feature property selection

BUYING
SIGHT-UNSEEN

Buying a property Without inSpeCting ARGARET Lomas regularly buys properties she’s
b= : e never seen. Not only is she happy to buy sight-
it fll’St ma—y seem counter-intuitive unseen, she believes it's the best way.

bU.t W]th professional adViCE and the Lomas, author of several real estate books and owner of
3 . ; more than 30 investment properties, does copious research
right research it doesn't have to

before buying. But her process doesn’t include personally
mean going in blind. Terry Ryder inspecting this target praperty. _ i

= o She believes a personal inspection is
both pointless and potentially
damaging to a sound investment
decision.

Occasionally Lomas has visited a
property after buying it - and realised
she wouldn’t have bought it had she
inspected it beforehand. But the
property has been a fine investment:
always tenanted, providing positive
cash flow and seldom causing
problems.

“Half the properties in my portfolio I
would never have bought if I'd looked
at them beforehand,” she says. “But
they’re performing really well - which
tells me that my personal inspection
isn’t a very good method for selecting
an investment.”

Why would she have rejected the
properties if she'd inspected them
prior to purchase? Because of their
physical appearance. In a word, they
were ugly.

But Lomas has built a portfolic of
positive cash flow properties by buying
ugly dwellings in “ugly duckling” areas
around Australia.

Another reason she may not have
bought those properties is because
they're in distant locations, a long
way from her coastal New South
Wales base.

Having a “must inspect” policy can
prevent an investor from buying in the
most lucrative areas. Sometimes the
best places to buy are interstate but it's =
impractical to fly there and devote
days or weeks to finding the right

property.
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your head

Australians apply the same criteria to buying an

rment as they would to buying a home for themselves.
leads them to shun areas or properties they wouldn’t
nt to live in themselves. This is a mistake - and it's often
e result of a visual inspection by the buyer.
Investors can better use their time and money by
arching the target area and discovering as much as they
about its economy, infrastructure and services. Rather
than visually assess a property, they're better advised to
rtesearch its likely performance as a rental property and
cash-flow generator, while leaving the physical inspection
to professionals who know what to look for.

- “People tell me they can’t believe I buy without looking at
 the property,” says Lomas. “They automatically assume I'm
~ buying carelessly. Nothing could be further from the truth.
- “Idon’t buy something simply because it has a good cash
flow and the price sounds right. The amount of research I do
before buying any property is enormous. I can find out a lot
(about) the property and the area without personally
visiting the location.”
David Lawrence of Archicentre, the building advisory
service of the Royal Australian Institute of Architects, says
 engaging professionals to check out a property is more
important than inspecting it yourself, because buyers lack

the required skills and/or allow emotion to interfere.

“People purchase property with the heart, not the head,”

- hesays. “Buying a house is a very emotional process.”

This may make sense for homebuyers but not for
investors.

‘Buyers also over-rate their ability to detect problems
during a personal inspection. The areas that reveal the most
about the condition of a dwelling - the roof space and the
under-house space - are places typical buyers never visit.
Melbourne investor Peter Gallagher had to overcome “a lot
of emotional attachment to looking at the property” before
buying an investment property in southeast Queensland.

He bought a three-bedroom brick-and-tile house at
Eagleby, halfway between Brisbane and the Gold Coast,

- based on his research of the area, the economics of the
individual property and the reports on the property from a
building inspector, pest inspector and valuer.

Start with the basic research

- Buying a property you haven't seen isn’t reckless. But

~ buying without researching the location is.

~ The time you might spend visiting the property may be
- better spent analysing the location and the demand for
 rental property there.
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Lomas has developed a “20 questions” technique to use
when assessing a property investment. Key questions for
buyers include:
1What is the cash flow of the property?
1What is the vacancy rate in the area?

1 What is the competition?

I What improvements are being planned for the area?
1 What are council/government plans for the area?

1 What's the population growth like?

1'Why do people live in this area?

1'What's the economy like in this area?

1'What services are available (shops, schools, etc.)?

1 Is there transport nearby?

11Is the property tenant-friendly?

1 What condition is it in?

Finding the answers doesn’t have to involve a personal
inspection by the buyer. Most can be answered through
internet or telephone research. There are myriad
information sources on the internet, such as suburb
profiles, population growth data, demographic information
and news about planned infrastructure or developments
which create jobs.

Lomas uses her 20-questions technique but says investors
can use whatever system they like, so long as they have
parameters or guidelines to work to.

“Half the properties in my portfolio I would never
have bought if I'd looked at them beforehand.
But they’re performing really well.”

“But remember, the things you'd look for in a property for
yourself aren’t the things a tenant would look for.”

The questions about the condition of the property and its
“tenant-friendly” qualities are best assessed by experts who
have better skills and local knowledge than the buyer does.

“There’s nothing that looking at a property personally can
do to change its status as a good investment or a bad
investment,” Lomas says.

“Looking at it will only tell you whether you like it or not.”

Peter Gallagher did plenty of research before buying at
Eagleby near Beenleigh. It told him the area was equidistant
between the CBD of Brisbane and the beaches of the Gold
Coast, had good motorway and rail connections, plenty of
strong employment nodes such as the Yatala Enterprise
Area, fine shopping facilities and lots of sclid, affordable
houses.

He found people were buying and renovating the
older housing stock and there were also newer, better
quality areas.

“The profile of that area was picking up,” he says.

His property was 12 years old, offered good depreciation
benefits and had a tenant paying $225 a week. At a purchase
price of $215,000, it offered an initial return around 5.5 per
cent with a rent review du€ at the time of writing. The
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