


What is a cash-flow positive property?

Unlike a negative cash-flow property, a cash-flow 

positive property is an investment that earns more 

than it costs to own. For example, if your investment 

property brings in $30,000 a year in rental income, 

and all costs associated with the property are $20,000 

a year, you would have a positive cash-flow of 

$10,000 a year from that property. 

Sometimes determining whether or not a property is 

cash-flow positive can be difficult to calculate at first 

glance as there are tax refunds and other deductions 

you can claim that help ensure the income outweighs 

the costs of that property.

For instance with a new investment property, you are 

able to claim depreciation on the fittings and fixtures 

in your property. For every dollar that the fittings and 

fixtures depreciate you can claim back an amount 

equal to your marginal tax rate. 

When deciding if a cash-flow positive property is 

right for you, it’s important to look at your investment 

objectives as well as the availability of properties in 

your desired areas. Sometimes cash-flow positive 

properties are hard to find and may be located in 

areas of high rental demand but lower growth than 

negative cash-flow properties. 

As with any investment strategy, it is important to 

consult with experts in the field to help you identify 

the best opportunities for you.
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Example of a Cash-flow positive property

The property purchased below shows a positive cash-

flow of $2154 in the first year with the cash-flow for 

the property increasing year-on-year. 

The property has also experienced reasonable 

capital growth, putting the investor in a good equity 

position to continue purchasing additional investment 

properties. 

INVESTMENT ANALYSIS PROJECTIONS OVER 10 YEARS

Year 1 Year 2 Year 3 Year 5 Year 10

Property value $420,000 $441,000 $463,050 $510,513 $651,558

Purchase costs

Loan amount $421,321 $421,321 $421,321 $421,321 $421,321

Equity $21,321 $19,679 $41,729 $89,192 $230,237

Capital growth rate 5% 5% 5% 5% 5%

Inflation rate (CPI) 4% 4% 4% 4% 4%

Gross rent per week $28,028 $29,149 $30,315 $32,789 $39,893

Cash deductions

Interest (I/O) $25,279 $25,279 $25,279 $25,279 $25,279

Rental expenses $3,822 $3,975 $4,134 $4,471 $5,440

Pre-tax cash-flow -$1,073 -$105 $902 $3,039 $9,174

Non-cash deductions

Depreciation of building $2,500 $2,500 $2,500 $2,500 $2,500

Depreciation of fittings $4,000 $3,467 $3,004 $2,257 $1,103

Loan costs $202 $202 $202 $202 $202

Total deductions $35,803 $35,423 $35,120 $34,709 $34,322

Tax credit (single) $3,227 $2,604 $1,994 $797 -$2,312

After-tax cash-flow $2,154 $2,499 $2,896 $3,836 $6,862
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Key points with a cash-flow positive strategy 
 ∞ Cash-flow positive mean that the asset is self-

sufficient and you do not need to come up 

with additional funds to cover your outgoings. 

This can mean peace of mind for you if your 

circumstances change.

 ∞ The higher the potential rental yield is, the more 

likely it is that your property will fall into the 

Cash-flow positive bracket. Ensuring you invest in 

a market with strong rental demand is important 

for securing a Cash-flow positive property. Given 

the high population growth in Australia’s major 

cities and surrounding suburbs, there are lots of 

opportunities up for grabs in some of the growth 

corridors. 

 ∞ The lower interest rates are, the more likely you 

will be able to achieve a positive cash-flow on 

your investment. 

 ∞ Costs associated with owning a property can 

mean the difference between whether a property 

has a positive cash-flow or not and should be 

considered when making an investment. 

 ∞ The more depreciation you are able to claim on 

a property the better this is for your cash-flow. 

As a general rule, new or near new properties 

offer better cash-flow prospects, since the rate 

at which you can claim depreciation are much 

higher than with longer, established properties.

 ∞ High maintenance costs (usually associated with 

older properties) can have a detrimental effect on 

your positive cash-flow. This serves as another 

reason to go for newer properties which usually 

have lower maintenance costs. 
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 ∞ Using a negative gearing strategy, where you 

have to ‘pay in’ some funds to cover the shortfall, 

means your portfolio expansion is limited by 

the amount of extra cash you can raise to meet 

additional expenses. By following a positive cash-

flow strategy, your expansion will only be limited 

by the amount of equity you have available.

 ∞ Ensuring you invest in a market with strong rental 

demand is important for securing a cash-flow 

positive property. Given the high population 

growth in Australia’s major cities and surrounding 

suburbs, there are lots of opportunities up for 

grabs in some of the growth corridors. 

 ∞ Money generated from a positive cash-flow 

property can be put back into the property via 

extra mortgage payments. Usually, this leads 

to increased equity in the property, resulting in 

added potential for further expansion. 

 ∞ On average most families that have equity in 

their home can comfortably afford 1-2 negatively 

geared investment properties, but beyond that 

will not be able to grow their portfolio without 

a cash-flow positive strategy. The ability to 

purchase more properties means that you are 

able to diversify your property portfolio over a 

number of markets across Australia which is less 

risky than purchasing only 1-2 investments in the 

one city. 

 ∞ Choosing a cash-flow positive strategy can mean 

that you do not have the same level of capital 

growth as you would with a negatively-geared 

strategy. However in most cases you can buy 

more properties as you will not hit a brickwall 

with finance which is common with buying 

negative geared properties.
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How lending ability improves with 
a cash-flow positive strategy

John and Grace Peters: Lending options for a negatively geared property

John and Grace are reaching retirement and while 

they have already made a start on their property 

portfolio, they realise that they still need to invest in 

more properties in the future to fund their retirement.

Combined Annual Income $110,000

Annual rental income on three 
investment properties

$60,000

Monthly repayments on current 
mortgage and investment 
properties

$6,500

The Peters approach the bank for a $400,000 loan 

to purchase another negatively geared investment 

property.

As you can see in the example below, when adding 

a rental yield of 4% on the new property (which is 

approximately $16,000) to the $60,000 they were 

already receiving from the other three investment 

properties, the bank is still only prepared to lend them 

$247,000.
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John and Grace Peters: Lending options for a cash-flow positive property 

The Peters approach the same bank for a $400,000 

loan, but this time they present figures on a positively 

geared property.

The positively geared property is generating a rental 

yield of 9% which is equivalent to approximately 

$36,000 per annum. With the increased income, the 

bank will lend $413,000 which is enough to continue 

building their property portfolio.

An important factor for investors to consider when 

growing their property portfolio is that in order to 

invest you generally need to borrow money. If you 

invest in strategies that are low yielding, you will 

eventually have a serviceability problem and therefore 

can no longer borrow to invest. It is important to 

invest in growth assets but not at the expense of not 

being able to grow your portfolio.
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Why a balanced portfolio is 
crucial to building wealth?

While this report focuses on cash-flow positive 

properties, it is important to understand the 

fundamental reason as to why many properties are 

cash-flow positive and what impact this has on the 

long-term value of your portfolio.

When we consider the returns generated by a 

property, we must take into account the income or 

yield that can be generated by the property, but also 

the capital appreciation through growth.

The reason as to why many cash-flow positive 

properties have higher yields is because the value 

of the property is generally lower than that of 

negatively geared properties. These type of properties 

are generally located in regional areas or growth 

corridors. 

Because the demand for the property is not as high as 

in inner-city locations, the properties do not generally 

experience the same amount of growth. 

If the properties have very little growth over time, it is 

not to say that the rental yields won’t increase due to 

demand in the area. Because the yield is calculated 

as a percentage of the value of the property and may 

grow at a faster rate than the property, this is how 

higher yields are generated.

While the yield may look appealing, we must take it 

into account how a high yielding property with lower 

growth may impact our wealth creation. 

This is why at AllianceCorp we target cash-flow 

properties in regions that have the necessary 

characteristics to forecast growth in property value as 

well as desired rental yields. 
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INVESTOR A 10% GROWTH - 5% YIELD 

INVESTOR B 5% GROWTH - 10% YIELD

Growth vs yield

As you can see below, Investor A focused on a high 

growth property with a low yield, and investor B 

focused on a cash-flow positive property with a high 

yield. Over a ten year period, Investor A’s property is 

now valued at approximately $1 million while Investor 

B’s property is only worth $651,000.

While at first glance you would think that Investor A 

has the better strategy, what we don’t know is how 

this property effected Investor A’s ability to invest in 

additional properties over time - a crucial component 

to building wealth through property investment. 

Perhaps because Investor B had a positive cash-

flow from the get-go, they were able to go on and 

purchase another three or four investment properties 

in other growing markets around Australia. 

Perhaps they went on to receive a similar return on 

investment on their entire portfolio as Investor A but 

spread their risk over multiple locations rather than 

having all their eggs in one basket.  

There is definitely a place for both negatively geared 

and positive cash-flow properties. Which strategy 

is right for you will depend entirely on your own 

individual circumstances. 

Why consider a cash-flow positive strategy   9



Locating cash-flow positive properties

It is important to ensure you are well-informed 

when making a decision about purchasing a cash 

-flow positive property. While there are a lot of great, 

sustainable opportunities in some of the growth 

corridors near Australia’s urban capitals, there are also  

investment options to be wary of.

To help with this research, the following elements 

should be closely analysed:

 ∞ Before considering an individual property 

purchase, it is crucial that you have a clear idea 

about your overall financial position, tax position, 

risk profile and the level of debt with which you 

are comfortable. Taking a closer look at these 

factors and seeking both financial and tax advice 

where necessary should give you a better idea of 

the type of property most suitable for you.

 ∞ Finding the right cash-flow positive property 

for your circumstances will take quite a bit of 

research to begin with. This is a good thing as it 

allows you to learn more about the market and 

more about what you should be aiming for in 

the future. Investigate and analyse the property 

statistics for the area(s) that you are interested in. 

Your state’s Real Estate Institute should be able 

to provide this information. Pay close attention to 

the average rental returns for different areas. The 

higher the better!

 ∞ Conduct your own online research. Property 

listing websites provide great insight into both 

asking prices and possible rental returns. In 

addition, you can conduct research into the area, 

in terms of infrastructure, transport, attractions 

and more using Google Earth’s mapping service.
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Questions?
If you would like to make an appointment, or talk to a member of our 

team about any element of this booklet, please contact us via:

Phone: 1300 728 838

Email: info@alliancecorp.com.au

Web: www.alliancecorp.com.au

 ∞ Once you have found an area of interest, you 

should speak with real estate agents who 

specialise in that area in order to understand its 

pros and cons better. They can advise you about 

local issues and developments that may have an 

impact on the area (i.e. a new shopping centre 

opening up, or a new university being built).

 ∞ Once you have located a property you are 

interested in, it is important that you do your 

best to understand the demographic group that 

would benefit the most from the kind of property 

you are considering. It’s a great idea to do some 

research on your ideal tenant. For example, 

what would they look for in a property? What 

type of transport would they use?  Having this 

information available will help you to choose 

exactly the right property and to prepare it in a 

way that will appeal to the needs of the tenant 

profile you are targeting. 

 ∞ Consider a dual occupancy property. There are 

a number of duplex type properties we have 

sought for clients across Australia. This has 

provided these clients with one property that 

brings in two sets of rental income. 

 ∞ It’s critical to get your figures right. The best 

approach is to utilise software such as Jan 

Somer’s Property Investment Analysis tool.
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