New car

Are you driving your investment property?

L

ots of us like to drive a new car but did you know it costs
around
$121 per week to finance the average small car1?

Many Australians have a love affair with new cars with a record
1.14 million new vehicles sold in 2013. So are you one of
those Aussies who want to buy a new car as soon as the last
one is paid off? If so then let’s consider these points:
• How many of us really NEED a NEW car every 3 to 5 years?
• How could $121 pw make a real difference to your life?
• Did you know you could probably afford an investment
property with $121 pw?
• We know that cars depreciate in value over time and
properties appreciate over time, yet we are often guilty of
investing in instant gratification - such as a new car NOW - as
opposed to delayed gratification - such as a more secure
financial future.
Did you know that approximately 80% of Australians end
up on some form of government assistance in retirement?
Did you also know that ONLY 20% of Australians invest in
property?
Do you think this is a coincidence? Probably not.
While many of us like to have a new car, would you consider
driving your current car for a few extra years if you knew your
financial situation would be improved as a result?

Just think of some of the financial advantages that could be
enjoyed if you were to postpone a new car purchase. You could
maybe buy some other ‘toys’ with your extra cash, have a great
holiday OR you could use that extra cash to start building
wealth and become part of the 20% of Australians who actually
enjoy a comfortable retirement.
There are many paths to building wealth and $121 pw is usually
enough to get you started. Let’s have a look at just two options
for using that extra cash.

Option 1: Purchase an investment property. How do
the numbers work?
A quick check of the table on the next page shows $710 pw in
mortgage expenses and rental income of $392 pw leaving a
shortfall of $318 pw.
But didn’t I say it would cost around
$121 pw? Yes, but the story doesn’t end here.
By using both depreciation on the property AND claiming
your finance expenses against your income you can reap a
combined tax reduction of approximately $10,000 pa!
This reduces your weekly commitment to just $126 pw. You can
even claim your tax refund in advance each pay cycle to help
with cash flow.
Search the ATO website for the PAYG withholding variation
application for more details.

Purchase cost
Median unit price for Australian capital cities

$425,9542

Interest rate*

5.91%

Weekly repayments

$627

Expenses
Rates (will vary between councils)

$1,200 pa

Property management (based on 10% of rent)

$2,038 pa

Insurance

$500 pa

Maintenance

$600 pa

Total expenses

$4,338 pa or
$83.42 pw

Total weekly cost for investment property

$710

Income
Average weekly rent

$392

Option 2: Pay off your home loan sooner.
If you are not yet ready to take the next step into the property
market then why not consider paying off your mortgage even
faster? If you take the median unit price in Australia of $425,954
with an interest rate of 5.91% you will be paying weekly
repayments around $627. If you add the extra $121 pw to the
mortgage, this will boost the repayment amount to $748 pw.
Now I’m sure you can guess this will turn into some serious
savings – in fact it could take up to 7 years off your mortgage
and save you a whopping $127,700+3 in interest over the life of
the loan!
Is this food for thought?
So NOW what are you going to do when you pay off your
car?

Have your
tax and
spend it too!

When you own a negatively geared investment
property, did you know that the tax office will
let you have your FUTURE TAX RETURN in your
WEEKLY PAY?
How to make investing in property more
affordable each week...
If you are a salary or wage earner with a regular
pay packet, it may be worthwhile learning about the
Income Tax Withholding Variation, or ITWV for short.
This is an often under-utilised facility offered by the
Australian Tax Office (ATO) that directs your employer
to withhold less tax from each pay, which means
more income paid to you, to assist with meeting the
costs of your investment property.
Why use an ITWV?
Taxpayers entitled to large refunds can access the
funds held by the ATO in their weekly/monthly
pay rather than waiting until their annual tax
return is completed and lodged. There are various
circumstances where this is appropriate, such as
negatively geared investments:
• investment property (residential or commercial),
• your share portfolio, or
• large deductions relating to allowances received
from your employer eg car expenses.

What is an ITWV?
For salary and wage earners, your employer is
required by law to deduct or “withhold” income tax
from your regular pay packet. The amount withheld
is based on a number of factors, the key ones being
your salary/wage and the standard tax rates in place
at that time. Your employer cannot vary the amount
of tax withheld unless they have an approved ITWV
from the tax office.
An ITWV authorises your employer to deduct or
withhold a lesser amount of income tax than they
normally would with the balance being paid directly
to you.

If you’re keen to know
more, please call or email
the office for our article on
‘Have your tax and spend it too!’

What is the benefit of an ITWV?
Property investors have tax deductible expenses
each year when they rent out their property:
• interest on the mortgage,
• council fees,
• water rates,
• management fees, and
• strata fees etc.
In a normal scenario you would wait until the end of
the financial year to claim these expenses.

1.

http://www.racv.com.au

2.

www.apm.com.au - APM Housing Market report – January 2014

3.

http://www.moneymanager.com.au

*average standard variable rate of ‘big 4’ banks

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

