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Watch out for land tax.
It’s coming to get you!

Not many property investors know a lot about land tax. |
guess it’s not surprising, as the vast majority of property
investors won’t pay for land tax until a number of years
after they buy an investment property. However, it’s an
insidious tax in that it sneaks up on you and is at its worst
(most costly) when you least need it — in retirement. The
decisions about property investments you make today
will determine how much land tax you’ll pay in the
future. It’s definitely something you need to know more
about.

An investor who acquires say a $1.5 million property
portfolio (three properties) could end up with a land tax
bill that reduces the property portfolios net income by
50% in 20 years. Let me explain. | have forecast that the
property portfolio will produce around $99k of net pre-
tax income (rental less expenses such as interest but
before land tax) in today’s dollars in 20 years time. The
land tax bill will be around $48k thereby reducing the
investors net pre-tax income to just $51k (in today’s
dollars)! That’s a lot to give to the State government
when you are retired!

Lack of planning could see you suffer in retirement and
perhaps regret you didn’t make more informed decisions
when you purchased an investment property.

What is it?

Land tax was introduced in Australia in the late 1800’s to
early 1900’s with South Australia being the first State to
introduce the tax in 1884. The tax was introduced as a
means of taxing the wealthy (and to attempt to break
up the big estates) and raising revenue as revenue
received from the sale of Crown land slowed. Each State
introduced its own land tax regime (for a short time there
was also a Federal regime).

Land tax is generally levied on the value of unimproved
land holdings held as at 31 December each year.
General exemptions exist in many States such as the
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exemption for your primary place of residence, land used
for primary production and so on.

Revenue offices in each State generally use the councils’
'site value' or ‘capital unimproved value’, which is
normally recorded on a property’s council rates notice to
determine the ‘taxable land value’ of each property.

How is it charged?

Land tax liability is normally charged as a percentage of
the taxable land value. Some States have a flat rate and
others have a sliding scale. Most States have a ‘tax-free
threshold’ so that land tax isn’t payable until your land
value exceeds the threshold. Most States charge different
rates of land tax to trusts compared to individuals. The
table at the bottom of this page sets out an overview of
land tax for the major States and indicates how much
land tax would be payable on $1m of land (held in one
individuals name).

Why most investors will pay through the nose!

All in one name

Holding all investment properties in one person’s
individual name is a nightmare for land tax. Each
individual has a tax-free threshold, so spreading
ownership will often reduce land tax.

Take a recent analysis we did for some clients. The clients
are a married couple. Both are employees with the
husband earning about $190k and the wife earning $80k.
We undertook an analysis to determine the financial
implications of one or both (in various percentages)
owning a new investment property. They already owned
other property. Intuitively, you might think that it would be
better to put the property 100% in the husband’s name
because he would get the highest income tax benefit.
You would be totally correct. However, we found that this
created additional land tax liabilities, which fully offset
any income tax benefits gained from the property, being
100% in the highest earner’s name. This is an excellent real
-life example of how some people structure their
investments to maximise income tax benefits today, but it
will create major land tax liabilities later on.

All in one State

NSW Flat rate of 1.6% for value $10,212 Flat rate of 1.6% for value above $1 As discussed
above $368k (no threshold) above, each

VIC Sliding scale of rates for values $2,975 Siding scale of rates for values above | gio¢a h’as its own
above $250k $25k land tax regime

QLD Skiding scale of rates for values $4,500 Siding scale of rates for values above |\, siates offe-r
above $600k $350k investors a tax-free

SA Siding scale of rates for values $11,420 Same as individuals land tax threshold
above $110k i ,

— — which means

WA Siding scale of rates for values $2,700 Same as individuals investors might be

above $300k ?
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able to own one investment property in each State before
incurring a land tax liability (or at least not much of a
liability). Concentrating your investment properties in one
State means you are not taking advantage of the tax-free
thresholds other States are offering you.

My initial example in the opening paragraphs involved an
investor who owned three investment properties (with a
land tax bill of $48k in 20 years). These properties were
assumed to all be in NSW. However, if we spread the
holding over NSW, Victoria and Queensland (one property
in each State), | project the land tax bill would reduce
from $48k to $22k in today’s dollars - that’s less than half!
In addition to this, the investor will benefit from some
geographical diversification which may smooth
investment returns and provide additional benefits.
Investing outside you home State has great benefits.

No strategy

When developing an investment property strategy, there
are a number of things that need to be considered. You
need to consider the market aspects — what’s available to
buy, purchasing power and likely investment returns. In
addition, you need to consider your own investment
requirements, including things like income tax benefits,
asset protection, future changes in income, exit or
retirement strategy and of course land tax. The benefit of
developing a long term investment strategy is that you
can weigh all these things up and spread your risk at a
portfolio level.

For example, if you determine that you want to hold two
investment properties: an apartment and a 2 or 3
bedroom house, then it might make sense to hold the
house in Victoria (one of the cheapest land tax States)
and the apartment in say Queensland (as an apartment is
likely to have a lower implied land value).

In another example, assuming your strategy is to hold one
property in personal name and one in a trust, then you
might decide to hold the personal name property in
Victoria and the trust property in Western Australia
(assuming both offer equally good investments). It is this
type of strategic planning that can allow you to plan
ahead for all considerations — land tax being one of them.
Instead, most people invest in an ad-hoc manner and
end up with a patch-work property portfolio that ends up
being very tax inefficient.

Investment strategies cannot be tax-based

Of course, we cannot develop an investment strategy
centred on minimising land tax. Investment strategies that
are highly sensitive to tax legislation are not very valuable
because changes in legislation can render strategies
worthless. In our business, we develop investment
strategies according to sound, long-term investment
fundamentals. Of course, we will have regard to tax and
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other issues. However, the strategy won’t be totally
dependent on certain tax outcomes. There are many
different considerations when developing an investment
strategy and land tax is only one.

Many NSW-based investors might read this article and
think “the next investment property | buy will be in
Melbourne because the level of land tax in NSW is
crippling”. That might be a very wise strategy. However,
the decision shouldn’t be made solely on land tax
benefits . Investing in Melbourne is often a sound decision,
as it’s an established market that provides strong long-
term returns. For this reason, diversifying and investing in
Melbourne makes good sense and the lower land tax is a
great side benefit. However, if after a few years, the
Victorian government decided to increase land tax to the
same level as NSW (they better not!), the decision to invest
in Melbourne is still appropriate for the non-tax based
reasons previously mentioned.

What you need to do now

If you are an existing property investor, you need to
consider how your investing decisions will impact your
land tax liabilities in the future. That is, you need to project
forward your land tax liability in comparison to your
property’s netincome. You’ll be able to take this analysis
into account when making future investment decisions.

If you are new to property investing and haven’t made a
start yet, then you are probably in the best position to
make astute planning decisions. If anything, this article
should have demonstrated the multitude of
considerations that need to be addressed when
developing a property investment strategy. Forward
planning can save many thousands of dollars!

My latest book (The Property Puzzle) takes readers through
a simple 7 step process to developing their own
investment property strategy. Of course, | highly
recommend it! The Property Puzzle is a good start for
investors to at least gain an appreciation for the process
involved in developing a strategy and what factors need
to be considered.

Of course, there is no substitute for tailored professional
advice. We are experienced in developing astute
property investment strategies including advising on land
tax. Contact Jery Mourelatos (Wealth Advisor) if you have
any questions about land tax and/or our strategic
investment planning services.

Contact: Jery Mourelatos

Email: jmourelatos@prosolution.com.au
Direct: (03) 8624 4606
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What you need to do: checklist

« Analyse existing investment property holdings and
forecast potential future land tax liabilities in
comparison to investment’s net income

« Consider opportunities to reduce future land tax
liabilities on existing investments

« Consider future investment requirements and how
these plans will affect your land tax liability

« Include land tax liabilities in cash flow budgeting

Investors set to flood market: survey
(The Age - 7/10/09)

Almost 90 per cent of investors will purchase property in
the next two years, a survey from PRDnationwide has
found.

According to the results, 70 per cent of respondents would
buy interstate and 66 per cent are looking for long-term
capital growth.

The survey of 764 investors found the majority are seeking
a property priced between $300,000 and $450,000 which
achieves a rental return of between 4 to 5 per cent
annually.

More than 36 per cent of investors will look to purchase
properties located in the middle suburban ring, while 33.7
per cent want to buy in the inner city, 14.9 per cent in the
coastal areas, 7.9 per cent the outer suburbs and 4.8 per
cent are looking at the CBD.

Two-thirds of investors were seeking a property for long
term capital growth while 22.5 per cent were seeking a
rental yield.

PRDnationwide national director Jim Midgley said the
results were indicative of the rise in consumer confidence.

“Considering the poor sentiment towards property within
the past eight months - these results are promising that
investors think we have reached the bottom of the
market,” he said.
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20% Off for 2 Days Only
The Property Puzzle

Failing to have an investment plan is the biggest cause of
property investor mistakes such as buying the wrong prop-
erty, not managing risk, wrong ownership structures, under
-performing property and the list goes on. Until now, prop-
erty investment books and courses haven't addressed key
financial planning issues such as working out how many
properties you need to buy, correct risk management,
retirement strategies, estate planning and so on.

The Property Puzzle is an easy to understand "how to"
guide, which teaches readers how to develop their own
property-based financial plan. Complementary to all
other property books, it addresses topics such as defining
goals, choosing a property strategy, developing financial
forecasts, managing risks, developing a retirement strat-
egy and much more. Throughout the book, we follow the
journey of new property investors, David and Susan, and
discuss how they tackled certain issues when developing
their own financial plan. We also interview Australia's lead-
ing property experts to help you
through the planning stage.

The Property Puzzle
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Purchase Stuart Wemyss’ latest book
The Property Puzzle online. You can
download the table of contents and
preface to learn more by clicking here.

Click here to BUY NOW!

Our Best Rates

5.32%
5.19% (0.80% disc.)
5.09% (0.90% disc.)

Basic variable
Offset ($700k—%$1.1m)
Offset (> $1.5 million)

2 years fixed 5.99%
3 years fixed 6.65%
5 years fixed 7.29%
10 years fixed 8.04%

Rates current as at 14/10/09 and are subject to change
without notice. Standard lenders terms and conditions

apply.

Disclaimer & Copyright

This newsletter is published solely for informational purposes. This newsletter has been prepared without taking account of the objectives, financial situation or
needs of any specific person who may receive this newsletter. Any such person should, before acting on the information in this newsletter, consider the appropri-
ateness of the information, having regard to the specific person’s objectives, financial situation and needs and, if necessary, seek appropriate professional or
financial advice. We believe that the information in this newsletter is correct and any opinions, conclusions or recommendations are reasonably held or made,
based on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accu-
racy, reliability or completeness of any statement made in this newsletter. Any opinions, conclusions or recommendations set forth in this research newsletter are
subject to change without notice. We do not accept any liability for any loss or damage arising out of the use of all or any part of this newsletter. Past perform-
ance is not a reliable indicator of future performance. This newsletter contains information that is copyright to ProSolution Group Pty Ltd & ProSolution Wealth Advi-
sory Pty Ltd. Whilst you are permitted to save or print this information for personal or domestic use, you are not permitted to change, duplicate or publish this infor-

mation in any way or use it for any other purpose.
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