
STRATEGY | REAL-LIFE INVESTORS

56 NOVEMBER 2015  |  yourinvestmentpropertymag.com.au

After a marriage break-up some years ago, 
and having just recently finished paying 
financial support for his now adult children, 
David is looking at kick-starting a property 
portfolio to secure his retirement. To help 
him map out the best strategies, we enlisted 
the help of property advisor and coach 
Ben Kingsley of Empower Wealth Group 

GAME PLAN:

How to 
start 
investing 
in your '50s

Dear Your Investment Property,

Regards, 
David Smith
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Summary of current position

Assets

Family home $320,000

$3,000 

Superannuation $150,000

Shares $5,000 

Total $478,000 

Liabilities

Mortgage $212,000

$7,000 

Total $219,000

Global LVR 65%

Income

Salary $99,500

Other income $5,000 

Investment income $600

Tax deductions $120 

Estimated tax paid $28,421

Total net income $75,479 

Expenditure

Bill payments $9,726

Spending $22,200

Loan payments $16,671

Total expenditure $48,597

$26,882

THE PLAYER: DAVID SMITH 
PLAYER PROFILE

AGE: 50 
OCCUPATION: Sales manager 
INCOME: $100,000 

GOALS:

  
 
 

David Smith is a 50-year-old sales manager living in 
suburban Adelaide. For the past 16 years he has been 
providing financial support for his growing children.  

Now that his children are all adults and making their own 
way financially, David is turning his focus to his own financial 
position, as he fears this won’t support his retiring anytime 
soon, and his superannuation will not last long in retirement.

He needs to consider his best options for investment of the 
surplus funds he now has available to increase his chances of 
a financially secure retirement. 

David is considering all options, and one of these options 
is investing in property. This game plan will explore his 
options for buying several investment properties to build up 
a portfolio of property that can deliver him capital growth 
returns as well as a passive rental income to replace his wage 
once he retires.

With 15 years of work remaining and an extra $1,500 per 
month in surplus income, this brings his overall surplus to 
$2,240 per month and ensures his borrowing power, which is 
one of the four critical elements for investing. 

Provisioning future expenses 
To develop a financial strategy for David, we need to look at 
his current and future financial commitments.

• We plan to provide each of David’s children with a 
wedding gift of $10,000 when they reach 30 years of 
age. He has already paid one of these amounts, but there 
are three kids left, so some of his surplus cash must be 
retained, or provisions made for these gifts in his personal 
borrowing.

• Furthermore, from a cash flow perspective, David 
has provisioned $1,000 for household upkeep and 
maintenance in 2015, and $2,500 in 2020. 

• Fortunately, David has quite a new home. He is also
willing to cash out his long-service leave, which he
estimates will provide him with $25,000 at today’s
dollar value, but this figure will be adjusted for when
it is planned to occur in May 2017. Another positive
is that he has a fully maintained company car, so he
doesn’t need to factor in any car purchases until after
retirement, and this will be funded out of the passive

income his wealth base will produce.
• Finally, on the cash flow front, David currently provides 

for an annual holiday budget of $3,600 per year. Yet as he 
gets older he wants to increase this by an extra $2,000 a 
year so he can enjoy more holidays and leisure time while 
he is still young, fit and active. This extra money will be 
factored into his household budget numbers from the age 
of 60 (10 years from now).

Savings/equity position 
Another critical element is a borrower’s savings/equity 
position. In David’s case this isn’t so straightforward. 

David’s current home still has a mortgage with a loan-
to-value ratio (LVR) of 66.25%. This does give him scope 
to act now, but David will need a good understanding of 
risks versus rewards, as well as the principles of sound 
money management, if he is to take on more debt in order to 
accumulate properties and then retire out the debt over time.  

He will need to give this serious consideration if he is 
to build a property portfolio, which along with his super 
position will allow him to self-fund his retirement on an 
income of $60,000 per year.

Let’s take a look at David’s current situation:
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We can see from David’s numbers that apart from his family 
home he only has $150,000 in super, and having been committed 
to financially supporting his kids he hasn’t been able to put 
a lot away in savings until now. Even with 10 more years of 
contributions, that level of super isn’t going to see David reach his 
desired target. David is right: something needs to be done, and 
from a property point of view. And given that it’s a longer-term 
investment approach, it needs to happen soon...

The advice that a professional property investment advisor 
gives a prospective client should never be about trying to retrofit 
a particular property investment strategy of their choice to a 
client’s situation.  

Rather, the advisor should offer open and independent 
property assessments, investment strategies and overall advice 
aligned to each client’s individual financial and personal goals. 
And in doing so they must look seriously at their client’s current 
cash flow, plus future cash flow needs, risk profile and overall 
comfort in taking on debt. 

 
The wealth and income projection chart at right looks at David’s 
current situation and into the future.  

This is what we call the ‘Do nothing’ scenario – meaning that if 
David doesn’t put any of his current surplus cash flow to work and 

just spends it on discretionary items and meets his current debt 
obligations at minimum repayment levels, his dream of having a 
passive income of $60,000 a year (self-funded) when he retires at 
age 65 is not possible at all.  

If he pays himself $60,000 in retirement, as the model shows, 
his super will be exhausted very quickly, and then the model 
is looking to find this amount so it’s defaulting to a reverse 
mortgage position, but again this isn’t a possibility because it 
shows the forecast projections are not working at all.

The yearly numbers shown in the ‘Cash flow analysis and 
projection’ table below, which have helped generate the wealth 
and income projection graph, really hit home. They show David 
that unless he acts now and puts his surplus cash flow to use, 
instead of putting it towards current discretionary spending, 
his dream of a self-funded retirement will effectively be over, 
resulting in a potential case of a pension-funded retirement of 
significantly less income or, worse still, having to work for the 
rest of his life.

CASH FLOW ANALYSIS AND PROJECTION

Living 
expenses

Regular  
expenses

Expenditure
expenditure

2015 $75,486.43 -$32,362.64 -$16,670.95 $0.00 $49,033.59 $26,452.84 -$1,012.39 $0.00 $25,440.46

2016 $77,616.76 -$33,333.52 -$16,670.95 $0.00 $50,004.47 $27,612.29 $0.00 $0.00 $27,612.29

2017 $79,956.63 -$34,333.52 -$16,670.95 $0.00 $51,004.47 $28,952.15 $26,719.22 $0.00 $55,671.37

2018 $82,368.13 -$35,363.53 -$14,291.90 $0.00 $49,655.43 $32,712.70 $0.00 $0.00 $32,712.72

2019 $84,851.99 -$36,424.44 -$14,126.95 $0.00 $50,551.39 $34,300.60 $0.00 $0.00 $34,300.59

2020 $87,411.73 -$37,517.17 -$14,126.95 $0.00 $51,644.12 $35,767.61 -$2,934.10 $0.00 $32,833.54

2021 $90,048.21 -$38,642.68 -$14,126.95 $0.00 $52,769.63 $37,278.57 $0.00 $0.00 $37,278.56

2022 $92,765.86 -$39,801.96 -$14,126.95 $0.00 $53,928.92 $38,836.95 $0.00 $0.00 $38,836.90

2023 $95,564.96 -$40,996.02 -$14,126.95 $0.00 $55,122.97 $40,441.99 $0.00 $0.00 $40,441.99

2024 $98,449.16 -$43,337.60 -$14,188.64 $0.00 $57,526.23 $40,922.93 -$13,176.93 $0.00 $27,746.01

2025 $101,421.95 -$46,217.27 -$14,126.95 $0.00 $60,344.23 $41,077.72 $0.00 $0.00 $41,077.70

2026 $104,484.13 -$47,603.79 -$14,256.36 $0.00 $61,860.15 $42,623.98 -$13,979.40 $0.00 $28,644.57

2027 $107,639.42 -$49,031.91 -$14,258.84 $0.00 $63,290.75 $44,348.67 -$14,398.78 $0.00 $29,949.89

2028 $110,890.87 -$50,502.86 -$14,126.95 $0.00 $64,629.81 $46,261.06 $0.00 $0.00 $46,261.05

2029 $111,047.35 -$64,759.31 -$14,126.95 $0.00 $78,886.26 $32,161.09 $0.00 $0.00 $32,161.10

2035 $122,493.62 -$108,366.67 -$14,126.95 $0.00 $122,493.62 $0.00 $0.00 $0.00 $0.00

2036 $83,087.55 -$111,617.67 -$14,551.03 $0.00 $126,168.70 -$43,081.16 $0.00 $0.00 -$43,081.16

2037 $2,162.12 -$114,966.20 -$21,926.90 $0.00 $136,893.10 -$134,730.98 $0.00 $0.00 -$134,730.99

2050 $4,611.65 -$168,831.75 -$254,791.40 $0.00 $423,623.15 -$419,011.49 $0.00 $0.00 -$419,011.50

2055 $6,171.43 -$195,722.27 -$449,888.83 $0.00 $645,611.09 -$639,439.66 $0.00 $0.00 -$639,439.65
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To help understand the numbers, let’s work through each 
column to illustrate cash flow and stress-test our ability to 
borrow and to service current and planned future borrowing.

Key points
• David’s success in implementing this game plan is going 

to be a story of cash flow and liquidity management, given 
his age and current financial position.

• If David is going to take on more debt during the 
accumulation phase of this plan, we need to focus on his 
spending and income to ensure he doesn’t get into any 
financial difficulty that results in having to sell a property 
too early and missing out on the long-term investment 
return benefits. 

 
 

• There is ample surplus cash flow, as demonstrated by the 
gap between income and expenditure, allowing us the 
potential to borrow money to invest and to ultimately, 
over time, build David a property portfolio.

• Following on from our stress-testing of David’s cash 
flow, we are now in a position to release the equity in his 
current property to an LVR of 90%, which will release 
$76,000 as our liquidity planning takes shape.

• This will attract a lenders mortgage insurance (LMI) 
premium, which has been factored into our cash flow 
assessments ($4,400) and will be capitalised onto the 
investment lending. This equity is going to serve two 
purposes: firstly, as a reserve cash buffer, and secondly, 
it’s going to be used as the deposit for a couple of property 
investment acquisitions I am recommending.

Once again, this is why cash flow management is the 
foundation of any smart property investment strategy and 
overall plan, because in almost every case the investor takes 
on debt to invest in property in order to control a larger asset 
base over a shorter period of time and get the returns on those 
assets sooner rather than later. 

Property strategy 
In terms of investment property strategies, I am mindful of 
David’s need to see these properties start to deliver passive 
income at a reasonable level in what we would consider a 
shorter-term property investment timeframe. 

In addition to this, I am conscious of David’s risk profile 
in terms of the types of properties that may suit him. In 
our meetings we spoke of some property strategies that 
could deliver great capital gain returns but would require 
significant cash flow support in their early investment years, 
and others like what we are presenting here, in which our 
focus is to try to secure higher-yielding assets that turn 
positively geared sooner. This was a strategy David liked.

 
Let’s take a look at David’s monthly cash flow chart:

 
This is the after-tax income David receives (assumed to 
increase by 3% per annum until his planned retirement at 
age 65). For those with a keen eye for detail, you will see 
there is still a small amount of income coming in from 2037, 
and this is being generated from the $5,000 share portfolio 
income distribution.

Living expenses 
This is the total bills and spending allowed for on a yearly 
basis (assumed to increase each year by 3%).

 
This is the total of the annual loan repayments David is 
making on his current mortgage and personal loan.

 
These are the holding costs associated with any investments 
(currently there are no investment expenses because no 
properties are held).

Expenditure 
This is the sum of the expenses columns. 

 
This is the sum of income less expenditure.

 
This is the sum of one-off items and their impacts on cash 
flow over the year in which those items occurred. Examples 
are the three wedding gifts of $10,000 (in today’s dollars) 
and how they will impact on David’s overall cash position 
when these payments are made in 2024, 2026 and 2027 
respectively.

 
This is the sum of monies received in any one year for any 
equity release events to assist with the overall cash flow 
position, less property acquisition costs.

 
This is the sum of the cash flow surplus or deficit forecast 
each year based on the financial and cash flow information 
provided by David.
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Property 1
Purchase price $250,000

Gross rental yield target 5.5%

Location 

When to buy

Property 2
Purchase price $250,000

5.5%

Rental yield target 6.5%

Location

When to buy

Loan recommendation
LVR 95%

Loan type

Assuming interest rate of 7.25%

I am recommending that David buys two $250,000 investment 
properties in relatively quick succession, one in April this year, 
and our return targets are capital growth of 6.5% and rental yield 
of 5.5%. 

Property 1 is in a major city location as it is an established 
unit/apartment in an up-and-coming area close to the city and 
with solid commuter and lifestyle elements.

I am recommending that David makes his final purchase 
in September 2017, of a $200,000 property with targeted 
investment returns of 5% capital growth and 7% rental yield.  

This is very much a cash flow strategy, as we are getting 

The second property would be purchased in September, 
and the forecast returns from this asset are capital growth of 
5.5% and rental yield of 6.5%. This is a regional city with good 
broad economic prospects, tight vacancy rates and limited 
supply, but the town must also possess strong lifestyle elements 
that are attractive for continued population growth and job 
opportunities.

After these two acquisitions I’d like David to just get 
comfortable with holding a couple of properties and keeping a 
keen eye on cash flow and his financial budget. 

I have recommended 95% LVR purchases (no capitalisation on 
the LMI, due to the majority of lenders placing these restrictions 
on investment lending).  

I’m also suggesting five-year fixed rate loans, and in our 
modelling I’ve forecast these at a 5.5% interest rate, which is 
above current pricing levels, but it’s important to be conservative 
as this borrowing is being planned for the long term.  

For the record, our property investment forecast models, 
such as this one for David, have long-term interest rates of 7.25% 
factored in, unless stated as fixed rates, as in this plan, which 
after the five-year period will revert to variable at 7.25% for the 
remainder of the loan term.

YEAR 1: 2015

YEAR 3: 2017

 
Monthly surplus cash flow remains sound, even with the 
increased debt-servicing commitments.  

In the above chart, you can see the three steps up in 
expenditure (red line) and also in income (green line), so even 
though we now have three investment properties within our 
portfolio, we are managing our cash flow well, because instead of 
that money being assumed to have been spent on discretionary 
items and living for the now, David’s monthly cash flow surplus 
has been used for a far better purpose in helping him build a 
passive income for retirement.

What does this plan do to David’s overall wealth and income 
projection picture? 

closer to the retirement target date. It will more than likely be a 
regional city purchase, given the higher yield we are looking to 
chase down and the slower rate of capital growth in line with 
lower wage growth usually experienced in most regional (non-
mining) towns.

In stress-testing cash flow and this overall property portfolio 
game plan, let’s take a look at the cash flow charts again, with 
these three properties now included in David’s retirement plan.

As we can see during the acquisition phase, David’s debt position 
grows up until the third investment property purchase, but 
after that point we move into the debt elimination phase and are 
able to retire the debt out to live off the passive income from our 
property and other investments.

In further stress-testing the annual numbers, we see a 
significantly improved financial picture (see cash flow table, p62).

During the period from 2035 to 2046 David will be able to 
access his full super, meaning he will be able to pay down debt 
and also have $60,000 in passive income during this time, 
until the super is exhausted. Then the properties take over in 
providing this ongoing passive income for David to enjoy in his 
retirement years. 
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DAVID’S 10-STEP PLAN

1 actual lifestyle. 

2are correct. 

3Ensure all future planned increases in expenditure and 

 

4  long-service 

for investment purposes.

5If property is going to be his preferred investment 

. 

6Release equity in his current property for deposits on 
planned purchases. 

7investment purchases. 

8Advisor on the areas/locations to invest in. 

9help select and negotiate the investment property 
purchases to meet the targeted investment returns 
required for this plan. (Do

10

Disclaimer
The strategies contained in this article are general information only and should not 
be taken as financial advice. Make sure you speak to a professionally qualified person 
before making any investment decisions.

Your turn 

on our forum at yourinvestmentpropertymag.com.au.

CASH FLOW ANALYSIS AND PROJECTION

Living expenses
Regular  

expenses
Expenditure

Surplus 

2015 $93,544.55 -$32,362.64 -$32,232.11 -$5,152.53 $69,747.28 $23,797.27 -$18,770.63 $30,400.00 $35,426.64

2016 $110,890.07 -$33,333.52 -$44,828.26 -$9,767.97 $87,929.75 $22,960.32 $0.00 $0.00 $22,960.31

2017 $119,675.13 -$34,333.52 -$47,708.42 -$11,583.71 $93,625.65 $26,049.48 $23,804.97 -$30,098.25 $19,756.21

2018 $134,052.18 -$35,363.53 -$54,099.45 -$14,923.94 $104,386.92 $29,665.26 $0.00 $0.00 $29,665.27

2019 $138,317.05 -$36,424.44 -$51,954.21 -$15,464.99 $103,843.63 $34,473.41 $0.00 $0.00 $34,473.42

2020 $144,512.81 -$37,517.17 -$54,280.54 -$16,027.69 $107,825.40 $36,687.41 -$2,934.10 $0.00 $33,753.30

2021 $150,612.98 -$38,642.68 -$55,822.19 -$16,613.01 $111,077.89 $39,535.10 $0.00 $0.00 $39,535.09

What the future looks like 
Now let’s take look at the projected asset values and overall 
financial position.  

The chart below compares the two different stories of the 
current ‘Do nothing’ situation and the property portfolio plan, 
when factoring in the forecasts and projections outlined in the 
property investment recommendations.

To further illustrate the benefits of time and long-term 
investing on David’s wealth position, the following table 
summarises this position nicely, based on the forecasts and 
assumptions used in our property investment modelling.

Financial 
position at:

10 years Retirement 20 years 30 years

2015 2025 2029 2035 2045
Superannuation  $150,000  $417,217  $630,200  $229,899  $33,895 

Savings and 
superannuation

 $150,000  $417,217  $630,200  $229,899  $33,895 

Investment 
property

 $-  $1,155,682  $1,482,292  $2,023,948  $3,556,926 

Other  
investments

 $5,000  $8,954  $11,305  $16,036  $28,717 

Total investment 
assets

 $5,000  $1,164,636  $1,493,596 
$2,039,984 

 $3,585,644 

Personal assets  $320,000  $629,488  $825,131  $1,238,299  $2,435,922 

Total assets  $475,000  $2,211,341  $2,948,928  $3,508,182  $6,055,460 

Total debt  $216,000  $614,546  $324,459  $0  $0 

 $259,000  $1,596,795  $2,624,468  $3,508,182  $6,055,460 

Nest egg -$61,000  $967,307  $1,799,337  $2,269,883  $3,619,538 

Nest egg 
 $719,767  $1,189,574  $1,256,779  $1,491,202 

It makes for pleasant reading and, most importantly, is a tailored 
plan based on David’s cash flow and financial situation.

Playing on  
Naturally, for a plan like this to materialise, David will have 
to keep a watchful eye on spending and continue to practise 
sensible money management, but the retirement payday will 
be well and truly worth it, with no need to sell down any of the 
properties acquired, and with the combined portfolio generating 
the passive income he is hoping for. 
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