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				My story

				I am no car-racing expert, but I do get the concept of the ‘pole position’. If you have the right team, knowledge, experience and equipment, you can earn the right to be at the front of the pack when the race starts. If you don’t start in front you have a whole lot more work to do to win the race. 

				So which race do we play at every day? The rat race. We go to work, earn money, come home, spend it and then we have to go to work again. Some people get to start at the front of the pack by virtue of their family’s wealth and opportunity, but most of us simply have no choice but to work hard to get a glimpse of pole position. 

				Then how do you get to pole position so you can not only win the race, but exit the rat race? You get a head start by learning from someone who’s already been there. Hi, how are you?

				I didn’t start in pole position, although I had the supportive, loving family every one of my friends wanted. I did not come from a position of wealth, or in fact a family with much — if any — disposable income. My parents made sacrifices to give their daughters every opportunity they could. 

				They also gave us amazing gifts: belief in ourselves and the education to pursue our dreams. In fact, I was the first in my family to attend university. I still remember my parents sitting up through the night putting letters into envelopes and sending them off to companies asking about scholarships and bursaries. The good news was that all that work paid off and I won a scholarship to study at the University of New South Wales.

				I knew I needed an education to get ahead. I also knew that once at university I could work out what — and in fact who — I wanted to be. I just had to get there. I applied for every university course that interested me. Early on I worked out that the people on the 200 BRW Rich List did not have a degree in history or education, so I decided to pass on those degrees. I also knew I liked public speaking, so I applied for anything to do with public relations. I was good at maths and science so I chose to throw engineering in there as well, just in case. 

				After applying for several types of engineering scholarships, I received an offer for an interview from the School of Mines at the University of New South Wales. It was the day of my Year 12 graduation ball and my mind was not really ‘on the ball’ — rather, it was on the ball. I was in a pretty casual mood. The interviewers asked why I wanted to be a mining engineer. I told them, ‘Well, Dad is a farmer. I come from five generations of farmers; it’s about time we dug a bit deeper’. They liked my answer. I got the scholarship and an eye-opening experience for the next few years. 

				There were other challenges too — ones that I could not prepare for. On my first day at work at a New South Wales underground coal mine, 300 men went on strike. As legislation had just been overturned allowing women to legally work underground I became one of the test cases. The reason for the strike was that they believed it was ‘unlucky’ to have a woman underground. In fact, the manager’s greatest concern was that the men would swear in front of me, so they had me dressed up in white paper overalls ‘so they could see me coming’. Unfortunately, no-one realised that working in a wet underground coal mine 200 metres below a lake and the fact that the overalls were paper added a whole new issue to my first visit underground. Thank goodness I had a t-shirt and shorts on underneath!

				For the next 12 years I did learn lots of new things: how to drive 240-tonne trucks, ventilate underground mines, be an explosives expert and blow up dirt around the world, and generally just have a really good time — and I got paid well for it. The greatest lesson though was how to think — specifically, how to think about risk and how to assess risks.

				The mining industry offered me an incredible career and experiences. In 2000 I was awarded a Churchill Fellowship to undertake my personal project of looking at how explosives could be used for mine site rehabilitation. It enabled me to travel around the world. Not many people get the opportunity to see the beautiful forests of Vancouver by helicopter, or work in the icy north of Alaska. Actually, in the same year — as an Australian first — my sister Peta also won a Churchill Fellowship for her work on best practice management in agriculture. 

				This brings me back to my point: that achieving what you want is all about opportunity and belief. It is the fundamentals our parents taught my sister and myself. In fact, every parent should take the opportunity to instil this in their children. This belief can make all the difference to their future. Set your goal; recognise which resources, skills and tools you need; and believe in yourself to achieve it.

				Getting to pole position

				Like me, you may have made a huge investment of time in yourself and your knowledge base so that you can go out and earn a dollar, create a comfortable home, provide adequately for your family and generally enter the race everyone else is playing. The grand plans you once had of rapid career progression may not have played out as you expected. You may be on the steady corporate ladder going up one rung at a time, arguing your case at performance review time on why you deserve more than the CPI increase. 

				I think there are many people out there climbing the corporate ladder only to get to the top and realise the ladder was against the wrong wall. 

				While I did not start in pole position, I knew that investing time and money into personal education towards my career was not the end of my personal investment. I needed more to achieve my goals. I knew that not being given a start at pole position meant I needed to invest more heavily in my knowledge to get myself there. 

				I want to let you in on a little secret that we will explore towards the end of the book. This is probably a bit deep for now, but when you are in the race trying to get to the winner’s post so you can have and be all you want, your greatest competition is yourself. You will be your greatest opponent, creating doubts and even questioning your right to want more, but you can also be your greatest cheer squad. The best thing is that you get to decide what role you want to play: supporter or critic.

				The turning point

				In 1997 I was on track to continue playing my role in the rat race. I had a great career. Everything was wonderful. I was earning a high income, helping my family financially, having some great holidays ... and my bank balance was going down consistently — which was fine because I would go to work the next day and I would be paid again. 

				It was on one of those holidays that I picked up a book that changed my life. In Rich Dad, Poor Dad Robert Kiyosaki asks, ‘Do you work for your money or does your money work for you?’. At the time I thought that was a really stupid question. Of course I work for my money — I go to work, and I work so I can go home and spend it all (and just a little bit more). 

				And then the penny dropped. I wasn’t getting ahead. I was just exchanging an hour of my time for an income. I wasn’t leveraging my knowledge or my income. So ask yourself: are you spending all you earn? Are you optimising yourself to not only be all you can be professionally, but also achieving your personal goals? Do you even have personal goals, or are you just trying to get by without looking at where you’re going? 

				I knew I didn’t want to just exchange an hour of my time for dollars. I actually wanted to have money accumulating when I slept. So I looked at different ways of doing this. First of all, I looked at the stock exchange (I consider myself a bit fancy free and I had heard that mortgages tied people down). In fact, my boss kept asking me, ‘When are you going to get a mortgage, because I know that you’ll stay with the company once you have one because you’ll be tied down’. So I looked at investing in shares. I went to the stock exchange and studied all the courses they offered. At the end of this I started doing spreadsheets and more spreadsheets, analysing companies, and when I was just about to make a purchase the company would change its board or its investing strategy and I just couldn’t keep track of what was going on. At that time I started hearing that property investing didn’t have to be about buying a home and that mortgages weren’t such a bad thing after all, so I started doing some research.

				I spent months researching. I read books. I attended as many introductory courses to property investing seminars as I could. It got to the point where I was downright confused because there were so many mixed messages. I attended the courses with two questions for the speakers: what mistakes they had made and what their successful strategies were. I found that many of them did not discuss their mistakes, but when they did, what they shared was gold. I knew I definitely did not want to spend years learning from my mistakes. I wanted to leapfrog ahead, straight into successful property investing — not waste time and money making mistakes. And that’s what this book is all about: sharing my mistakes, knowledge and experience. 

				What I did learn was that everyone seemed to have different strategies. There didn’t seem to be one place where I could get all the information I needed; that is, one place that would have my best interests in mind. 

				Then I started thinking about my skills. As an explosives engineer, I understood risk. As an explosives expert, I assessed risk every single day. I would look at the consequences of something going wrong, and I would look at the likelihood of that happening. If the consequences were really bad and I could minimise the effect of those consequences by putting some actions in place to make a risk acceptable, then we could get on with it. If we could not accept or reduce the risk, we didn’t do it. Simple, really. 

				I started thinking I could apply the same knowledge to property investing. After all, the reason I wasn’t rushing into property investing was that I was scared of the risk of getting it wrong and losing my nest egg. It was only $45 000 but it was all I had. 

				Then I decided to combine the knowledge of all those books, and all those seminars and courses to come up with my own low-risk strategy. I was not going to just look at risks associated with one strategy over the other, but the personal risks I faced and how to minimise those. My personal risks included: what if I lost my job, or got sick, or got it all wrong and someone would not rent my property? Risk became my main focus; I wanted to know the risks of everything and how all players in the process assessed risk. For instance, how did banks assess the risk of different property types? In essence it became all about understanding risk and understanding how I could make money while protecting myself.

				Taking action

				In 2001, after a year of research, I combined forces with my now husband, Todd. Armed with my low-risk investing strategies and his knowledge on locating properties, we were ready to buy our first properties in Melbourne. Although I am sharing with you ‘my’ strategy, I need to highlight the fact that if Todd had not been even more dedicated to successful property investing than I was, I may not have even started to look at buying properties. Truth be known, he has been the brains behind finding the properties we have purchased. Growing up in New Zealand, he had the opportunity to see a property investor increase his portfolio by leveraging one property to get to the next. Todd did the lawn mowing at this investor’s properties and one day he asked, ‘How are you doing this?’. The investor opened Todd’s mind to the language of capital growth, rental yield and leverage.

				In 2001 I bought my first property for $425 000 and used my entire savings. I handed over $25 000 to the government for stamp duty and I was left with a 5 per cent deposit. I then took out a personal loan for $50 000 and started a renovation. I applied what I had read and learned so I knew exactly how long it would take, how much it would cost and what the property would be worth at the end. 

				Nine months later it was valued at $700 000. So I had increased the value of the property by $275 000 in nine months with a $50 000 renovation. I knew that to achieve my goals I would have to make a significant amount of money and so I had to get it right the first time. 

				This fantastic result was not about being lucky or buying at the right time. It was about all the hard work and a year of planning beforehand in finding the property and renovating it to the right standard, on budget and on time. From there I developed my three-prong, low-risk property investing strategy. 

				Essentially we didn’t just increase the property value by $275 000. In fact, Todd and I bought two properties side by side and within that nine months Todd completed a renovation on his property as well, with a greater increase in value than mine. 

				My simple strategy worked. I bought below the market in a sought-after area with underlying capital growth. I renovated the property up to the standard expected of the market and demographic of the area. I renovated on budget to the time frame and I created wealth. After all costs — buying costs, interest on the loan and personal loan, renovation costs, stamp duty and so on — I was ahead $175 000. 

				That was more than I had ever dreamed of earning in a year in my ‘real’ job. My next step was to go back to the bank and access the equity to do this again and again. Other than the first $45 000, I never used my own money to buy a property. I do use my own funds to pay the difference between the rent and the mortgage (plus any costs), but because of my strategy that’s only a small amount (as you will see in part III). With the right renovation of the right property in the right area, your property — wherever it is located — can be positively geared. I will explain this concept further in chapter 8. 

				Fast forward five years from my first purchase: I decided I wanted to teach my friends and family, and then others, to do what I was doing. To be able to dedicate myself fulltime to this I needed a career that would enable me to talk to people about property and my strategy every day, and be paid for it. I founded Investors Choice Mortgages, so that I could do just that while helping investors across Australia — first-time investors and those wanting to expand their portfolios — and setting up their finance structures to enable them to achieve their goals. In 2010 I was thrilled to be voted by the readers of Your Investment Property magazine Australia’s ‘Mortgage Broker of the Year’. 

				Thus, property investing enabled me to leave the rat race, create my own company and be recognised for assisting other people with their property. The company has grown from me working from my spare room to having staff in Victoria, New South Wales and Queensland.

				Fast forward 10 years from my first property purchase: I turned $45 000 into a multimillion dollar property portfolio by recognising the mistakes and successes of others and using my skills to create a low-risk property investing strategy and a successful company — actually, a few companies. I moved up to pole position by virtue of hard work and understanding what I wanted to achieve and the steps that would get me there.

				Todd’s property portfolio enabled him to stop working and exit the rat race just after his fortieth birthday. Now he follows his passion as an artist. 

				This book is about sharing my property success, to assist you in creating your property success. My results are not typical. Remember that fewer than 2 per cent of people who invest, will invest again. This is what I have learned — they are my techniques. You may like to apply these — or a variation of these — to your situation and your own goals and risk tolerance to get your results. Regardless of where you start from, as you may have noticed, there are some themes to my journey and to this book: believe in yourself, take action, invest in education, do the hard work, and understand the risks and minimise them each step of the way. 

				

				
				Introduction

				So you want to be rich? Perhaps you’re looking for a life of richness? Let’s be honest: you probably want both. In fact, what you really want is not to have to turn up to work every day and struggle to make ends meet — you just want a life of choices, not a wish list that never becomes reality.

				Property investing seems like an easy answer; in fact, it seems everyone is doing it. If you read all the hype, it looks easy: anyone can make a buck. But the reality is very different. 

				As you will find by reading this no-nonsense book on property investing and renovation, it’s hard work. However, the benefits are amazing. With the information in this book, you can begin your own successful property journey. I have been a student of property investment for almost 15 years. I have read books, attended seminars, put what I learned into practice, spoken at national property investing conferences and written for many property investment magazines. I have also taught on the subject for more than five years. In short, I have invested in my investment knowledge.

				So I can now share with you the three secrets of property investing distilled from all that time, effort and study: 

				•	It is hard work. 

				•	Not everyone gets it right.

				•	With some diligence and application everyone can get it right. 

				That is what this book is about. You don’t have to spend 15 years getting the knowledge and doing the research. Use me and my experience as your crash-test dummy. That way you can start making a difference to your life now.

				So why do people spend so much time and effort discussing the real estate market? In essence, shelter — like food — is a fundamental requirement. From the dawn of time it has been one of our basic needs. Everyone needs somewhere to live. Not everyone can afford their own home so someone else buys them a home and rents it to them. Property investing is a direct response to a basic need. 

				In fact, about 65 per cent of Australians own their own home, which means 35 per cent don’t. The results of an RP DATA equity report published in January 2012 revealed that approximately 43 per cent of owner-occupied Australian homes are worth more than twice their original purchase price. This means that most Australians hold most of their wealth in their home. We are a nation that values property and I find it comforting that the data shows that an overwhelming 96.3 per cent of people who own a home have a property worth more than what they bought it for. 

				This means that the simple ‘buy and hold’ property investment strategy has enabled 96.3 per cent of home owners to create wealth through property. If you look at these figures you will understand why I believe property investing is a favourable low-risk strategy for creating wealth. 

				The majority (65 per cent) of Australians own their own home, and more than 95 per cent of those have made money from it. However, as you will see in table 1 (on p. xxiii), only 27 per cent own more than one investment property. And with 30 per cent of Australians renting, demand remains strong for property investors. For these reasons I saw investing in property — a proven asset with future demand — as a low-risk opportunity. Neither of the basic factors — home ownership and demand for housing — is going to change in the foreseeable future. I will have the opportunity to respond to any changes that do take place because I’m in as much control of my money and future earnings as I would be with any other investment or asset class. 

				There’s only one investment that will produce a higher result and that’s an investment in yourself — specifically your health and education — which will lead you to achieving your goals.

				There are two principles I have learned over the past 40 years that have held me in good stead: one from my parents and one from my university education and subsequent career as a mining engineer specialising in explosives.

				First, thanks to my parents, I know I can achieve anything if I apply myself to the task and take action. 

				Second, thanks to mining engineering, I have learned that everything carries a risk. It’s how you anticipate the risk, handle it, assess it and minimise it that will determine outcome. My husband Todd and I have a large property portfolio. Yet I have a low-risk tolerance. Everything I do is about understanding the risk and minimising it wherever possible. Property investing has enabled me to achieve my goals by leveraging a basic need (housing) and providing a service (accommodating renters) to meet that need. It was not a speculative investment; it was a low-risk opportunity. 

				In this book, I want to share with you the low-risk, three-prong property investing strategy that I have developed and taught to thousands of people. It’s not sexy, it’s not about fast money, and it’s boring. At its core is low-risk investing, which I know can make people into millionaires. Throughout the book you will see references to risk, and steps for minimising risk. I will also be covering higher risk strategies — to give you all the options — but the foundations to a solid investment strategy are basically pretty boring; that is, if you do it correctly.

				The Trident Strategy

				I call my low-risk, three-prong property investing strategy the Trident Strategy. The three prongs represent the three ways you can make money in property using low-risk strategies. The great thing is you can use one, or — as I do and will teach you to do — use them all at once. Together they form an even more powerful way of reducing your risk in property because if you apply each of these and you get one wrong, there are still two more prongs on the fork that will help you achieve your goal.

				The three parts of the Trident Strategy are:

				•	Buy a property below its market value.

				•	Buy in an area experiencing above-average capital growth.

				•	Add value through a planned renovation, on budget and on time.

				That’s it — boring, but profitable. This book is essentially about renovation and how you can make money from your approach to renovating your property. However, in isolation this strategy is doomed for failure without the other two strategies, so the book is split into three parts:

				•	Part I: The foundations looks at setting yourself up for investing and defining how and why you are investing.

				•	Part II: The purchasing process deals with locating and funding the property that will enable you to achieve your goals.

				•	Part III: Renovating is where you will see how to create wealth. Not only will I show you how and share my tips, but I’ll also show you some of  my renovations.

				Should you invest in property?

				I have read hundreds of books on property investing. In fact, there are 131 on my bookshelf right now. You may have read many of the same books. What I have found is that there really is not a lot of new stuff in any of them. However, each tells a story and each teaches me something new — or a new way of seeing things — or gives me a new idea on how to twist something to make it better (or — in many cases — what I should be mindful of and what not to do). 

				So will this book be the flash of genius that you need to make your millions? Maybe. I sure hope so. My goal is to assist as many people as I can in achieving their goals. 

				I have had the opportunity of being on stage with many recognised property investing experts and I’ve watched time and time again as the audience runs to the back of the room to buy courses worth thousands of dollars. If I had been able to afford it when I started investing I might have run to the back of the room myself. I have no doubt that these courses may help many people to achieve their goals, but it struck me that to afford the ‘investment’ in these courses they would have had to go into debt — or be wealthy to start with — just to get the knowledge. 

				That’s not fair! You should not have to be wealthy to learn how to become wealthy. With that in mind I started delivering face-to-face, low-price-point courses (less than $150 for a day) where I spoke as quickly as possible and crammed in all I could. Then I realised I couldn’t reach as many people as I wanted to. So I spent two years — mostly at night, while running my mortgage business during the day — developing online affordable courses that would reach a large audience. 

				When I was approached to write this book I realised I had the opportunity to add even more value at an even lower price point to help even more people live their life of choice. So in this book I am going to try to cover as many aspects of what I have learned as possible, to enable you to use investment in residential property and, more specifically, renovation as a tool for reaching your goals. In addition to this I hope to pass on some of the tools for not only achieving your goals but for having the confidence and belief in yourself to take action and make sure the action you take will get you the outcomes you want in your life. 

				Don’t be surprised, therefore, if there is no earth-shattering, new, get-rich-quick scheme in this book. This is about looking at how to invest for the long term using a tried and tested technique that I have used, taught and seen others replicate. Even people with many properties have applied my teachings and optimised their property portfolios, so this can suit those of you well down the investing path. In fact, it is probably a good refresher. I know it was for me when writing the book. It made me realise that I could optimise my portfolio more in some areas, and having a chance to review my goals was enlightening. I even found a 10-year plan that I look at now and realise I achieved in less than five years. How many of you have ‘become a millionaire’ by realising your list of goals? I also now realise that my goal was silly and non specific. I should have — and I now do — specified exactly what I wanted to achieve when writing my 10-year plans.

				A warning about this book: be prepared for numbers. I love facts and figures. After all, I was an engineer. I want to give you the opportunity to work things out for yourself rather than take the standard assumed figures or rules of thumb. Many of the workings will be on an associated website so that I don’t waste pages of the book with facts and resources, so make sure you check out www.yourpropertysuccessnow.com.au/ypsbookbonus or use the QR code on the back of the book. That way, those of you who want to can either dig deep and do the numbers or just accept the end result and use that. 

				Can you do it?

				According to the 2008–09 Australian taxation statistics, slightly more than  7 per cent of the population own an investment property. Of those 1 637 808, less than 2 per cent own more than one property. Thus, while property investing gets lots of noise, there are not many people doing it successfully and sustainably. In fact, if you look at table 1 you will see that there are fewer than 15 000 Australians who own more than six investment properties — and my husband and I are two of them! 

				Table 1: individuals with an interest in a rental property, 2007–08 and 2008–09 income years

				[image: missing image file]

				I would go as far as saying that, on average, people who have only one or two investment properties were probably not particularly strategic about their purchases. Potentially, they may even be a bit disappointed in the results they have achieved. The first investment property may have been their previous home and the second may have seemed like a good idea at the time. In fact, if they had any strategy at all they may have been lucky, let alone the three strategies I teach! Neither really ‘did’ anything and although they have had a dabble, it may have cost a bit of money and all in all may not have been that satisfying an experience. In fact, the properties that were supposed to liberate them from a life of corporate servitude are a bit of a pain.

				This does not have to be the case. With a well thought out strategy and well executed plan, I believe that the average Australian actually only needs two investment properties to get them $1 million in their bank account within 15 years. To be honest, I know that if you apply all my research and tips you can do it sooner.

				Seriously, you ask?   Yes! Have a look at figure 1 to see how it can be done.

				Figure 1: two properties plus one renovation equals $1 million

				[image: ffirsg005.eps]

				Home buyers, this is for you too!

				I do want to clarify a point. The foundations, strategy and process that I cover in the book are just as relevant for those of you buying a home as those buying an investment property. 

				Think about it: your greatest financial investment is probably your home. What if you could use property investing strategies to understand why a suburb will outperform a neighbouring suburb? That could mean a difference of hundreds of thousands of dollars when it comes to selling to downsize or selling to get your dream home, or that decision could delay you in being able to afford your dream home. Therefore, I’m also going to consider people looking to buy their own home as property investors using property as a vehicle for achieving the lifestyle they want. 

				There are just a few differences. For starters, you’re living in the property. Successful property investors also have their homes making money for them, but in a different way. As home owners move on average every seven years and house prices usually double every 10 years, imagine if you had investor tips and resources on hand to know where to buy houses that double every seven years or even every five years? After all, your own home may be your biggest asset, so why not maximise its value? Buy for what your family needs, but keep in mind the investing fundamentals.

				Tips and bits

				Occasionally throughout the book you will find ‘Toolbox tips’, so keep your eyes peeled for this icon: 

				[image: genf001.ai]

				In addition, I have much more material I want to share with you. You can access all the bonus material by scanning the QR code link below or online at www.yourpropertysuccessnow.com.au/ypsbookbonus. 

				It’s time to get started on the journey to your property success. I hope you enjoy it as much as I have, and that it’s every bit as profitable!

				[image: ffirsg003.jpg]

			

		

	
		
			
				Part I: The foundations

				What do you want to achieve? Until you know your answer to this question, there’s no point in going forward. Before you start to learn the process of getting to where you want to be you need to work out where that is and what it looks like. You need the destination first; then comes the map to get there. There’s no point taking off on a journey without a map and a destination — you’re gambling on getting where you want to be, assuming that you even know where that is.

				Chapter 1: Knowing what  you want

				It is unfortunate that most people don’t know what they want when looking for a property — especially first-time investors. From the hundreds of thousands of properties on the market in Australia on any given day, investors choose one to purchase. Then they have to organise finance quickly, they waste time looking at many lenders, and they get so confused they end up with a less than perfect financial structure. Then they do their numbers and realise keeping the property will make things a bit tight around the house. So they read a few books on property and decide they could probably do something with the property to make the cash flow better. They ask themselves which strategy they should apply to the property. They then find out that they are restricted because they should have looked at the strategy first, before buying the property. So now they are stuck with what they have and they wonder if they will ever get to their goal.

				In fact they should have it the other way around, starting with the destination, that is, their goal. They should decide on a strategy to get them to the goal, and then work out what they can afford. Knowing all this, they should assess the loan product and structure and only then should they start looking  at properties.

				If you follow this sequence of steps, when it actually comes to looking for a property you will have the search criteria refined so well that you can quickly assess the property.

				Obviously, if you know where you’re going everything else has a reference point so you will not be overwhelmed with options each step of the way. In this book we will work our way through these steps. That’s why we won’t even look at how to find a property until part II.

				Understanding the asset

				Property can be a somewhat volatile asset; perhaps not as jumpy as shares but in any given period — say, two to three years — property prices can be up or down 5 to 10 per cent (yes, down too!). Actually, the 6 per cent price drops experienced in 2011 in Perth and Brisbane were the biggest falls in the property market in more than 30 years (according to a BIS Shrapnel report to QBE, October 2011). What you read about (and I’ll try not to drown you in statistics in this book, even though I love them) in the media — that is, the data they share — is often broad and based on statistical averages, means and standard deviations.

				In short, individual properties can actually move up and down in price in opposite directions from the reported trends. I know when everyone was talking about market corrections and falling property prices, my well-placed properties were going up in value. They were in demand, not by chance but because of the research I had done. Over the long term, more than 10 years of property prices in most of our larger cities and towns have achieved long-term capital appreciation. You could buy in a capital city and hope that historical growth would be projected into the future and your property would go up in value. But ‘hope’ is not a strategy. With a well-researched and targeted investment you can do more. You should not be aiming to be average and have average returns; you want the skills to return above-average returns so you can reach your goals sooner.

				It’s foolish to expect an unresearched, uninformed property purchase to be a sound investment. It’s possible to purchase a lemon in a lemonade suburb! As a worst-case scenario, you might be forced to sell at a time that is not of your choosing. Having the worst property in the area will not assist you in selling quickly. Your goal should be to have a property that people want to buy (and rent) — one that is always in demand and caters to their needs. No wonder so many people don’t buy investment properties; they have probably heard of all the disasters, many of which were a result of people not prepared to do the work, the reading and the research involved in getting it right.

				Regardless of ‘expert’ views that property prices are too high in Australia, we do have a rising income base as well as a shortage of properties and positive population growth. These things contribute to future property price growth.

				The great Australian crime

				The great Australian crime is happening and no-one knows it. It is the retirement myth and it is a scandal. Here is my ‘40 theory’: we work for 40 hours a week for 40 years to retire on 40 per cent of our income. This is just at the time when we have 40 extra hours a week to do all those things we wanted to do — and you and I know they are going to cost money.

				In retirement you need more than what you earn now — well, a whole lot more than the age pension (which is less than $30 000 per year for a couple). I use the word ‘retirement’ in the sense of reaching a stage where you have the financial freedom to do what you want when you want; in other words, a time when you can retire from your 9-to-5 job without financial worries. Obviously, working 40 years to end up with an existence rather than a lifestyle is no-one’s lifelong dream.

				I believe people should not trade a life of working hard for a hard life.

				So once you decide that the asset class of residential property is for you, you need to determine your goals and how property will enable you to achieve them. Don’t become a victim of the retirement scam.

				I want to introduce you to the concept of how just a few well-placed properties can get you $1 million in your bank account (although the reality is that once you start to learn the techniques, the opportunities you discover will lead you to even greater things).

				Assuming your exit strategy (we will cover exit strategies in chapter 2) is the easy one of selling your properties and putting the money in the bank, you will need to work out the value of the properties you would need to maintain your lifestyle. If the lifestyle you want to achieve will cost $100 000 per year, multiply that figure by 20 (based on a 5 per cent return) and you will find that you need to have at least $2 million of net assets earning you an income (excluding your home). So that might mean you need $5 million of property to sell with $2 million worth of loans and (after costs) you’ll have to put $2 million in the bank to earn the income you want.

				We will look at this later in detail and we’ll also look at costs, and so on. For now, start thinking of the income you want and what you need to get you there. One thing you need to be certain of is when you want this income.

				The time frame

				Your property investing strategy will be defined by the income goal you set and when you want to achieve it; for example, an income of $50 000 per annum and a time frame of five years. Your property investing strategy is going to be a whole lot riskier than that of a person who wants that same income in 15 years’ time. In this example, to achieve $50 000 per annum in five years, you may be looking at high risk and high reward development type opportunities rather than a buy and hold traditional property investing strategy. Your time frame assists you in identifying the strategy that will get you to your goal.

				So, when do you want to have $1 million in the bank?

				I am committed to helping Australians believe that they can have $1 million in the bank within a time frame that will actually benefit them and their existing family. I believe that by giving your existing family a better life and better opportunities, you will benefit not just your family now but also pass on your knowledge of the fundamentals of wealth creation to the generations that follow. In addition to helping the individual I believe that educating more people about how to apply low-risk property investing strategies will ensure that future property markets — and your family’s financial future — are built on solid fundamentals. I believe most people buy a property based on a hunch or a tip and wonder why it never performed. This is a strategy of hope, not substance. The strategy you use to choose a property needs to have solid fundamentals so that your portfolio will sustain any economic blips. It should be based on long-term growth and growing rental yields. 

				The average family can have $1 million in the bank within 15 years. So what does an average family look like? Take a look at the example in table 1.1.

				Table 1.1: statistics on the average family in Australia

				[image: missing image file]

				I have studied these basic numbers and worked out that with the average long-term capital growth and rental yields, and based on average long-term interest rates, with just two investment properties and one renovation, the average Australian can put $1 million in the bank within 15 years. In fact, if they pay particular attention to my techniques on locating a property to invest in they can do it sooner. 

				You don’t have to be one of the 14 580 people who — according to the Australian Taxation Office (ATO) — own more than six investment properties. You just have to have two investment properties located in the right areas bought in the next five years with one small renovation to get you to $1 million. 

				You can achieve a comfortable lifestyle for your family by having two well-bought investment properties that fit your strategies, time frames and goals.

				This book not only assists you in setting your goals but takes you by the hand and guides you through the process of doing this for yourself. The key to this is to have solid foundations and to set yourself up correctly first, and then to find the properties with good capital growth and rental yields in the areas where you are considering buying.

				The magic rule of 72

				There are some considerations you need to learn that will enable you to actualise your goals. Like most things, first of all it comes down to the dollars. In the language of property investing, this is capital growth and rental yield. Rental income enables you to hold your property portfolio during your accumulation phase. Capital growth is the factor that enables you to build your portfolio and cash out to live the lifestyle you want.

				There is a nifty little equation that helps you look at the relationship between capital growth and the time to get to your goals — one of those property investing rules of thumb. In this case, unlike most of the figures in property investing, you can’t prove it, you just believe — just as you always know for every pair of socks that go in the washing machine one will never be  seen again.

				The rule of 72 enables us to calculate how long it will take for a property to double in value. This is important in that it not only relates to the passive income you need because it is directly related to the value of your property portfolio, but it also helps you work out the time fame required for achieving your goals.

				Essentially, you look at the capital growth that an area is predicted to achieve; then divide this into 72 to find out how long it will take for a property in this area to double in value. For example, if you read that an area is predicted to go up in value by an average of 7 per cent per annum over the next few years, you could work out that it would take just over 10 years for properties in that area to double in value:

				72 ÷ 7 = 10.28

				So the $500 000 property that you buy today, if you find an area that is predicted to have an average of 7 per cent per annum capital growth over the coming years, will be worth $1 million in just over 10 years’ time (it might grow by 2 per cent next year and then 20 per cent for four years, but the average will be 7 per cent per annum).

				So it is important to link your goals to your time frame. If, for example, you want to achieve your goal of having a $5 million property portfolio in five years you will need a higher capital growth than if you allow 10 years to achieve the same goal.

				These figures are based on today’s dollars. Inflation also plays a part in the calculations, but for now you only need to look at the big picture. You can refine your calculations later on to allow for costs and how inflation will affect you. The main thing you need to know is that capital growth is the key to understanding how to achieve your financial goals. Just for fun, try the rule of 72 calculation with a 10 per cent per annum capital growth. Then try 12 per cent per annum. How long will it take for your property portfolio to double in value if you find an area performing better than the norm?

				Capital growth and cash flow

				Although capital growth is the key to achieving your goals, rental yield is important in helping you to actually keep your properties in the long term. In other words, rental income helps you pay all of your ongoing property-related costs. If you are familiar with, or have read books about, positive  cash-flow properties and buying using that strategy alone, you might think that you have everything covered. However, if this is your only strategy, remember that while you can keep the properties forever as they are not costing you anything, if they are not growing in value you are going to need either a lot of properties making you, say, $50 per week, or have them for many,  many years to achieve your passive income goal. I would encourage you to look at your total portfolio realisation; that is, capital growth plus rental yield. We’ll talk about this further in chapter 5.

				
					Toolbox tip

					A positive cash-flow property portfolio alone will not get you to your passive income goals. Remember that passive means you don’t have to do anything. How many properties would it take at $20 a week per property to get your passive income goal? You need cash flow to help you keep and grow your portfolio, and capital growth to grow your portfolio, but then cash out and the income to live the lifestyle you want.

				

				The rule of 72 enables you to look at the capital growth you need from your property to ensure your portfolio is valued at what you need it to be, when you need it to be, to suit your goal. This enables you to put a time frame on your goals so you can start working towards them.

				The foundations of your property success are centred around understanding the property market, factors that affect it and importantly the specific requirements you need for your portfolio. In this chapter we have looked at the concept of setting a financial goal and how your goal should include a specific income amount. As we saw, for many Australian, setting a six-figure goal is possible. You can think big. 

				We then looked at how this can be translated into what a property portfolio should be worth to achieve that income goal and how to determine the time frame to get there. In the next chapter you are going to take these concepts and make them relevant to your specific situation.
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