CONDITIONT INEEDE

UP TO S80 CASH GIVEAWAY EXGL“EIFE TD HUHEY REAHEHS

MARCH 2010 $6.95 ISSUE121
WL M ONey. Nninemsn.com. au

SAFE WAYSTO
BUILD WEALTH
FROM YOUR HOME,

STORM WARNING 'R-EW&RD CARDS

RETIREIH STYLE BARGAI.HSHDPFIHG i =

B)DThnme& i :_—_-_"




COVER STORY BUILDING WEALTH

STORY EFFIE ZAHOS
ILLUSTRATION .J1M TSINGANOS

How to do it

You need to know all the angles before borrowing on your home

HE VALUE DIFFERENCE
between what vour property
is worth and what you owe
ks your fortune waiting to be
acressed), Yes, e home, coulkd
borrow! But it's 2 stexiegy that should mever be
undertaken lightly, How you structurne your
[ans 5 just as important os what youo fnvest
in. The key to building wealth responsibly
starts with a sound financial structure.

It is posaible o create wealth without putting
pressure on your family home. Just don’t
expect your bank to divulge this informa-
tion ton casly.

“Wou'll find that lenders are delighted to
asslst you with one particular structure s it
makes it harder for you to leave them,” says
[ane Slack-Smith, an avid real estate inves-
tor hersell and director of Investors Choice
Morizages,

The=particular” structure that Slack-Smith
talks about goes something like this:

You use the equity in your bome 1o help
fund your investment, whether that be shares,
mkaped funds or another property, Investors
wreking to claim any deductions on the invest-
ment boan meed to keep this funding separate
from the non-tax-deductibbe home loan,

Let's say, for example, you want to invest
in property. You draw the equity out of your
home for the deposit and costs in the form of,
say, an equity sccess loan. Your lender would
then add an an investment property loan to
make up the rest of the purchase price. Now
here's the trap! You may have separate loan
accounts - 4 home loan, an equity access
loan and an investment loan - but they're
intertwined when it comes to securing the
three lans.

This is called cross-collaferisation - it's a
verm you should get familiar with and some-
thing to avoid if possible.

Put simply, cross~collaterisation is when the
bank uses all properties mortgaged with it as
security for your outstanding koans.

Y want to maximise your wealth-build-
ing potential, while protecting your home
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and other as3ets,” says john Foss=sais oy
Investloan, a finance broker and e
manager specialising in residenal e
Al propenty loans.

Fitrgerald should know athing crpee sSoes
nsing the family home to build = carE o= b
has bought, sold and developed ower S008
propertics. "We advise stronghy s=asss e
your own home as collateral sscorzy oy
investment property.” e says

While there ape a number of ressces for
doing this Fitrgerald says: “Nope of thes &
For the bemefit of the client™ Alihongh you
could avald mortgage insurantes under 2
crovd-collareral set-up.

Flix concerns, and rightly 20, beoome appar:

s froun S 250,000 0 S300.00K, meaning you
cim tap Into greater equiny. Mo bet's assume
v 2l have 3 two-bed poom unit inwestern
Serdney which was worth 250,000 five years
e, but today 1s only warth 200,000,

“Yoar portfolko 15 stagnant as its sl worth
£, 000, despite the individual prices of
Booiss changing.”

Slack-Smith says most lenders would be
retactant o allow you (o aceess the eqiiity 6
vomar Perth property, as looking at your port-
fiodio wo have o new equaty to tap inio,

“If you do have this structure, it is not the
end of the road - it can be messy but it's pos-
gible to separnte your loans.” Slack-Smith
should know a5 she has helped plenty of cli-

4 You want to maximise your
wealth-building potential while
protecting your home and other assets "’

ent if things go bad, and they can! Ina default
almuation and undet cross-collaterisation, your
bank has the right 1o decide which property it
will 221l 1o recover its money, “Tt doesn't have
ti be the investment property,” says Fitzges-
ald. “It could be the amily home.”

While Slack-Smith says many very success-
ful property investors started this way, she is
quick to add: “Over time you may find that
lenders invariably stant dictating terms which
vou may not be comfortable with.”

Because your home is directly linked to
your investment property and the lender takes
the title aver your home 1o secure the new
boann, as well as the title over the new prop-
eriy, Slack-Smith says vou can bé restricted
in capitalising when one of your propertics
has good capital growth but another is not
performing well.

Fler example: “Tmagine you have 2 house in
Perth and over the kst few vears the valoe has

ents [ swch a situathon and now rans property
investment courses around Australia.

aher concems about cross-collateral sel-ups
inchude that I interest rates or fiees are raised,
vou're affected on all Inans. Phus you're relying
on one bank’s valuation policy for assessing
and reassessing your equity growth, 5o il yoar
lender has avery conservabive valuation, your
wealth building will be restricted.

Wwhat does Fitzgerald of Investloan sug-
gest when you've decided to buy an invest-
mend property?

# Your owner-occupied property {the fam-
i1y home) is not eroee-spcuritised with any
tvestment property.

» Each property is financed by a different
bendier and relies on ks own vaheation.

# [fa lender inrroduces a new fee or increases
rates, you are not affected across all loans.
& You can acoess the equity in each property
individually.




* Any new purchases are valued separaely

not propped up by existing properties, so
woul will not be duped by wnscrupuloes prop-
eITY marketing compankes.

PFutting things into practice it could be
4% eawy as redrawing any additional repay.
msents back out of your home loan or asking
fof a bop-up if the value of your property has
increased. This equicy would fund a depasit
Plus any costs. Again you'd keep this loan
FEPATILE, either as an equity sccess loan or
an imvestment loan,

Then you o to another kender to get finance
B ey v ievestment properiy. This approsch
works only if vour lending valustion ratio
VR s below the 50% mark, of course.

You've used the equity in your home 1o
fund the deposit and costs, but each property
dands alone ns security forcach loan (56 the
table. Way to gob.

You'd need a greater deposit if yeua're Tmvee-
ing i thares or managed funds, as LVRs in
these asset classes are tighter.

Fitrgerald says once vou've built ug equity

OWH HOME

Property vk 500,000
Morigage tring $380,000
Avvzibabéis pepnty = I ol vako bess Hii0 000
TN G390 Dwng

IKVESTRENT PROPERTY

Property value $300,000
Depeait nesded = from your bome lan $E 000
Saparate meestment loan SM0000

Samp duty aed lecal fees oy cont $100000 $60.000 +
SMEOO)  tskern Brom e S 3500000 o o AT
= B 5 et by e Faormes the: iovess et e i
s By tha inesimend progerty

in your imvestment loan, you can copy the
process over agxin, without putting any more
pressure an the famiky home,

Technically you could apply the same
approach if you want to Invest in shares or
managed funds, but ji's always wise 1o seck
professional advice before you jump intoany
O Investmend option. Property, shares and
managed funds all have varying benefits, tax
sdvantages and kevels of risk,

Slack-Smith savs, because of the slobal
financial crisiz, there has been a dramatic
upsdate to the strategy of accessi g equity in
the past six manths. "Most lenders now will
not allow a new loan to be set up apainst 4
property without a dellnite defined pErpose,
especially at lending valuation ratios sbave
E0% [ie mongage insurance is involved],

“Btating the purpose of the finds as *for
growing my future property empire’ is not
enengzh, Many kenders require senesl contract
of sale documents before they will release
funds and, furthermore, most lenders have
restricted the amount vou can take out with-
oue purpose. Some lenders are restricting
funds to 20% of the value of the properiy,
o b S100.KD masimuam.®

Having saicl thar, it is 2 lot castor acoessing
ety if you just want to renovate for profit.
Increasing an existing loan, redrawing amy
additional repayments out of a loan or refi-
nancing would sult such home awners,

That’s because, fust lke your home loan,
a loan 1o fund FEmVations on your principal
Pace of residence is non-tax-deductible deb.
50 by keeping all your borrowings within
the same loan, your affairs remain skmple,
Increasing your loan or re financing will
invalve some costs, but you should be able
o negotiate them., See page 56 for details.
He aware that if renovations are on a grand
scabe your lender may require quotes before
allowing you to draw down any equity,
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