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NEGATIVE GEARING EXPLAINED
There has been a bit of discussion on negative 
gearing in the Australian media lately. So what 
exactly is negative gearing, how does it work 
and what are the pros and cons to having a 
negatively geared investment property?

WHAT IS NEGATIVE GEARING?
In Australia, the costs associated with earning 
income are generally tax deductible, so 
negatively geared properties attract certain tax 
concessions for investors.

In a nutshell negative gearing is when you 
borrow funds to purchase an investment 
property, and the cost of holding and managing 
that investment property is more than the total 
income the property brings in. Costs include 
tax depreciation on the property and interest 
charged to the loan, but not the cost of the 
principal (capital repayments). 

HOW DOES NEGATIVE GEARING WORK?
According to taxpayer.com.au, in the below 
scenario, an investor has a net salary after tax 
deductions of $50,000 and borrowed $102,000 
at 10% interest a year to buy a property. Income 
from this investment property for the year comes 
in at $6,240 (which is after deductible expenses 
other than interest).

The tax payable on the $50,000 net salary 
without the negatively geared investment 
property would otherwise be $8,850, so $1,488 
less has been paid in tax.

WHEN TO USE A NEGATIVE GEARING STRATEGY
The very nature of negative gearing means your 
investment property is essentially being held at 
a loss.

If you have the funds to cover the shortfall 
between the cost of holding the property and the 
rental income, then you may be able to purchase 
a negatively geared property. 

Holding a negatively geared rental property 
long-term may see the investment gain capital 
growth, which essentially means the property is 
valued higher than the original purchase price. 
Or it may become a positively geared property if 
the local rental market changes – this essentially 
means the rental income starts to outweigh any 
associated costs.

However there are no guarantees, which is why 
this strategy is sometimes called speculative 
investing.

Negative gearing requires you to have the 
income to make up the shortfall between the cost 
of holding the property and the rental income, 
so if this shortfall is made up of income from 
elsewhere, for example your full-time job, this 
strategy may not be suited to those close to 
retirement or about to leave the workforce.

While the debate on whether or not positively or 
negatively geared investment properties are the 
better option for investors, the truth is there is 
no definitive answer. Both have their merits and 
drawbacks, and both cash-flow structures are 
currently possible in Australia. 

It really comes down to your financial situation 
and the type of investment property you are 
considering. 

TAXABLE SALARY $50,000

PLUS NET RENTAL RECEIPTS $6,240

TOTAL ASSESSABLE INCOME $56,240

LESS INTEREST DEDUCTION -$10,200

TAXABLE INCOME $46,040

TAX PAYABLE (EXCLUDING MEDICARE) $7,362

Our absolute commitment is your complete assurance.

http://harcourts.com.au/content/property-management/


While every effort has been made to ensure that the information in the publication is accurate  
we recommend that before relying on this information you seek independent specialist advice.

THE BENEFITS OF PET-FRIENDLY 
INVESTMENT PROPERTIES
According to Australian Bureau of Statistics 
2.16 million renting families are pet owners 
– and over 60% of Aussie families have 
pets. That’s a lot of potential tenants you’re 
potentially missing out on if you list your 
investment property as having no pets 
allowed.

The thing that most investors don’t realise is the 
benefits of allowing pets in your property may 
outweigh the negatives. Here a few examples…

YOU’LL WIDEN YOUR RENTAL POOL 
With literally millions of pet owners looking 
for a place to rent, shutting the door on those 
with pets limits your potential pool of tenants, 
including those who may wish to get a pet in 
the future.

YOU’LL ATTRACT RENTERS WHO MAY OTHERWISE BUY
Not being able to find pet-friendly homes is one 
of the most cited reasons renters turn to buying. 
The freedom to have pets and not worry about 
finding suitable accommodation for the whole 
family can turn a lot of happy renters towards 
buying their own home sooner. After all, no one 
wants to lose a member of the family.

TENANTS ARE WILLING TO PAY SLIGHTLY MORE RENT
A lot of pet owners are reasonable about the 
amount of rent they’ll pay in order to have a pet 
in the home. Discuss up-front the possibility of a 
slightly higher amount in rent in exchange for a 
pet-friendly rental.

YOU’LL HAVE LOYAL TENANTS
Most tenants will ensure their pets are well-
behaved knowing how hard it is to find another 
pet-friendly property and you’ll have more 
loyal tenants for the same reason. Knowing 
that the majority of rental properties are not 
pet-friendly means you’ll have an advantage on 
the competition and will more than likely have 
tenants who will stay long-term.

PETS CAN HELP WITH SECURITY
Dogs can increase the feeling of safety and well-
being for your tenants, as well as reduce the risk 
of a possible break-in. And it’s not just large dogs 
that can deter burglars. Smaller breeds who may 
be more prone to sounding the alert when someone 
unfamiliar enters the property can be equally 
deterring. So allowing pets could keep both your 
tenants safe and further protect your property.

IN SOME STATES YOU MAY BE ABLE TO NEGOTIATE A PET BOND AMOUNT
In some states within Australia, you may 
also be able to negotiate to have a separate 
pet bond in the event a pet causes damage to 
the property. This will need to be negotiated 
up-front, and should consider the age and 
condition of the property as well as the rental 
amount being paid.

Alternatively you could negotiate to have the 
tenant pay for an annual clean if they have a pet.

Still worried? Ask your prospective tenant if 
they wouldn’t mind supplying a reference for 
their pet. A reference could include a detailed 
description of the pet’s size and nature, and 
include a reference from a third-party – such as 
their vet. 

If you’re a renter looking for the perfect 
property for you and your pet, why not find a 
suitable home and ask the landlord/property 
manager if they’d be willing to consider a pet if 
you negotiated terms like paying slightly more 
in rent, or agreeing to a pet bond.
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