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the guesswork, time and labour involved in building a property investment 
portfolio. We do this by gaining a strong understanding of the financial goals 
of every client, developing a personalised property wealth plan, targeting 
locations and property types nationally, helping each client secure finance and 
managing the settlement process.



Jason Paetow
MANAGING DIRECTOR

Jason Paetow

When it comes to building wealth through property investment, 
investors often are focused on where to buy and what to buy, but 
don’t give enough attention to one of the most important factors: 
Understanding finance and making smart decisions about how they 
borrow money and what strategies they implement that allow for 
leverage and growth.

In order to build wealth through property investment, you need to 
establish a large portfolio over time – one or two properties will just 
not cut it. You need to establish a portfolio of at least half a dozen 
properties.

In order to do this, you have to borrow from the bank. The more funds 
you can borrow the more funds you can invest and therefore fast track 
your portfolio development.

So the first step I want you to think about before you even start 
asking questions about where and what to buy, is to understand 
how financing works and the considerations you need to make when 
developing a finance strategy.

Before any property purchase you ever make, you must ask 
yourself:
• How will this affect my finance position moving forward
• How will this purchase impact my borrowing capacity
• Could this decision or strategy reduce the funds that I can borrow in 

the future to achieve my long-term wealth creation goals?

The long and the short of it is this:
• If you want to retire comfortably and build wealth through property 

investment, you have to build a large property portfolio.
• In order to build a large property portfolio, you need to be able to 

maximise your borrowing capacity with the bank by making smart 
investment decisions.

• In order to make smart investment decisions to maximise the your 
available finance, you have to have an understanding of how finance 
works (and it wouldn’t hurt to align yourself with an expert who can 
guide you through the process).

I hope you enjoy this e-book and gain a good understanding of the six 
essential principles when financing your property portfolio. Feel free to 
get in touch with a member of my team to discuss any element of this 
ebook.
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DISCLAIMER

The information presented, including any accompanying Videos (“the information”), is educational 
and general and it should not be construed as specific investment recommendations or advice. 
You, the reader or viewer, should seek personal advice from a licensed financial services provider 
as to the suitability or otherwise of the information to your individual situation before you make any 
financial decision.
The laws relating to investment, taxation, benefits and the handling of money, and their 
interpretation and implementation by government authorities, are constantly changing and while 
every care has been taken to ensure the accuracy of the information: AllianceCorp, its employees 
or agents give no guarantee as to the accuracy and/or completeness of the information and accept 
no responsibility or liability (which is excluded to the fullest extent permitted by law) for any action 
taken by you on the basis of the information. Without limiting the generality of the foregoing, Jason 
Paetow and AllianceCorp make no representation or warranty, express or implied, as to the results 
to be obtained by you from the use of the information.



FINANCING YOUR PROPERTY PORTFOLIO 5

PROPERTY INVESTMENT FINANCE 
FUNDAMENTALS:
Before diving into the principles, it is important that you have a general understanding of how finance works for 
property investment and some of the key terms that are used.

WHO LENDS MONEY FOR PROPERTY INVESTMENT LOANS?
In Australia there are a number of credit providers that offer home loans. The most common is the major banks 
(Westpac, NAB, Commbank etc.) however there are other lenders who offer home loans you might have heard of 
(RAMS, Aussie etc.) All credit providers must be licensed with ASIC.

WHAT IS A MORTGAGE/FINANCE BROKER?
A finance broker negotiates with banks, credit unions and other credit providers on your behalf to arrange loans. A 
mortgage broker is someone who specialises in home loans.

Finance or mortgage brokers can offer you a variety of loan options and sometimes can provide you with more 
choice than dealing with one bank who will be limited to a particular range of products that might not suit your 
needs or give you the best value for your money.

When engaging a mortgage broker for property investment, it is important to align yourself with a professional that 
understands long-term property investment strategy and gives you the right guidance to help you achieve your long-
term goals.

WHAT DIFFERENT TYPES OF PROPERTY INVESTMENT LOANS ARE AVAILABLE?
Principle and Interest Loan – The principal represents the amount of money borrowed. The regular (usually 
monthly) repayments consist of two components. One part is the interest on the loan and the second is a 
contribution towards the principal, so that in time the loan is completely repaid.

Interest-Only Loan – Interest-only loans mean that you only need to pay the interest on the loan, with no principal 
contribution. This loan maximises your cash flow and allows you to service the loans on many more properties. The 
amount borrowed with an interest-only loan remains constant.

Credit Line Loan – Credit line loans requires the bank to take your property as security and gives you a credit facility 
to a predetermined upper limit. You are then able to redraw and repay at will, but you only pay interest on the 
outstanding balance.

Personal Loan – A personal loan is where the lender relies solely on your personal credibility to advance the loan, 
which often comes with a high interest rate.

HOW DO LENDERS DETERMINE WHO THEY LEND MONEY TO?
If you visit any of the major bank websites, you will find a borrowing calculator. Lending institutions will only lend 
you money if they are confident that you will be capable of making the required repayments on that loan – this is 
referred to as serviceability.

Your ability to service a loan is calculated by taking into account:
• How much regular income you receive. This can include employment income, rental income from existing 

properties etc.
• Your liabilities: This can include any repayments required on existing loans, credit cards, personal loans, car loans 

etc. This also includes your general living expenses.
• The number of dependants you have (children under 17 or non-working partner) will also impact your ability to 

service a loan.

When it comes to property investment, lenders will only lend you a portion of the value of the property and require 
that you have enough funds to cover a deposit for the property and any establishment costs.

How much a lender is prepared to lend you will depend on the loan to value ratio for the property.
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LOAN TO VALUE RATIO (LVR)
LVR is the proportion of money you borrow (loan) compared to the value of the property.

Finance lenders will examine your LVR before agreeing to give you the money needed to purchase your property as 
a way to assess your risk as a borrower.

The higher your LVR, the more of a risk you potentially are to your lender.

To calculate your LVR, your lender will divide the value of the property (the purchase price) by your deposit to 
ascertain the amount of money you need to borrow (the loan value).

E.g. If you are buying a property which is $500,000 and you have a $100,000 deposit (20%), you would need to 
borrow $400,000

400,000 ÷ 500,000 = 0.8

0.8 x 100 = 80, which makes your LVR 80%.

If your LVR is over 80%, you will need to pay Lenders Mortgage Insurance.

WHAT IS LENDERS MORTGAGE INSURANCE?
Depending on your lender’s requirements, Lenders Mortgage Insurance allows you to borrow up to 95% of the 
purchase price of your home, with a lower deposit than is usually required.

Traditionally, lenders require borrowers to have at least a 20% deposit. However by using Lenders Mortgage 
Insurance, lenders are able to offer lower deposit home loans.

LOAN TO VALUE RATIO =
MORTGAGE AMOUNT

APPRAISED VALUE OF PROPERTY
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Lenders Mortgage Insurance protects the lender if a borrower is unable to meet their mortgage repayments and the 
property has to be sold. If the proceeds from the sale of the property are insufficient to cover the outstanding loan 
balance and other costs incurred by your lender in relation to enforcing the mortgage, the lender is able to claim any 
shortfall in accordance with the terms of the insurance policy.

Unlike traditional insurance products, there is a one-off premium payable for LMI. This premium is charged by the 
LMI provider to the lender, who typically passes this cost on to the borrower. The premium is payable when the 
loan funds are advanced and provides cover for the full term of the loan. The cost of Lenders Mortgage Insurance 
varies depending on the amount of the loan, the level of your equity in the security property, and the level of risk 
associated with the particular loan product. Some lenders will allow you to add the cost of the LMI premium on 
to your loan meaning you will not have to pay this amount upfront. Your loan repayments will instead increase 
marginally to cover the cost of the LMI premium.

WHAT IS EQUITY?
Equity is what makes up the difference between the market value of your home and the balance of your mortgage.

Your home might be valued at $650,000 and the balance of your mortgage is $450,000. The $200,000 difference is 
your equity.

WHAT IS A MASTER FACILITY?
A master facility is essentially a type of loan account that is setup to fund your investment portfolio. This is created 
using a percentage of the equity in your home.
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The type of loan account is usually referred to as an offset account, redraw facility or line of credit. Once you have 
established this account, you can use the funds to secure the deposits for your investment properties and manage 
all cash flows associated with your properties.

For instance, have a look at the diagram over the page to explain how a master facility works. In this diagram, the 
house is valued at $700,000 with a mortgage balance of $250,000.

1. In this example, the master facility account has been created using 80% of the equity from the hobut 
it is possible to create a master facility using as much as 90% of the equity in your home. To cal-
culate the master facility in this example, you take the total value of your home, multiply it by 80% 
and then deduct the value of your mortgage. Using this formula, you can see that the master facility 
is valued at $310,000. Please note that the mortgage on your house has not increased, you have 
merely leveraged the equity in your home to create a separate account which has funds available to 
be used for investment purposes.

2. A portion of the master facility is allocated as the deposits and establishment costs used to fund the 
purchase of two investment properties. 

• The benefit of funding your investment property deposits this way is that: You don’t have to secure the properties 
against your home – standalone finance.

• Using high Loan: Value Ratio means you can use smaller deposits and therefore have more funds available to buy 
more properties in the future

3. Use some of the funds in the Master facility to cover deposits and costs to purchaseinvestment 
properties. This means you don’t have to secure the properties against the home – stand alone 
finance. Using high LVR’s means you can use smaller deposits and there fore have morefunds avail-
able to buy more properties.

4. This depicts the two investment properties you have purchased, each valued at $500,000

5. Use the master facility to manage all the cash flows

• Tax deductions and rental income will be paid into the facility

• The facility will cover expenses including the interest on the loan and the master facility itself

• With the master facility you don’t need to contribute any or your own funds and can therefore preserve your 
current lifestyle

6. This depicts a buffer amount that is built into your master facility. This helps you rest easy knowing 
that if any unforeseen circumstances arise, you will have funds available to continue servicing any 
expenses relating to your investment portfolio i.e. your property is vacant for a period of time, there 
is unforeseen maintenance costs required for the property, you lose your job and require funds etc.

7. As your properties increase in value you will transfer the equity across to the master facility. This will 
increase the funds available to buy more properties to help you continue building your wealth and 
achieve your financial goals.
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1. INVESTMENT DEBT IS YOUR 
FRIEND
So many people are terrified of debt which scares them off purchasing investment properties.

When you understand finance, you will understand that there is good debt and bad debt.

Borrowing money to make a smart investment purchase that will give you significant growth over time is good debt 
and an essential part to building wealth through property.

Becoming comfortable with debt is one of the biggest challenges I see new investors struggling with, particularly the 
older generation who have had it engrained in them that debt is always a bad thing.

Once you learn about how finance works and how borrowing money is an important part of building your investment 
portfolio you will start to change your mindset and understand how debt can actually be your friend – if it is 
understood and managed effectively of course!

When we run workshops, we always ask the question, “Raise your hand if you would like to have $2 million worth of 
debt.”

No one puts their hand up.

When I say that the debt is $2 million towards an investment portfolio valued at $4 million all of a sudden everyone 
raises their hands. 

SO LET’S BREAK IT DOWN, WHAT IS THE GOOD, 
THE BAD AND THE UGLY OF DEBT:
BAD DEBT: BORROWING MONEY FOR A DEPRECIATING ASSET OR CONSUMABLES AT A 
HIGH INTEREST RATE
• Borrowing funds on high interest rates (20%). An example of this is credit card debt – it is something you want to 

avoid and have paid off as quickly as possible.
• Using the funds to purchase consumables that are depreciating in value (appliances, cars etc.)
• Personal loans where the repayments are not tax deductible.

GOOD DEBT: BORROWING FUNDS FOR AN ASSET THAT APPRECIATES
• Borrowing funds on low interest rates (home loan rates)
• Investing the funds in an asset that is increasing in value over time – the growth in value of the property 

outweighs the costs to you.
• You can claim the interest repayments and receive tax deductions

Good debt will enable you to buy property, build a successful property portfolio and achieve your financial goals.

Understanding your finance and debt is one of the most important vehicles you have to build wealth through 
property investment.
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WHAT HAPPENS IF THE PROPERTY DROPS IN VALUE AND I HAVE VERY LITTLE EQUITY?
Contributing small deposits to your property purchase means that you will have less equity in your portfolio. If you 
purchase a property using a 90% loan to value ratio and the property drops in value by more than 10% you will be 
in a negative equity position. This can be a concern when leveraging against shares because the banks can issue a 
margin call where you are expected to repay some of the loan. This does not happen when lending against property 
as the banks are confident that over the long term the values will return. Provided you are investing for the long 
term, short term correction in the market shouldn’t become too much of a concern as generally your cash flows 
remain the same so you just need to be patient and wait for the market to recover.

WHAT ABOUT THE COST OF LENDERS MORTGAGE INSURANCE WHEN BORROWING 
ABOVE 80%
Lenders Mortgage Insurance (explained earlier in this book) is great for investors because it means that even with a 
small deposit, you have the potential to purchase a property sooner.

While LMI costs vary from lender to lender and often depend on your loan to value ratio, generally the increase in 
capital growth for the property will quickly outweigh the cost of LMI.
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2. LEVERAGE IS THE KEY TO A 
SUCCESSFUL PORTFOLIO
A key advantage of property investment when compared to other popular investment vehicles (i.e. shares and 
managed funds) is the leveraging capability.

While the rate of return of shares versus property can be quite similar when averaged out over the long term, 
because you can borrow far more money when investing in property rather than shares, you have the ability to 
invest far more money and in turn see greater returns on the same dollar investment.

LET’S HAVE A LOOK AT SOME OF THE ADVANTAGES AND DISADVANTAGES OF SHARES VS 
PROPERTY:
PROPERTY SHARES
Property is tangible Returns are comparable with property

Over the long term it always increases in value Shares are more liquid and the transaction costs are 
lower

The returns are similar to shares over the long term Your property can sit vacant unlike shares
It’s a safer form of investment, evident in that banks will 
lend you almost 95% of the value

Most investors will only leverage their funds to 50%

when investing in shares and banks will limit LVR’s on 
shares.

You can improve the asset
Most investors will leverage up to 90% when investing in 
property

While we always recommend utilising a diverse range of investment options, as a property investment group we see 
a key advantage when investing in property above all other options is the leveraging capability.

When we talk about leverage in relation to property investment, what we mean is how much an investor can borrow 
from the bank in relation to the capital invested.

LET’S HAVE A LOOK AT THE LEVERAGING CAPABILITY OF PROPERTY VS SHARES WITH A 
$100,000 INVESTMENT:

SHARES $ PROPERTY $
CAPITAL 100,000 100,000
LEVERAGE (AMOUNT THE BANK IS PREPARED TO LEND IN RELATION 
TO THE CAPITAL INVESTED)

50% 90%

DEBT 100,000 900,000
TOTAL INVESTMENT 200,000 1,000,000
RETURN ON INVESTMENT PERCENTAGE 10% 10%
VALUE OF RETURN ON INVESTMENT 20,000 100,000



FINANCING YOUR PROPERTY PORTFOLIO 12

As you can see by the example above, while shares are generally similar to property in overall returns, because 
youcan leverage the capital invested at a much higher rate and therefore invest more, you have the ability to greatly 
increase your return on investment.

The fact that a bank is prepared to lend a much larger percentage of funds from property rather than shares is 
another reason to justify why property is a safer form of investment.

DO CERTAIN TYPES OF PROPERTY OFFER BETTER LEVERAGE?
Yes, greater leverage can be achieved in a number of ways:
• Buying cash flow positive properties will increase your borrowing capacity enabling you to borrow more funds 

provided you have money to cover the deposit and purchase costs.
• Buying low establishment cost properties (including properties with low stamp duties such as a new property) 

means that because your costs are low, you will have more funds available to buy more properties.
• Making smart investment decisions that will see your property grow in value quickly will provide more equity and 

therefore, a greater capital level to borrow against, assisting you to fund future investment opportunities.

EXAMPLE:
Client has 100k to invest

They can either:

OPTION A
Buy one investment property valued at 500k using a LVR of 80% to avoid the LMI cost of 12k

OR

OPTION B
Buy two investment properties valued at 500k each using a LVR of 90% and pay the LMI of 12k on each loan. 

Assuming the total return is 10%, Option B is now generating a 10% return on a million dollar investment rather 
than 10% on a 500k investment. The investor is effectively doubling their returns. Also the cost of the LMI is only a 
once off payment which can also be capitalised to the investment loan so you don’t have to pay it until you sell the 
property.

If you sell the property in 10 years and the property has doubled in value over that time, are you really going to care 
about having to pay the LMI?
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3. UNLOCK YOUR EQUITY
Home-ownership has always been incredibly important to Australians. We call this the “Great Australian Dream” 
where almost every Aussie kid grows up with the goal in mind to one day purchase a home and start a family.

Many Australians have gone on to achieve their dream and at the same time, the property market in Australia has 
continued to experience consistent growth. So without even trying many Australians are sitting on a large reserve of 
equity.

WHAT IS EQUITY?
Equity is simply the difference between what your property is worth and what you owe on it. So for instance, if you 
purchased a property in the nineties for $200,000 where you borrowed 80% of the purchase price on an interest 
only loan, you would owe $140,000. Your equity position in 1990 was $60,000. Now say over the last 25 years, the 
value of the property has grown to be worth $1 million and you still owe $140,000, your equity position has grown to 
$860,000.

Equity that is sitting in your home that you do nothing with is referred to as “Dead Equity”.

What you can do instead to put that equity to good use, is use some of the equity in your home to fund the deposit 
and establishment costs required to purchase an investment property.

For instance, the person in the previous case study could have used a portion of the equity in their home to fund the 
purchase of an investment property ten years ago valued at $300,000 at the time of purchase. If this property also 
doubled in value over the last ten years, the investor would have increased their equity position by another $300,000 
with minimal effort.

Doing nothing with the large amount of equity in your home does come at a cost for you – this is your opportunity 
cost.

COMMON MISCONCEPTIONS AND QUESTIONS ABOUT USING THE EQUITY IN YOUR 
HOME:
“I have worked really hard to pay off my home loan; I don’t want to increase my mortgage”

When unlocking or releasing your equity to make an investment property purchase, you are not increasing your 
mortgage. You are simply reorganising your equity to make your money work for you.

For instance, the equity you release from your home will sit in a separate account and only be used for investment 
purposes. Any interest expenses you incur will often be covered by tax deductions and rental income received for 
the property.

Your out of pocket expenses should hardly change, all that will change is the wealth you create over time, for little 
effort.

“Will the bank want me to pay back the equity I use from my home loan?”

Banks are in the business of lending money. The reality is that they don’t want people to pay back their loans, 
otherwise how would they generate income?

Often when releasing equity and establishing a loan for investment purposes, the loan will be an interest only loan 
for a fixed period of time, such as ten years. At the end of the ten year term, the loan will simply be rolled over for 
another term or refinanced.

The only time you are required to pay back the balance of the loan is if you sold the property that the loan was 
secured against.
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4. PROTECT YOUR BORROWING 
CAPACITY
Protecting your borrowing capacity is often one of the most misunderstood principles when building a property 
portfolio, yet one of the most important.

Most people understand that when you take out a loan to purchase a property, you require money to cover the 
deposit for the loan and purchase costs. In many cases this is as little as 10% - 15% of the purchase price.

But what they sometimes overlook is that in order for a bank to grant you a loan, you also need to be able to prove 
that you can service that loan.

Just because you might have a lot of equity that can be used to purchase a property, if the bank is not satisfied with 
your ability to service the loan, they are unlikely to grant you a loan.

This is where you need to make smart investment decisions that don’t overly impact your loan serviceability so you 
can continue to borrow funds in the future to expand your portfolio.

HOW DO THE BANKS DETERMINE YOUR BORROWING CAPACITY?
The main lending criteria that lenders use to determine your borrowing capacity are:

1. Status – are you a stable person in the community?

2. Security – What can the bank keep to ensure you repay the loan?

3. Serviceability – Will your income streams cover the loan?

STATUS
Aside from your cash flow and basic info such as your name, address and phone number the lender will also want to 
know:
• Are you an Australian resident?
• How long have you lived at your address?
• Are you self-employed?
• How long were you in your last employment?
• How many kids do you have?
• Have you been bankrupt?

The more stable you are the more confident the banks will feel about your ability to take on debt.

SECURITY
When lending for investment purposes such as purchasing a property, the banks will require you to provide security 
to ensure you will pay the debt. That way if you can’t repay the debt, the banks will sell the asset you put up as 
security to recover the debt. Your security is generally a combination of the deposit you pay towards the loan and 
the investment property itself. If you have cross-collateralised the investment loan against your home, this property 
will also become security for the banks.
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SERVICEABILITY
This is your ability to cover the repayments based on your current financial position. People often get confused with 
serviceability especially when they have plenty of equity. They don’t realise that when the banks look at how much 
you can service this does not involve reviewing your equity. Servicing is simply to do with your cash flows. Are you 
receiving enough income or tax deductions to cover all of your liabilities?

Equity is not used to calculate your borrowing capacity. You could purchase a property for $500 today and a year 
later it is worth $1 million. Will this increase your borrowing capacity? No. Only if your rental income increases. 

HOW DO YOU PROTECT YOUR BORROWING CAPACITY BY MAKING SMART INVESTMENT 
DECISIONS?
Aside from doing your best to retain your income levels and not let your living expenses get out of control, the 
biggest impact on your borrowing capacity will be the types of property you buy. There are three types of property 
that will affect your borrowing capacity:

Negatively geared

These are properties where the rental income and tax deductions are not enough to cover all the property costs. 
Often people will purchase negatively geared properties close to a city centre where property prices are traditionally 
higher. This kind of strategy is used when the capital growth rate of this property type is high.

However, when purchasing these properties you are taking on more liabilities, therefore your borrowing capacity will 
reduce which will impact your ability to increase your property portfolio.

Neutrally geared

This is where the rental income and tax deductions are enough to cover the costs of owning the property. In this 
situation your borrowing capacity does not change.

Cash flow positive

This is where the rental income and tax deductions you receive for the property are greater than the costs and 
therefore you are generating additional income. This additional income will increase your borrowing capacity.
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SO WHAT DOES ALL THIS MEAN?
We recommend that you never buy investment properties without understanding your current borrowing capacity 
and how your next purchase will impact your borrowing capacity moving forward. The question you always need to 
ask is, “Will this purchase prevent the banks from lending me money for the next purchase?”

As a guide, keep in mind the following:
• Use a serviceability calculator to understand your current borrowing capacity.
• If you borrowing capacity is below $600,000 you will need to consider cash flow positive properties as your first 

investment strategy, otherwise your borrowing capacity will drop too low and the banks will stop lending you 
funds. Also remember your borrowing capacity not only needs to cover the loan on the investment property but 
also the equity you may want to release from another property to cover the deposits, establishment costs and 
put in place your buffer.

• If you borrowing capacity is well above $600,000 and you chose to purchase a couple of negatively geared 
properties as your first investment strategy, remember to always check how this will impact your borrowing 
capacity moving forward.

• The key when building a property portfolio is to build a balanced portfolio including negative, neutral and cash 
flow positive investments. This way you can manage and protect your borrowing capacity to ensure you don’t hit a 
brick wall with finance.

CASE STUDY:
Comparing the impact on borrowing capacity when purchasing mainly negative geared properties, versus purchasing 
a combination of negatively geared and cash flow positive properties:

INVESTOR A: PREDOMINANTLY NEGATIVELY GEARED STRATEGY
• This investor purchased their first property investment for $500,000. As the income and tax deductions received 

for the property were lower than the property costs this property was negatively geared.
• The investor purchased their second investment property utilising the same investment strategy as their first. 

Property value was $500,000 and the property was negatively geared.
• When they went to buy the third property, the bank refused to lend them the funds as their borrowing capacity 

was now too low.
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INVESTOR B: BALANCED STRATEGY UTILISING BOTH NEGATIVE AND POSITIVELY GEARED 
PROPERTIES:
• Investor B understands the importance of building a large portfolio and ensures that each property purchased, 

does not have a dire effect on their overall borrowing capacity.
• They first purchase a negatively geared investment property for $500,000 which slightly decreases their 

borrowing capacity.
• They decide that their next purchase needs to be a cash flow positive option so that the income and deductions 

they are receiving for their portfolio is outweighing the expenses incurred by their portfolio, subsequently 
increasing their borrowing capacity.

• As a result of their second purchase being cash flow positive and the increase to their borrowing capacity, they 
can now go on and make their third purchase.

• With each purchase they make, Investor B ensures their cash flow and borrowing capacity is not effected and can 
go on to develop a large, diverse and balanced portfolio comprising both negatively geared and cash flow positive 
properties.
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5. CREATE A BUFFER TO PROTECT 
YOUR CASH FLOW AND MAINTAIN 
YOUR LIFESTYLE
For many clients, one of the biggest risks when investing in property is the impact it can have on their cash flows.

The great thing about long term property investment, is even when there are dips in the market, it mostly recovers 
over time. However, if you do not ensure that your cash flows can handle changes to your circumstances, this can 
place you at great risk

History has shown us that a typical property cycle runs for approximately eight years. During this cycle, your property 
will increase in value, possibly drop slightly in value and sit flat for a while before it increases again. This is perfectly 
normal. If your property drops in value, the bank doesn’t call you up and advise that you have to repay some of the 
loan because your property is now worth less on paper. Unless you plan to sell the property there is no realised loss. 
You simply hold onto the property, ride through the cycle and wait for the property to grow in value again.

However if you run out of necessary cash to maintain your property portfolio, you may be forced to sell your 
property. If this happens during a dip in the market, you can lose money.

This is why understanding finance and ensuring you have a buffer in place to protect your cash flows is a critical 
component of property investment strategy.

WHAT IS A BUFFER?
A buffer is a sum of funds that you put aside to ensure that if any changes to your circumstances take place, you 
have enough money to cover any costs associated with your property portfolio until your circumstances improve.

You can save this money in an offset account or your master facility so that it reduces the balance of your loan while 
you are not using the funds, but you will have easy access to this money if you need it.

UNDER WHAT CIRCUMSTANCES MAY I NEED TO USE MY BUFFER?
• If you are using your income to supplement your investment loans and for whatever reason you lose your job, 

your buffer will be used to maintain the property costs until you find another job. This is only relevant if your 
property investment is negatively geared – that is, when the income and tax deductions received on the property 
are not enough to cover all the outgoings and interest repayments. This strategy is typical when you are targeting 
high growth areas where the increase in rental income does not keep pace with growth and rental yields reduce 
over time.

• Your property is vacant. At the end of a lease, your property could sit vacant for a number of weeks before it is let 
again. This is not something you should be too concerned about if you have a good property management team 
and have purchased in a high demand location.

• Interest rates increase – if the loans that you use are variable and interest rates go up, you may have a situation 
where your interest repayments outweigh the income you receive for the property.

• Unforeseen maintenance expenses – for example, the hot water service needs replacing.

All of the circumstances listed above can be very stressful for an investor that does not ensure they have an 
adequate buffer in place to protect their portfolio.

USING YOUR MASTER FACILITY AS YOUR BUFFER AND MAINTAIN YOUR LIFESTYLE
As explained earlier in this booklet, your master facility is what builds your portfolio and manages all its cash flows.

It also includes a buffer to ensure that if any unforeseen circumstances arise that affect your cash flow, your portfolio 
is self-sufficient until your circumstances improve.
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BENEFITS OF A MASTER FACILITY:
1. Your portfolio is standalone

By releasing your equity into a master facility you make funds available to use for the establishment costs for new 
investment opportunities. This way you do not need to cross-collateralise your investment properties to your home 
which is not recommended.

2. Your cash flows are protected

All the rent and tax deductions are paid into the master facility and all the expenses are drawn out of the facility. You 
don’t need to contribute any of your own funds provided you have a buffer in the facility.

3. Tax effective

By using the one account to manage only the cash flows and expenses on your portfolio it makes it very effective for 
taxation purposes.

4. Portfolio management

By having the one account that manages all your cash flows and holds all your releasable equity it makes it much 
easier to manage your portfolio.
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FAQ’S
HOW MUCH BUFFER SHOULD I HAVE?
This depends on the client’s individual circumstances – do they have a dual income, what is their equity position etc. 
The amount included as a buffer is also relevant to the type of investment strategy that has been utilised:

Cash flow positive property

If the property is cash flow positive, you don’t generally require a significant buffer, but as a guide it might be wise to 
have 1-2% of the value of the property sitting in the buffer.

Neutrally geared property

We would suggest approximately 2-3% of the value of the property is used as a buffer

Negatively geared property

For a negatively geared property, we would suggest you retain holding costs to cover between 2-3 years of property 
expenses in the event that you could not cover these costs yourself.

HOW DO I TOP UP MY MASTER FACILITY?
You can contribute your own funds to increase your master facility, however we recommend you only do this if all 
your personal loans and personal debt is paid off. This is because there are no tax deductions available for your 
personal debt, however expenses that are incurred for your investment loans are tax deductible.

In most instances, a master facility is topped up by having your investment properties revalued every 12-18 months. 
Any capital growth in the property can be redrawn and deposited into your Master facility, therefore increasing your 
buffer and creating more available funds to grow your property portfolio.

Cash flow positive properties will also increase your buffer – so once all property costs are paid, there is income left 
over that is deposited into the master facility.

WHAT TYPE OF LOAN IS A MASTER FACILITY?
There are a variety of different loan products and accounts that can be used to make up your master facility.

Examples include an offset account, line of credit or redraw account.

ARE THE INTEREST RATES HIGHER ON A MASTER FACILITY?
Generally they are not higher but can vary by approximately .5%.

WHEN DO I HAVE TO PAY OFF THE MASTER FACILITY?
The master facility will generally be set up as an interest only loan so there are no requirements to pay the principle 
– just the interest repayments which we aim to ensure are covered by tax deductions and rental income.
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6. WORK WITH A PROPERTY 
INVESTMENT FINANCE SPECIALIST
When you are embarking on a journey of building a property portfolio, it’s important that you have your loan 
structures properly set-up. As we often talk about in our educational material, most people require a large portfolio 
of six plus properties to achieve their financial goals. The last thing you want is that the loan structure of your first 
or second investment restricts your ability to grow your portfolio to the number of investments you require to meet 
your goals.

A Mortgage Broker who specialises in helping their clients build and grow their property portfolio will ensure you are 
matched with the right finance strategy from the get go.

There are multiple factors they will consider:
• Utilising a variety of lenders in the right sequence
• Right product mix to support your property plan
• Maximum utilisation of clients borrowing capacity for now and into future purchases
• Structuring loans to the best advantage around debt reduction.
• Helping you manage your risk by building cash flow buffers into your finance strategy
• Helping you establish a master facility to manage your investment portfolio with multiple lenders
• Avoiding cross-securitisation of properties in particular your own home
• Navigating the valuation game
• Safely borrowing in the most suitable structure for your circumstances
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CASE STUDY:
JOHN AND SARAH
John and Sarah are a working couple with two small children. They have some equity in their home are thinking 
about what more they could be doing to secure their future. They decide to build a property portfolio.

They decide to contact both a Bank Loans Officer and a Property Investment Finance Specialist to evaluate what 
options are available.

EXPERIENCE WITH BANK LOAN OFFICER:
• They meet with a Bank Loans Officer who enters their details into a lending calculator to determine what they can 

borrow.
• The Bank Loans Officer recommends an investment loan and suggests cross-collateralising their investment loan 

to their home so they don’t have to pay Lenders Mortgage Insurance.
• Based on their financial position and this loan structure, they will be able to purchase one investment property 

now and another in 4-5 years.

EXPERIENCE WITH PROPERTY INVESTMENT FINANCE SPECIALIST
• After learning that John and Sarah want to retire in 15 years and require a portfolio of over six properties in order 

to do so, The Finance Specialist advised that it was very important that the couple make investment decisions that 
don’t max out their borrowing capacity. The Finance Specialist identified what cash flows would be required and 
provided an insight into the types of properties that delivered required cash flows.

• The Finance Specialist also showed the couple strategies to manage their cash flows including creating a buffer 
so that John and Sarah didn’t have to worry about their ability to service a loan if their circumstances changed or 
their property was vacant.

• The Finance Specialist advised not to link the investment property to their home.
• The Finance Specialist recommended that the couple use multiple lenders rather than the one bank as this would 

provide them with access to a greater range of lending products and would also increase their ability to borrow in 
the future. This ensured that one institution would not have control over their property portfolio.

• The Finance Specialist showed the couple how to release the equity from their investments in the future to allow 
them to grow their portfolio further so they could reach their financial goals.

• The Finance Specialist also explained how the valuation industry works so there were no surprises down the track 
for John and Sarah.

CONCLUSION:
The couple decided that The Finance Specialist had more insight to offer them and decided to work with her.
• They were able to purchase two properties immediately and went on to purchase a third property two years later.
• They put in place a buffer to protect their cashflows, which made life easy for the couple when Sarah decided to 

take some time off work whilst having their third child.
• The finance strategy that they put in place would allow them to go on to establish a portfolio of seven properties 

within 10 years. Had they gone with the bank, they would only have been capable to purchase two-three 
properties.

Specialist advice made all the difference for John and Sarah. They were able to grow their wealth by several hundred 
thousand dollars more with The Finance Specialist’s recommendations. When it comes to financing your property 
portfolio, ensure that your lender specialises in property investment.
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