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isn't the same
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words how much maney you
will have tolose, and for how
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THINK about the people you

knowwho have bought
investment property. Chances

are atleastone of them claims .

tohave bought it “below
market value”.

[tisimpossible to buy
below marketvalue because a
property’s marketvalueis
ultimately determined by one
thing—the price you pay for it.

When someone says they
have boughtbelow market
value, what theymean is that
theybought the assetfora

lower price than other proper-

tiesinthearea, or that they
boughtitatalower price than
would have been possible six
or 12 months previously.

- Ifyoubuyapropertyforless

than the worth of othersin the
area, that does not mean you
have secured a bargain-you
may have boughta second
class asset.

If other propertiesin the
area have sold for about
$650,000 butyou buyonefor
$600,000, perhapsits value
hasbeen compromised bya

poor structural conditionora

noisy mainroad.

In the second scenario,
buying a property for less than
-itwould have been worth
earlier does not necessarily
mean you have bought well. It
could mean that property
valuesin the area are falling.

There are two possible reas-

ons for this. First, thereisless
demand than supply. In this
situation vendors are compet-
ing strongly for the attention
of fewer buyers, so they are
more likely to discount their
asking price.

Ifyoubuyinto a marketlike
this, itis critical to ask your-
self two questions-how
much more prices will fall,
and howlong it will be until
the trend reverses. In other

working for you.

The second possible reason
forbuying apropertyforless
thanits previous market value
isthatthe assethasalow
land-to-assetratio—in other

-words, the building makes up

the bulk of the asset’s value.
Land appreciatesin value
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 while buildings depreciate. If

you buy a property forless
thanits original sale value,
chances are the building’s
value isfallingfaster than the
land’s value is growing.

The netresult? An asset that
will continue tolose value
after you have bought it, until
all the depreciationhasbeen
used up. Meanwhile, you are
paying holding costs like

interest, rates and mainten-
~ anceonapropertythatis -

delivering nothingin return.
Instead of buying property
thatischeap and willremain #
so because of poor location or ™
high depreciation, focus
instead onresearchingthe
market toidentity properties
thatrepresent good invest-
ment value. = =
High-quality assets gener-
ally cost more than poor ones,
so if your research shows that
youmay be priced outofa
certain type of prop erty, itis
better to compromise on the
size (for example, two bed-
roomsinstead of three) than
onthelocation.
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