TH I N GS you need 1o know about

OWNING AN INVESTMENT PROPERTY

1. Why own an investment property?

Owning an investment property has become a popular long-term
investment strategy in Australia, mainly due to the tax advantages,
depreciation allowances and income benefits associated that can
increase a person’s wealth and secure their financial future.

Investing in property can be a long-term or short-term venture.
Types of investment properties include residential, commercial
and industrial.

Investment properties can also be held through a range of entities,
such as, individual investor, trusts, companies and SMSFs. Advice
should be obtained prior to making a purchase.
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3. Property can be held in different entities

Investors can choose to hold their investment property through
different entities, for example under the one name, as joint
tenants or tenants in common (where the ownership of property
is divided between two or more parties), through a company, trust
(unit or discretionary) or SMSF.

Choosing an ownership structure is particularly important, as
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it can have a significant impact on the tax and depreciation
implications for the investor.

There are a number of tax advantages associated with each
ownership structure. To understand and fully maximise the
benefits of each structure, professional financial advice should

be sought.
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5.Other expenses can be deducted over several years

An investment property’s borrowing expenses, depreciation and
capital works expenditure can be deducted over a number of
income years.

Individuals can claim a deduction for borrowing expenses associated
with purchasing an investment property and depreciating assets
acquired as part of the purchase of the property.

Deductions for construction expenditure (capital works deductions)
on residential rental properties are generally spread over a period of
40 years. You can claim a deduction if construction began after:

7 .Negative gearing

Negative gearing gives investment property owners the ability to
offset the cost of owning a property against their assessable income.

Negative gearing involves generating short to medium term tax
losses, which arise from tax-deductible costs that are higher than
investment income, and leveraging this to increase exposure to
potential gains and losses.

It is a popular strategy due to its ability to reduce an investor’s

17 July 1985 and the property is used for residential
accommodation or to produce income

19 July 1982 and the property is not used for
residential accommodation

21 August 1979, the property is used to provide short-
term accommodation for travellers and it meets certain
other criteria.

A deduction may also be available for structural improvements made
to parts of the property if work began after 26 February 1992.

taxable income through their tax losses, resulting in a lower annual
income tax bill.

For example, if the rent of a property was $350 per week, and the
property was fully tenanted for a full financial year, the rental income
would be $18,200. If the deductible expenses for that year were
$30,000, the net rental loss would be $11,800. The $11,800 loss
can then be applied to reduce the property owner’s taxable income.

This publication is for guidance only, and professional advice should be obtained before acting on any information contained herein. Neither the publishers nor the distributors can accept any

responsibility for loss occasioned to any person as a result of action taken or refrained from in consequence of the contents of this publication. Publication date 2017.



