

Reduce and/or eliminate personal indebtedness ASAP,

•	Credit cards, personal loans, car loans and the like will drastically
affect your serviceability,
•	Implementing the Debt Avalanche Strategy gives you peace of
mind,
•

Implementing the Debt Avalanche Strategy reduces stress,

•	Implementing the Debt Avalanche Strategy brings forward your
wealth creation plans,
•	
Implementing the Debt Avalanche Strategy is counted by the
financiers as a form of savings plan.

Carl & Judy
How a PPR deal set them up with over $400,000 in equity.
A question I get asked all the time is: “I want to buy my first home,
what and where should I buy?” . This is clearly a very broad question
which has no right or wrong answer. However, if your objective is to
make money then I certainly have some suggestions. Carl and Judy’s
story really highlights what you should be doing.
Carl and Judy were newly married, young professionals who’d saved
a small amount of savings and, prior to joining iLoveRealEstate, had
their hearts set on buying a brand new house and land package in
the suburbs. Had they proceeded with this strategy, I can guarantee
you they would still be struggling today to meet the monthly mortgage
repayments and their property would have gone up to some degree
but certainly they would not be as far ahead as they are today by
implementing a strategic approach.
Having spoken to the iLoveRealEstate professionals, it was decided
that a PPR deal would be the easiest for them to finance, and the best
way to move forward. They needed a deal, however, that wasn’t just
a purchase, but a deal they could make money out of by improving
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the property and implementing manufactured growth strategies in one
form or another. As well as being their PPR.
They found a property in the best suburb they could afford. An old and
run-down house with good bones and structurally sound, it was also
on a large block and had the right zoning to be subdivided. With their
limited funds and savings from their salaries week-to-week coupled
with a lot of hard work, they started renovating their home.
Once this was done, they were able to refinance their newly renovated
property which gave them enough equity to complete a subdivision
on the block. Once the subdivision was through, they set about
selling their newly renovated home. This left them with a block of land
and renting for 6months while they built a new home on the newly
subdivided block. This whole process took them just under 2 years to
complete, but their toils were worth the effort.
Upon refinancing their brand new home, they had a redraw facility of
over $400,000 ready to kickstart them into their investing career. Not
bad for a couple of twenty-somethings. Most of their peers went out
and bought the brand new property in the suburbs and thought Carl
and Judy were crazy at the time. Carl and Judy are laughing now with
their $400,000 available equity, while their friends might have picked
up $50,000 in market growth over the same period of time.
On top of this, Carl and Judy’s mortgage and subsequent mortgage
repayments are much lower than their friends as they were able to
apply profits from the staged deal to pay down their non-tax deductible
debt on their PPR.
Lessons
•

Don’t follow the crowd,

•	
Get yourself educated before making life-changing financial
decisions,
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•	Take advantage of PPR deals which can have tax and finance
advantages,
•	
If you’re short on equity, stage the project and refinance as
needed.

Brodie
Heavily in debt and looking at bankruptcy, Brodie utilised J.V.
Manufactured Growth deals to be debt free inside 2 years.
Brodie’s story is a far too common story that I hear. The misfortune
may have come because of a failed business, credit card debt,
untimely accident, injury or ill health, divorce, job loss etc. There are
many reasons why people find themselves out of control in debt.
Unfortunately, most people take the path of least resistance and
declare bankruptcy. Whilst bankruptcy may appear to be the easy road
out, if you want to build financial wealth, it can stuff you up for at least
5 years (3 years in bankruptcy and at least 2 years after discharge).
In Brodie’s case, a few things happened at once. He lost his job, his
father fell terminally ill, he was unable to pay a car loan and the car
was repossessed. On top of this, he fell into a deep depression. In a
haze of grief and depression, he stumbled across iLoveRealEstate
and attended one of my free 1-Day events. This was a turning point for
Brodie as he could finally see a way out of his dilemma.
Brodie convinced his Aunt to join the program with him and he
promised faithfully to pay her back for the cost of the education.
Brodie studied diligently and worked with the professional team. He
soon realised the quickest way out of his situation was to do joint
ventures with other members of the iLoveRealEstate community. Thus
he went about applying his education to source manufactured growth
deals that he could project manage and work on to share in the profits
with other members of the community. It took around 6 months to
complete his first deal and out of that he earned around $40,000.
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Bingo. That’s $30,000 off his accumulated debts and the leftover $10k
to keep him going.
Progressively over the next 18 months, he successfully completed
short term manufactured growth deals which earned him anywhere
between $20k to $120k in profits. After 2 years of getting his life
together, Brodie was a very different young man. He was motivated,
excited, enthusiastic, knowledgeable and above all, happy. He had
enough money to do his own deals and started a side business
working as a Landscaper and Handyman to show serviceability for
the banks.
Good job, Brodie!
Lessons
•

No matter what life throws at you – there is always a way forward,

•	Being part of a positive, like-minded community keeps you excited
and on track,
•	To achieve any level of success, you must have your head in the
right spot,
•	Joint Ventures are a great way to build equity and serviceability
quickly,
•	Find a Joint Venture partner that strengthens your weakness e.g.
if you are weak in serviceability you want a partner with a highpaying job. Similarly, if your weakness is equity, be prepared to do
manufactured growth deals where you are the worker in the deal
and share in the profits.
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Max
Carpenter by trade all his life but never accumulated wealth
until iLoveRealEstate.
Max is your typical Tradie. He’d worked hard all his life making money
for other people and totally underestimating his own skills and ability.
Max was in his mid-50’s and had bought and sold his PPR over the
years making a bit of money along the way. He had never really thought
about property investing as a career path until iLoveRealEstate.
After attending Boot Camp and seeking the help of the iLoveRealEstate
professionals, Max got himself set up with the right trust structures for
his business and impending property investing career.
Excited from the Boot Camp and with this newfound vigour, he
contracted on two properties within a couple of months. The first:
A knockdown-rebuild block of four townhouses with an estimated
profit of around $350,000. The second property needed a boundary
realignment, renovation on the old house with a view to selling, where
he planned to build a block of 6 Townhouses on the remaining block
of land and with an estimated profit of $600,000.
That’s close to a million dollars profit on deals it will take him about
three years to complete. That kind of money would have taken Max a
lifetime to save, if at all. So what changed in Max?
He’d possessed necessary the hands-on skills his whole life. Why
hadn’t he taken action previously? Well until iLoveRealEstate, he didn’t
have the taxation, asset protection, legal nous, financial management
and strategic planning to make it happen. But most of all, he lacked the
confidence and vision that comes with education to make it happen.
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Lessons
•

Education breeds confidence,

•	Education conquers fear – the more you know about something
the less fearful it becomes,
•	
Financial success is not just about hands-on skills. Financial
success comes from a holistic knowledge of all aspects of money,
tax, financial planning etc.

Barry & Helen
What do you do when you’re over 60, working part-time and
haven’t got enough money to retire?
This was the situation for Barry and Helen. Like many older couples,
particularly those who have run their own businesses, Barry and Helen
did not have much superannuation and with their ages approaching
that of retirement, bank financing becomes more difficult. Buying the
traditional negatively geared investment property, as most investors
do, would not be possible for Barry and Helen (fortunately). Thus they
went looking for solutions to fund their retirement.
Whilst I am dead against cross-securitisation, in some cases crosssecuritisation is short-term necessary evil for a long-term gain. The
only way Barry and Helen could finance a property was to buy a strongly
positively geared commercial property with good leases in place.
Since serviceability would have been difficult from their part-time jobs,
the serviceability for financing had to come from the property itself.
This style of financing lends itself to commercial property. In order to
have the necessary deposit, their only option was to cross-securitise
their own (which they owned outright), with the commercial property.
Immediately upon purchase, this commercial property was around
$40k/year positively geared. It also had manufactured growth potential
with the ability to sell down part of the property without affecting their
cashflow. This strategic plan set them up to get into their next deal.

213

FINANCING SECRETS OF PROPERTY MILLIONAIRES EXPOSED

By buying this property, they had greater serviceability (the $40k a
year) and by implementing manufactured growth strategies, picked
up an extra $180,000 profit which they could then use as deposits on
the next deal.
Barry and Helen’s case is a typical example of where commercial
property can be easier to finance than residential. So for Barry and
Helen, they have a new lease on life and can see their next 20 or 30
years as fulltime property investors. Loving life.
Lessons
•	Commercial property can be a better alternative for those with
equity and low serviceability,
•

Commercial property has a higher yield than residential property,

•

Age doesn’t need to be an impasse,

•	Regardless of your circumstances there is always a way to move
forward.

Todd & Garrett
Low serviceability means they have to port their PPR loan
Todd and Garrett had amassed all their financial wealth in their home. It
was a beautiful home, but there was no opportunity to further increase
the value of the property or create an income return on the property
and they still had a substantial mortgage.
Wanting to move forward and start investing, they were told they
were unable to gain additional financing due to their serviceability
and an already significant mortgage on their home. After a lot of soul
searching they reluctantly decided to sell their beautiful home and
buy another PPR which had manufactured growth potential. Because
it would still be difficult for them to gain financing, they were advised
by the WiZDOM Team to port their loan.
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What this means is that their existing loan on their PPR is converted to
a portable loan. Meaning when they sell their existing PPR, their loan
can stay in abeyance for normally up to six months, and when they find
a new PPR, the loan can then be applied to that new security, provided
the loan is not greater than 80% of the value of the new security. This
strategy is advantageous for people with low serviceability or business
owners who may find it difficult to acquire a new loan. These portable
loans are also more cost-effective than a new loan application.
It is also less time consuming than going through a new application.
It does, however, mean that you have to stay with the same bank as
your existing loan. When financing is tight, this style of loan can be
very valuable.
Lessons
•

Active property investors use portable loans to their advantage,

•

Portable loans can be efficient, cost-effective and versatile,

•

When money is tight, portable loans can be the solution,

•	If a loan applicants’ job circumstances change, portable loans
can also be a solution.

Louise
Inherited $350,000 and bought a semi-regional property with
cash.
On the face of it, Louise made a sensible decision by investing her
inheritance from the death of her parents. It was a nice property in
a regional coastal town. She had visions of retiring there when she
finished work. Then reality hit.
She reviewed her financial situation: she was 53 years old with a
salary of $60k/year, she had around $150,000 in superannuation,
her children had grown up, she owned a PPR valued at $660k with a
mortgage of around $480k and looking to retire at 60.
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And now, thanks to the inheritance, she has an investment property
she owns outright.
Problem.
Even though Louise has plenty of equity from the inheritance. Her
serviceability is too low to start a wealth building property portfolio. So
what are her options?
Option 1: She could sit back and wait for the market to move and
hope both her properties go up significantly in value with a view to
selling one or both in retirement and living off the cash invested (not
pretty).
Option 2: Pray she wins the lotto (not likely).
Option 3: Sell the newly acquired investment property as well as her
PPR (as her home had little to no manufactured growth potential).
With the proceeds from the sales, she would then be in a position to
service a new PPR deal that has manufactured growth potential.
Louise, after consultation with the iLoveRealEstate consultants, settled
on a PPR renovation/subdivision, where she has the potential to pick
up around $200,000 profit.
She also contributed an additional $80,000 to superannuation, and after
setting up a Self-Managed Superannuation Fund, she purchased a
small commercial property which would be debt free in 7 years by using
the positive cashflow from the property and her normal superannuation
contributions to pay down the debt over those seven years.
In retirement, when she’s 60, this property will yield her a $47,000
income-tax free pension, assuming the superannuation rules remain
the same. In the meantime, the plan is to do more manufactured
growth deals and continue to accumulate positive cashflow properties
that will fund her retirement.
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Lessons
•	Get educated before you jump in and buy or sell a property – you
make be making a costly mistake
•	Work strategically with educated professionals to develop a plan
as you transition into retirement age
•

The earlier you start retirement planning, the easier it becomes

•	How you finance your next deal needs to be a major consideration
when buying a property
•	You always need to be thinking two deals ahead when buying a
property.

Sandra
Learned that getting divorced doesn’t necessarily mean
divorcing the debts.
Sandra had been divorced for over two years. Property settlement
was done and she thought she was free to move forward and start
accumulating wealth on her own.
Her ex-husband ran a successful carpentry business and during the
marriage, Sandra had been a Director of the business. Through the
divorce process, one of the last things that goes through your mind
is getting yourself off all of the business’ trade accounts and any
Director’s Guarantees that may have inadvertently been given, whilst
being part of the business. This was Sandra’s mistake.
It wasn’t until two years down the track that Sandra started to get
threatening letters and phone calls from Trade creditors of her exhusband’s business. Much to her surprise, legal counsel advised her
that because she was not previously taken off the Trade accounts and
released from Director’s personal guarantees, she was still personally
liable.
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Unfortunately, this is a mistake I see all too often. This mistake cost
Sandra dearly, not only in having to service the debts, but also having
her credit score severely disadvantaged.
Lessons
•

Be very wary of signing Trade accounts,

•	
Be very wary of giving personal guarantees or Director’s
guarantees,
•	If going through divorce, make sure you are removed from ongoing
business liability.
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Appendix
Handy Financing Terms
A
amortisation period
the period of time one has to pay a loan at the arranged terms
arrears
an overdue account yet to be paid
B
break costs
when a debtor has his/her estate placed into the hands of a receiver
who has the responsibility for its distribution
body corporate
a corporation of the owners of units within a building. They form
a self-elected council for the management of the building and
common areas
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bridging finance
a loan that enables you to cover the purchase of a new property
when you are yet to sell your existing property
C
certificate of title
this document details the land dimensions and ownership details,
and whether there are any encumbrances on it
consumer credit code
and Act of Parliament governing the relationship between borrowers
and lenders
contract of sale
a written agreement outlining the terms and conditions for the
purchase or sale of property
conveyancing
the legal process for the transferral of ownership of real estate
D
deposit bonds
guarantees that the purchaser of a property will pay the full deposit
by the due date. Used as surety when cash is not immediately
available.
E
encumbrance
an outstanding liability or charge on a property
fee that may be charged to set up a loan
equity
the amount of an asset actually owned
exchange of contract
the legal point of time when the vendor and purchaser swap
documentation and start enquiries with a view to settlement
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F
fixed
interest period when the rate is set for an agreed term
fittings
items that can be removed from a property without causing damage
fixtures
items that would cause damage to a property if removed
G
guarantor
a party who agrees to be responsible for the payment of another
party’s debt
I
interest
the charge for the use of funds or the return of deposited funds
interest only
a loan where the principal begins to be paid back at the end of the
interest only period
L
liabilities
someone’s debts or obligations
line of credit
a flexible loan arrangement with a specified ceiling to be used at a
customer’s discretion
loan to value ratio
the ratio of the amount loaned to the valuation of the security
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M
margin
the difference between the lender’s interest rate and the rate actually
charged to the borrower
mortgage manager
a company responsible for managing every facet of a borrower’s
loan. Often sources loans from mortgage originators
mortgage originator
retail and more often wholesale lender who sources securitised
funds in order to package them as loans
P
principal
the capital sum borrowed on which interest is paid
principal and interest
a loan in which both the principal and the interest are paid during
the term of the loan
R
redraw
a loan facility whereby you can make additional repayments on
your loan and then access these extra funds when necessary
refinance
to replace or extend an existing loan with funds from the same of
another institution
S
security
an asset that guarantees the lender their borrowings until the loan
is repaid in full
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settlement date
date on which the new owner finalises payment and takes possession
of the property
stamp duty
State Government tax on the purchase price of a property
T
term
the length of a loan, or specific portion within that loan
title search
process to ensure that the vendor has the right to sell and transfer
ownership of a property
transfer
a document registered with the Land Titles Office that confirms the
change of ownership as noted on the Certificate of Title
U
unencumbered
a property free of liabilities or restrictions
V
valuation
a report as required by the lender, detailing a professional opinion
of the property’s value
variable rate
a rate that varies in accordance with the market place
Z
zoning
local authority guidelines as to the permitted uses of land
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ABBREVIATIONS
Commonly Used Abbreviations
ASAP

As soon as possible

ASIC	
Australian Securities and Investment
Commission
AUD

Australian dollars

B/C

Bankcard

BWR

Borrower

C/C

Credit card

C/M/B

Call me back

C/T		

Certificate of Title

CRAA	
Credit Reference Associations of Australia 225
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now Baycorp Advantage
DAF

Deferred Administration Fee

DERF

Deferred Early Repayment Fee

DND

Do not disturb

EPO

Early Payment Option

ESTAB FEE

Establishment Fee

FHOG

First Home Owners Grant

FID		

Financial Institutions Duty

FYI		

For your information

FTB

Family Tax Benefit

H/L		

Home Loan

IO		

Interest Only

IP		

Investment purchase

IRR

Internal Rate of Return

K		

Thousands

KIT		

Introducer information booklet

LA		

Loan amount

LMI Lenders Mortgage Insurance
LOC

Line Of Credit

Lo Doc

Limited Financial Documentation Required

LSR

Loan to Security Ratio

LVR

Loan to Value Ratio

M		

Millions
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M/C

Mastercard

MTGE

Mortgage

No Fin

Lo Doc (Limited Financials required)

NPV

Nett Present Value

NPW

Not Proceeded With

O/O or O/OCC

Owner Occupied

P&I (PI)

Principal and Interest

PAYG

Pay As You Go

PP		

Purchase Price

PPR

Principle Place of Residence

PTO

Please turn over

R1M

Registered First Mortgage

R2M

Registered Second Mortgage

RC		

Rate Cap

RRI		

Real Rate of Interest

RSO

Rate Sheet Origination

SD		

Stamp Duty

Sols

Solicitors

SSAE

Stamped self-addressed envelope

SWOT

Strengths, Weakness, Opportunities, Threats

TBA

To be advised

TBPO

To be paid out

TFR

Transfer
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TKS

Thanks

UCCC

Uniform Consumer Credit Code

V/C		

Visa Card

VAL

Valuation/ Valuation Report
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FREE GIFT - BRAND NEW ONLINE MASTERCLASS

Discover How
To Fast-Track
Your Real Estate
Success in 2020
7 Reasons You Must Attend This Brand New Online Class
	Find Out Exactly Where House Prices Are Heading – This little known
18 year property super-cycle has accurately predicted price movements for
over 150 years. And it’s doing it again.
	Create Your Own Property Boom – Don’t wait for the market to move.
Discover how investors have created capital gains of $30,000 in 4 weeks …
$40,000 in 8 weeks … and even $120,000 in 7 weeks.
	Positive Cashflow Strategies – How to enjoy lucrative returns from your
properties and put money in your pocket every month.
	Tax Secrets Of The Rich – Discover how the wealthy pay far less tax, and
how you can potentially slash your taxes by thousands of dollars a year just
like them – completely legally.
	Real Case Studies – Case studies of ordinary Aussies just like you who
replaced their income quickly. What they did, how they did it and how you
could do it too.
	Protect Your Wealth – Australia is the second most litigious country in the
world. Don’t lose your wealth to a lawsuit. Do this and make yourself
virtually bullet-proof and give yourself total control over your assets.
	Quit Work Sooner – Discover how you could potentially replace your income
and retire in as little as 3 – 5 years from today.

TO SECURE YOUR SPOT CLICK THIS LINK
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Do you like investing in real estate and finding out all the
secrets of how real estate millionaires invest? Well I do too…
And, I like sharing this info with others!
I Love Real Estate Movement is a “Closed Facebook Group” for
ALL existing property investors, future investors, and anyone who just
wants to learn about my Real Estate Investing Secrets.
Find it here:
www.facebook.com/groups/ILoveRealEstateMovement
I will be providing heaps of behind the scenes information, insights
and LIVE messages, including my student’s success stories.
The I Love Real Estate Movement Facebook group is an open forum
where you can share your real estate investing questions and
challenges. It is a place to be among others who share the I Love Real
Estate bug.
I also discuss things outside of investing, like your mindset, which
plays such an important role in your own success. The focus is on you
getting out there and achieving you own goals, or as I like to call it
achieving your own “Peg in the Sand”.
There are no real rules except respect, positive attitude and zero
spam! I decide who to allow in or not and if your timeline is full of
overly promotional posts, you won’t be approved. Anything not in
alignment will be deleted and if you try twice you will be banned from
the group. Please focus on learning and supporting other investors.
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Like any great group I encourage you to ask your friends to join,
however just make sure you ask them and don’t add them without
their approval.
Thanks, and let’s make this year the best yet,
Dymphna
www.facebook.com/groups/ILoveRealEstateMovement
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Other books available by Dymphna Boholt at
www.DymphnaBoholt.com
Asset Protection Secrets of a Real Estate Millionaire

by Dymphna Boholt
In this brand-new book, Dymphna Boholt reveals strategies, secrets, tactics
and tips on how to bullet-proof your real estate empire.
Australia is following the alarming trend of the United States where wealthy
individuals become a target for litigation. You need to understand how to
protect your wealth and remove yourself as a potential target. Otherwise,
everything you have built can all of a sudden be gone. It’s often been said
that making money is easy - it’s keeping it that is the problem.
Many wealthy people have experienced this first-hand and have had to
build their fortunes many times over. But you don’t have to go through
painful experiences to get the lessons when you learn how the rich legally
protect themselves from predators waiting for them to slip up.

Tax Secrets of a Real Estate Millionaire

by Dymphna Boholt
In this brand-new book, Dymphna specifically goes through how to use
real estate to leverage your wealth faster than you ever thought possible.
She reveals specific strategies designed to maximise your income. Not
only via cash flow and growth, but the often-overlooked area of efficient tax
management.
It’s no secret that the greatest wealth killer of our society today is the
amount of money that the governments take from you... and the sad fact is
that most people allow this to happen with very little knowledge or skill of
how to turn the tables on the government... legally.
If you want to be a successful real estate investor, then you must
understand how to take advantage of the Tax Act and make it work for you
rather than you working for it.
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The financial system is constantly changing and the players in the market don’t always
make sense or play by logical rules. The recent tightening of regulations has affected
the property investment industry and some deals which were relatively easy to finance
have become increasingly harder.
Consequently, investors must be nimble and flexible in both investments and the type
of deals they do. While simple house and duplex builds are still fairly easy to finance,
some income strategies such as rooming and boarding houses can be very difficult to
finance. Commercial deals on the other hand, though requiring more initial deposits,
can actually be easier to finance as they don’t come under the consumer credit code
regulations.
The purpose of this book is to assist investors to understand the fundamentals of
financing property deals and how to use this information to better structure and
formulate their portfolios in order to create real wealth.

A qualified accountant and economist, Dymphna is dedicated to helping people grow
both financially and emotionally so that they can enjoy financial freedom. In this book
Dymphna shares the insights she has gained from doing it herself so you can do it too.

www.iLoveRealEstate.tv

DYMPHNA BOHOLT

Published by DymphnaBoholt.com

EXPOSED

Dymphna Boholt built her multi-million dollar property portfolio
starting virtually from scratch. Newly divorced and pregnant with
her second child, she had little other than a burning desire to
be financially free. Dymphna now controls a multi-million dollar
international property portfolio and enjoys a lifestyle that most
other people just dream about.
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Understanding the financial system is crucial to wealth creation.
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