capital losses. Losses can be carried forward
indefinitely.

For assets subject to CGT disposed of since 20
September 1999 and where the asset was held
for more than 12 months, 50% of the capital
proceeds lessthe cost base isassessed asincome
and tax paid at marginal rates. For assets sold
within 12 months the whole gain less cost base
isassessableasincome.

Taxation is complex and professional advice
should besought. The Australian Taxation Office
(ATO) has publications including Rental
Properties and Guide to Capital Gains Tax which
areavailable on their website www.ato.gov.au
or by telephoning 1300 720 092.

Costs

Buying and selling property involves costs
estimated at about 5% of the purchase price.
Costs include building and pest inspections,
conveyancing, stamp duty, lender's fees if
borrowing, insurance and agent’scommission.
On-goingcostsinclude interestand chargeson
borrowings, managementfees, rates, taxesand
body corporate fees if applicable, insurances,
maintenance and repairs.

Care

When deciding to purchase an investment
property itis necessary to know about the type
of property, current rental and resale markets.
It is prudent to get an independent valuation
before purchasing. The purchaser has an
insurable interestinthe property once contracts
have been exchanged.
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Alternatives to direct property investment
include property trusts (see NICRI leaflet Property
Trusts), property securities funds, property
syndicatesand property related exchangetraded
funds.

Further sources of information include
investmentadvisers, the Real Estate Institute of
Australiaand the Consumer Affairs Department
in each State or Territory.

Glossary

Assessable income: Ordinary income and other
amounts included under the Income Tax
Assessment Acts.

Costbase: Theasset costadjusted for incidental
costs in buying, selling, maintaining and
preservingthe asset.

Depreciation: Adeductionallowed at specified
rates for the decline in value of certain assets
held by a taxpayer.

Gearing: Borrowing moneyto invest.

Illiquid: Notreadily convertibleto cash.
Taxable Income: Assessable income less
allowable deductions onwhich tax is payable.
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DirectProperty Investment

Investment property can include residential
property eg houses, home units and holiday
accommodation available for lease, and
commercial propertiesegshops, offices, factories
andwarehouses.

Features

= Provides income from rent

= Provides potential for capital gain. Capital loss
canalso occur (capital gainsare more likely in
times of high inflation)

= The investor controls the asset (provided
mortgage payments are not in default)

= Property marketisgenerally lessvolatile than
equity market

= Costofentryintothe marketisusually large so
borrowing (gearing) to purchase iscommon

= Gearingcanbe usedtoreducetaxation liability
(see separate leaflet ‘Negative Gearing’)

= Landlord'sinsurance can help manage some of
theriskseg malicious damage; loss of rent; rent
defaultetc

But Remember...

= Hightransactioncostsinvolvedinbuyingand
selling property

= Propertycandecreaseinvalueaswellasincrease

= Therehave beenreal estate scamsin Australia
such asthe sale of land visible only at low tide

= Tenanting the property may be difficult and
extended vacancy may void insurance policies

= Extended vacancy may attract vandalism or
squatters

= Damage or poor upkeep by some tenants can
bring onextracostsfor repairsand maintenance

= Interestratescanrise,addingconsiderable cost
to the investment if financed by borrowings

= Property requires active management. It can
be self managed or an agent can be employed.
Managementinvolvesensuring:

- the property is tenanted;
- the tenants pay the rent and maintain the
property;
- all bills are paid eg rates, body corporate
fees;
- organising maintenance and repair of the
property.
= Investmentin property is usually along term
investmentso ensure the timeframe issuitable
= Propertyisanilliquid investment. A portion of
the property usually cannot be sold if some
money is required and selling property can
take time
= Rent received may not provide an adequate
investmentreturn

= Property needstobe appropriately insured

Government Income Support

Property investments are assessed under both
theincome and assets tests. The testthat results
inthe lower rate of support (or nil rate) will apply.
Under the income test the net income (income
lessspecified expenses) isassessable. Netincome

is the same as taxable income excluding capital
depreciation, special building write off,
construction costs and borrowing costs.
Allowable deductions can reduce assessable
income from a property to nil. Losses from one
property cannot reduce income from other
properties or other sources.

Capital gains or losses are not included in the
income test.

Under the assets test, the property is assessed at
its Net Market Value. This isthe value thatwould
beagreedtobyawilling purchaserandawilling
(but not anxious) vendor. It is reduced only by
debtsecured againstassessable assets. The asset
value is not reduced by the expected costs of
sellingthe asset.

The estimated value of the property is used until
the Australian Government Valuation Office
providesavaluation. Professional valuationsfor
assets are not required by the owner.

Taxation

Rental income is assessable for income tax
calculations. Deductions are allowable against
this income for various specified expenses,
including depreciation, to calculate the taxable
income. If the expenses are greater than the
incometheloss can be offsetagainstotherincome
to reduce the owner/s total tax liability . This is
‘negative gearing’. (see separate leaflet).

Capital Gains Tax(CGT) mayapply onthedisposal
of investment property purchased after 19
September 1985. Gains can only be reduced by



