
A quick guide on how to set up and leverage your own real 
estate mastermind team of industry experts and professionals, 
that will fast track your property portfolio and enable you to 
create financial independence via your property portfolio.

KONRAD BOBILAK 
Investors Prime Real Estate | www.InvestorsPrime.com.au

Property Portfolio Accelerator eBook Series

CLAIMING DEPRECIATION 
DEDUCTIONS ON 

INVESTMENT PROPERTIES 

Critical Things Every Investor Needs To Understand About



DISCLAIMER

Any information presented in this document is given purely as illustrations and should not be 
construed as specific investment recommendations; It is general in nature and does not take 
into account your objectives, financial situation or needs. The laws relating to investment, 
taxation, benefits, and the handling of money are constantly changing and are often subject 
to changes in government policy. 

Whilst reasonable care has been taken in preparation of this information, subsequent 
changes in circumstances (including legislative changes) may occur at any time and may 
impact on the accuracy of this information. Investors Prime Real Estate Pty Ltd including 
its directors, officers or associated and related entities, including the author, take no 
responsibility for any omissions or inaccuracies in this information and will not be held liable 
for any losses or damages that may result in the use of this information.  

Without limiting the generality of the foregoing, no person, persons or organisations should 
invest monies or take other action on reliance of the material contained herein but instead 
should satisfy themselves independently (by seeking expert advice or otherwise) of the 
appropriateness of any such action. All investing carries some risk and you should seek 
professional financial advice prior to investing. 



In this book you will discover 
advanced Australian property 
investing strategies, and learn 
specific real estate finance 
and property due-diligence 
methodology, that will give you 
the confidence and skills to start 
building your property portfolio 
as soon as you finish reading 
this book.

$37.95 Hardcover or $14.95 Digital version

Buy Now

Australian Real  
Estate Investing  

Made Simple
By Konrad Bobilak

KONRAD BOBILAK
www.RealEstateMadeSimple.com.au

www.realestatemadesimple.com.au


Are you looking to build a Multi-Million Dollar Investment Property Portfolio 
passively, with no stress, that has the potential to eventually replace  

your job income and give you time and money freedom?

Free Online Video  
Course valued at $497

Access the 10 hour Real Estate Fast Track Weekend  
Online Video Course, valued at $497 for FREE!

KONRAD BOBILAK
www.RealEstateMadeSimple.com.au

Get Instant Access Now

100% Absolutely FREE!

www.propertyriches.com.au/free-course

www.propertyriches.com.au/free-course


KONRAD BOBILAK

How To Live Off Your Property Portfolio 
And Achieve Financial Independence

In the previous chapter we explored the notion of establishing an all-encompassing plan 
that will enable you to pay off your home mortgage in record time, whilst simultaneously 
building a large residential investment property portfolio that will enable you to eventually 
replace your income and allow you to attain financial independence.

The key to achieving financial independence is to start with the outcome first, that is lock 
in and write down your per annum or weekly desired income, and then reverse engineer 
that figure directly back into property acquisition.

For example, based on the previous chapters example using the Financial Freedom 
Calculator, in order to generate your net desired weekly income of $2,000 per week, or 
$104,000 per annum after tax income (which is equivalent to a pretax income of $166,400 
per annum), you would require a net asset base of $4,160,000 generating you a 4% net 
return per annum.

Now I realize that for some readers the amount of $4,160,000 in paid off assets, or net 
equity position might seem daunting, but when you consider the performance of the 
best Melbourne suburbs, some have literally doubled in value in the last 5 years, see the 
following table.
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Chapter 19 
Critical Things Every Investor Needs To 
Understand About Claiming Depreciation 
Deductions In Investment Properties.
Introduction to property depreciation

Property investors are often looking for ways to improve the cash flow of their investments. 
Despite this, a large percentage of investors are unaware of property depreciation and 
either fail to claim depreciation deductions or don’t maximise their claim. 

The most common reason depreciation is overlooked is because it is considered a non-
cash deduction, meaning investors do not need to spend any money to be able to 
claim it. Most income-producing properties entitle their owners to claim depreciation. 
A depreciation deduction essentially reduces the investment property owner’s taxable 
income so they will pay less tax.

What is property depreciation and what is required to claim it?

Owners of income-producing properties, both residential and commercial, are required 
by the Australian Taxation Office (ATO) to report any income earned as part of their 
annual tax return.

The ATO allows income-producing property owners to claim a deduction for the wear 
and tear of the building structure (capital works) and eligible removable or mechanical 
assets (plant and equipment). This claim is called depreciation. The below table outlines 
the two major depreciation components.

Table 19.1 BMT Capital Allowance and Tax Depreciation Schedule 
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Investors should consult a specialist Quantity Surveyor such as BMT Tax Depreciation to 
prepare a depreciation schedule before visiting an Accountant to complete a tax assessment. 

Quantity Surveyors are one of the few professionals recognised under tax ruling 97/25 to 
have the appropriate construction costing skills to estimate building costs for depreciation 
purposes. 

Before completing a tax depreciation schedule, the Quantity Surveyor will liaise with the 
investor’s Property Manager to organise a full site inspection of the property. This inspection 
allows the Quantity Surveyor to document all depreciable assets in the property in order 
to calculate their depreciable value. They will also measure rooms with a laser measurer, 
record assets’ brand or model numbers and photograph improvements at the property. 

Once the site inspection has taken place, the Quantity Surveyor will then produce the tax 
depreciation schedule and send it to the investor and their Accountant. The Accountant 
uses the information provided in the schedule to process the investor’s claim when they 
complete their annual tax return. A BMT Tax Depreciation Schedule outlines all available 
deductions over the life of the property (forty years).

Capital works deductions explained

Capital works refer to the deduction for the building structure, including eligible fixed 
assets. Capital works are commonly referred to as division 43 allowance or building 
write-off. The following graph outlines the rates available for different properties, based 
on their industry and construction commencement date. 

Figure 19.1 Capital Works Deductions Explained
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The capital works deduction for residential properties can be claimed at a rate of 2.5 
per cent over forty years. Owners may also be able to claim a deduction for structural 
renovations completed within legislated dates that are considered to be a capital 
improvement (meaning the renovation improved the value of the structure beyond its 
existing condition).

Plant and equipment depreciation

Depreciation deductions can be claimed for eligible plant and equipment assets as 
determined by the ATO. Plant and equipment assets depreciate at a faster rate than 
the building’s structure. Each asset is assigned an effective life by the ATO over which 
depreciation can be claimed. 

The infographic below shows the first full financial year deductions for a range of plant 
and equipment assets commonly found in a kitchen.

Figure 19.2 The First Full Financial Year Deductions For A Range Of Plant And Equipment Assets Commonly 
Found In A Kitchen

Under legislation passed on Wednesday the 15th of November 2017, owners of  
second-hand residential properties which exchanged contracts after 7:30 pm on the 
9th of May 2017 cannot claim depreciation deductions for the previously used plant or 
equipment assets. 
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Owners can still claim depreciation deductions for any new plant or equipment assets 
they purchase and install once the property is income-producing such as an oven or 
dishwasher. Second-hand residential property owners who purchased their property 
before the cut-off date are eligible to claim depreciation on previously used plant and 
equipment assets. Owners of brand-new or substantially renovated residential properties 
and commercial properties are not impacted by the new legislation.

Older properties and depreciation

Investors often wonder about the depreciation differences between older properties 
compared to new properties. The simple answer is that the owners of newer properties 
will receive higher depreciation deductions. However, investment properties both new 
and old can attract depreciation deductions for their owners.

Properties constructed after the 15th of September 1987 attract capital works deductions. 
Owners of older properties can claim capital works deductions on the residual value of 
the building up to forty years from construction. For example, if an investment property is 
fifteen years old, the owner will have twenty-five years left of capital works deductions to 
claim. If an investor owns a property that was constructed prior to the 15th of September 
1987, they should contact a Quantity Surveyor to determine if there are any renovations 
or extensions that can be claimed.

Even if the work completed on the property was done by a previous owner, structural 
improvements completed after the qualifying dates can be claimed as a capital works 
deduction.

Owners of second-hand properties should be aware that if they exchanged contracts 
on the property after 7:30 pm on the 9th of May 2017, they cannot claim depreciation 
for used plant and equipment assets. Owners can claim for assets they purchase and 
directly incur the expense for.

Renovate and depreciate

Investors often purchase a second-hand property as an investment and renovate to 
increase the property’s value. 

It is important to note that assets removed during a renovation may still have remaining 
depreciable value which can be worth thousands of dollars in deductions to the investor.

Owners renovating their investment property should consider the following important 
things. 
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1. Arrange a depreciation schedule before starting work

Renovations can provide significant deductions to investors. The owner may be entitled 
to claim a deduction for the remaining value of any depreciable assets that are removed 
and disposed of during a renovation.  

This process, called ‘scraping’, allows investors to claim the residual value of items 
removed from a property as a tax deduction in the year the item is scrapped.

A Capital Allowance and Tax Depreciation Schedule should be completed before any 
work is started, as this schedule will support the owner’s claim. This will allow the Quantity 
Surveyor to distinguish whether the owner is eligible to claim scraping for capital works. 
They will also assess whether scrapping can be applied to plant and equipment assets 
under the current legislation. The Quantity Surveyor should arrange a site inspection 
of the property to value all items contained within the property and take photographic 
records before the items are removed.

2. Install new assets that maximise future deductions

When an owner is deciding which parts of their investment property to renovate, they 
should consider the depreciation deductions available on newly installed items. 

Choosing which assets to install when renovating can make a significant difference to 
investors’ future deductions. This is because the depreciation available for each asset is 
calculated based on its individual effective life as set by the ATO.

For example, the deductions available in the first full financial year for carpets, floating 
timber floors and tiles differ quite substantially. If an owner would like to install new 
flooring to the value of $10,000 but is unsure which flooring type to choose, they should 
consider the depreciation deductions of each asset to help them decide which option 
will provide the best return.

By choosing to install $10,000 in carpets, the owner could claim a $2,000 deduction in 
the first full financial year. Floating timber floorboards would entitle the owner to a $1,333 
claim and tiles would attract a $250 depreciation claim. 

3. After work is completed

After a renovation has been completed, investors should contact their Quantity Surveyor 
to update their Capital Allowance and Tax Depreciation Schedule. 

The updated schedule should detail the depreciation deductions available for all newly 
installed plant and equipment assets or capital works expenditure as well as any 
remaining original assets.
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Depreciation case study

1. Before and after depreciation scenario 

The additional income received from a depreciation claim can make a huge difference to 
an investor’s cash flow. 

Below is a basic property scenario to demonstrate the difference depreciation can make 
to an investor who bought a brand-new property. The following scenario is based on an 
investor who falls within the 37 per cent tax bracket. Please note that results will vary 
based on an individual’s circumstances.

Table 19.2 Before and After Scenario Contrasting Differences Without & With Claiming Depreciation 

Without depreciation, the investor will be required to pay $1,306 in taxes for the property. 
As a result, their yearly cash flow position after tax is $2,224 or $43 per week. Simply 
by claiming depreciation, the investor’s yearly after-tax scenario is improved to $7,408 
or $142 per week, an increase of $100 per week. By claiming depreciation, the investor 
has more cash flow readily available.

Choosing between the prime cost and diminishing value method

The ATO allows investors to choose between two methods of claiming depreciation on 
plant and equipment assets. These are the diminishing value and prime cost method. 

Both the diminishing value and the prime cost methods claim the total depreciable value 
available over the life of the asset. The two methods use different formulas to calculate 

11



Critical Things Every Investor Needs To Understand About Claiming Depreciation Deductions...

394

depreciation deductions, achieving different short and long-term cash flow positions for 
the property investor.

Under the diminishing value method, the deduction is calculated as a percentage of 
the remaining deductible balance. The formula to calculate depreciation using the 
diminishing value method is shown below.

Figure 19.3 Formula to Determine the Diminshing Value Method of Depreciation Deduction

Under the prime cost method, the deduction for each year is calculated as a percentage 
of the cost. The formula to determine the depreciation deduction under the prime cost 
method is shown below.

 

Figure 19.4 Formula to Determine the Prime Cost Method of Depreciation Deduction

Investors must consider their individual investment strategy when determining which 
method is the best choice for them. 

If an investor makes their claim using the diminishing value method, they are claiming a 
greater proportion of the asset’s cost in the earlier years of ownership, therefore receiving 
greater deductions in the earlier years of owning the property. Alternatively, by selecting 
the prime cost method, the investor is claiming a lower but more constant proportion of 
the available deductions over a longer period. 
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Investors should seek advice from an Accountant when choosing a depreciation method. 
The Quantity Surveyor should provide a Capital Allowance and Tax Depreciation Schedule 
which outlines the depreciation deductions available using both of these methods for 
comparison. 

Using low-value pooling and immediate write-off

Low-value pooling is a method of depreciating plant and equipment assets at a higher 
rate to maximise deductions sooner.

The following categories of assets can be allocated into a low-value pool to increase a 
property owner’s cash return: 

Low-cost assets: a low-cost asset is a depreciable asset that has an opening value of 
less than $1,000 in the year of acquisition.

Low-value assets: a low-value asset is a depreciable asset that has a written down 
value of less than $1,000. That is, the value of the asset could have been more than 
$1,000 in the year of acquisition, however the remaining value after the previous years’ 
depreciation claim is less than $1,000. Assets meeting this classification are placed in 
an itemised, low-value pool. An example could include a hot water system valued at 
$1,100 at acquisition. In the second financial year of ownership, the asset would have 
depreciated to a written down value less than $1,000, which would make it eligible to be 
placed in the low-value pool. 

Property investors who place assets in the low-value pool can claim them at a rate 
of 18.75 per cent in the year of acquisition. Utilising the diminishing value method of 
depreciation, from the second year onwards the remaining balance of the item can 
be claimed at an increased rate of 37.5 per cent. This rule allows for an increased 
depreciation deduction on qualifying assets.

Residential assets which form part of a group with a total cost exceeding $1,000 can 
cause confusion. For example, if a house has a set of six blinds costing around $3,000 it 
would seem that the set does not qualify for the low-value pool. However, these blinds can 
be depreciated at a higher rate as they qualify for the low-value pool as individual items.

Earn more now using Pay as You Go

One method that property investors can use to improve the cash flow from their 
investment property is a Pay as You Go (PAYG) withholding variation.

The PAYG method of tax collection was introduced in July 2000 and replaced previous 
versions of the same system, such as Pay as You Earn (PAYE). The PAYG system allows 
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investors to take advantage of deductions more regularly, rather than in one lump sum 
after the end of the financial year.

The PAYG withholding variation estimates an investor’s expected tax refund for the 
financial year and allows their employer to take less tax out of their wages or salary. 
An Accountant usually organises the PAYG variation by submitting estimated financial 
information to the ATO. This can be done at any time during the year. For property 
investors, the tax liability is reduced based on anticipated deductions such as interest, 
maintenance, rates and depreciation on a rental property. 

Once a request has been made, the property owner’s employer will reduce the amount of 
tax withheld, therefore increasing their take-home pay in each wage or salary payment.

Importantly, submitting the PAYG withholding variation does not replace a normal tax 
return. A tax return must still be filed at the end of the financial year to calculate tax 
liability. 

By obtaining a depreciation schedule immediately after purchasing an investment 
property, investors can maximise returns immediately through the PAYG withholding 
variation. 

A PAYG withholding variation provides added flexibility for property investors by freeing 
up extra money throughout the year. This also provides an opportunity for property 
owners to invest the extra money or reduce loan liabilities.  

Sharing wealth with a split depreciation schedule

Ownership structures influence how depreciation deductions are calculated. Properties 
with multiple owners can create a complex tax situation. A tax depreciation schedule can 
make life easier for investors and their Accountants by splitting depreciation deductions. 
This ensures claims are maximised for any percentage of ownership.

When applying depreciation legislation to assets for properties with multiple owners, the 
cost threshold depends on each owner’s interest in the asset. For example, assets valued 
at less than $300 are usually written off immediately. In a situation where ownership is 
split, each owner can apply this rule and claim an immediate write-off for items where 
their interest in the asset is less than $300. 

Similarly, when an owner’s interest in an asset is less than $1,000, the item will qualify for 
the low-value pool. By allocating assets to the low-value pool, the rate of depreciation 
is increased. When there is more than one owner, the value of the asset is distributed 
based upon the percentages of ownership, which will increase the number of items each 
owner can place into the low-value pool, therefore increasing the rate of depreciation.
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Property investors who place assets in the low-value pool can claim them at a rate of 
18.75 per cent in the year of purchase, regardless of how long the property has been 
owned and rented. From the second year onwards, the remaining balance of the item 
can be claimed at an increased rate of 37.5 per cent. 

In a 50:50 ownership situation, by splitting the owner’s interest in each asset, the owners 
can claim items up to a total individual value of $600 as an immediate write-off. An asset 
that is valued or costs less than $2,000 will now qualify for the low-value pool and the 
owner can take advantage of the increased depreciation rates.

Summary

Here are some of the key points to remember about depreciation:

1. Most income-producing properties entitle their owners to claim depreciation.

2. Deductions can be claimed in two ways, as a capital works deduction for the wear 
and tear of the building’s structure and for the depreciation of plant and equipment 
assets (any removable or mechanical assets within the property).

3. Residential property owners can claim capital works deductions on properties 
constructed post-1987. For commercial owners, properties attract a capital works 
deduction if they were constructed post-1982. 

4. Owners of second-hand residential properties where contracts exchanged after 7:30 
pm on the 9th of May 2017 cannot claim depreciation for previously used plant and 
equipment assets. They can claim depreciation for new plant and equipment assets 
they purchase for the property. Owners of second-hand residential properties where 
contracts exchanged before the cut-off date can claim a deduction for previously 
used plant and equipment assets.

5. Plant and equipment assets have an effective life as set by the ATO and the 
depreciation available for each asset is calculated based upon this.

6. If a property owner is considering renovating their property, they should obtain a tax 
depreciation schedule prior to completing any work. This will allow them to claim any 
remaining depreciable value of items scrapped during the renovation.

7. After a property is renovated, investors should contact their Quantity Surveyor to 
determine whether an updated schedule should be completed for all newly installed 
assets or capital works expenditure.

8. Choosing which assets to install during a renovation can impact the depreciation 
deductions available for the owner to claim in the future. 

9. Claiming depreciation deductions makes a significant difference to a property 
investor’s cash flow.
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10. Making a depreciation claim is easy. Property investors should contact a specialist 
Quantity Surveyor who will arrange a site inspection of the property and complete a 
tax depreciation schedule for their Accountant to use when completing their annual 
tax return.

11. Investors can select from the prime cost or diminishing value method when claiming 
depreciation.

12. Using the diminishing value, an investor will claim more in the earlier years of owning 
the property. 

13. Property investors who select the prime cost method will receive deductions at a 
steadier rate over time.

14. Low-cost assets and low-value assets can be added to a low-value pool and 
depreciated at a higher rate to maximise depreciation deductions.

15. A low-cost asset is a depreciable asset that has an opening value of less than 
$1,000 in the year of acquisition.

16. A low-value asset is a depreciable asset that has a written down value of less than 
$1,000. That is, the value of the asset is more than $1,000 in the year of acquisition, 
however, the remaining value after depreciating is less than $1,000.

17. Items under $300 can be immediately written off. Some examples may include 
garbage bins, garage door closers, bathroom accessories, heat light and exhaust 
units and smoke alarms.

18. If a property has more than one owner, investors can request a split depreciation 
schedule. This ensures claims are maximised for any percentage combination of 
ownership.

19. Rather than waiting until the end of each financial year, investors can choose to use 
Pay as You Go (PAYG) withholding variation to take advantage of their deductions 
more regularly. 

20. The PAYG withholding variation estimates an investor’s expected tax refund for 
the financial year and allows their employer to take less tax out of their wages. By 
claiming depreciation, this will increase the expected refund and therefore reduce 
the tax taken out of an investor’s income.
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 I have had the privilege of attending some of his seminars and the depth of knowledge 
and the attention to detail is second to none. He not only imparts this knowledge but 

provides the tools that people need to actively transfer information to action.”

Igor Loutkovsky, CEO Loutkovsky Insurances 
Personal Insurance Specialists CPA, BCom (NSW), Dip. Fin. Serv. (Broking), QPIB
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