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HOW do we help our children
financially?

It's a much asked question
and sounds simple enough
but, as a reader pointed out, it
can become a challenging
task.

He has four children and is
making an interest-free loan
to one of them to buy a home.
It will be documented by a
legal agreement and be
repayable only if certain
specified events, such as a
relationship breakdown,
occur. His will has been
changed so that the value of
the loan will be deducted
from the child’s share of the
estate if the loan is still
current when the parents die.

His problem is that he is
struggling to maintain equity
with all four children. Two
already own their own homes
and are not interested in
receiving assistance from
their parents, and the other
feels unable to accept help.
He also mentions that there is
a feeling that the value of an
interest-free loan will decline
in real terms as years pass.

In challenging situations
like this it's best to go back to
fundamentals, so today let's
reflect on the relationship
between parents and their
children.

As Kahlil Gibran wrote so
eloquentlyin ~ The Prophet ,
“You are the bows from which
your children as living arrows
are sentforth.”

In our home we work on two
basic tenets. First, a parent’s
primary duty is to help their
children become the best
they are capable of being.

Second, itis better to
progressively gift them assets
when they are young and

Super members caught out by speed of market fall

By BARBARA DRURY

THE GFC hangover continues
to affect super members.

Extreme market volatility
resulted in a surge of
complaints to the
Superannuation Complaints
Tribunal (SCT) last financial
year, with many people
caught out by the speed of
market falls during the global
financial crisis.

When the sharemarket
plunged in late 2008, many
people reacted by switching
some or all of their super
balance into cash orto a
lower-risk investment option.
But by the time the
transaction was processed the
value of the fund member's
balance was often

battling instead of waiting
until a time when you are 85
years of age, and they might
be nearing retirement.

Of course, these two goals
may not be complementary.
Every human being needs to
learn self-reliance, but every
time you do things for them
which they should be doing
for themselves, you decrease
their ability to become self-
reliant. That is why we walk
the tightrope of giving a
helping hand where itis
needed and yet not shielding
them from problems which
will help them grow.

But achieving that goal
need not necessarily mean
giving all your children equal
amounts of cash. Human
beings are born with a wide
range of talents and the
ability to work at a higher
paying job is just one of them.
One of your children may be
totally fulfilled working as a
counsellor for a non-profit
organisation —the other may
have the talent and drive to
be a high-income-earning
professional. As like tends to
marry like, you could easily
find yourself in a situation
where one of your children
and their partner earns 10
times the earnings of the
other one and their partner.

Given these circumstances
it may be extremely difficult
for the lower-earning family
to give you grandchildren
without your help because
they may find it impossible to
live on one income. Surely, if
all other things are equal, this
is the child that should be
favoured in the early stages if
you have spare money which
can be used to help out.

Financial incentives for

significantly lower than it had
been when they requested
the switch.

“The delays were not
necessarily lengthy but the
market was bouncing around
so much that members could
be extremely unlucky,
depending on the day their
transaction occurred,” SCT
chairwoman Jocelyn Furlan
says.

Furlan says the high
number of complaints about
account administration in the
2008-09 financial year were a
symptom of the global crisis
and falling markets.

At times when markets are
rising, delays in switching
investment options or
transferring to another fund
are unlikely to result in

We walk a tightrope of giving a helping
hand yet not shielding our children from
the problems which will help them grow.

saving work well too. If you
are trying to encourage your
child to save a deposit for a
home you could offer to give
them a dollar for every dollar
they save, up to a set figure.
It's a win-win —they get

100 per cent on their money
and you get the joy of
watching them become smart
savers.

Certainly it's appropriate to
help if your child faces a
financial crisis because of an
event such asillness that is
out of their control. But it's a
different matter entirely if
they are in financial strife
through ineptitude, because
as sure as night follows day,
they will never learn to
manage money properly if
you keep bailing them out. As
painful as it may be, you are
much better off to sit back and
watch the power being turned
off and the car being
repossessed, because these
are the lessons they need to
gettheir lives in order. Moral
support, yes; money, no.

Yes it's a challenge, but
remember two other basic
principles. Itis better to teach
them how to make money
than to give it to them, and
what you don't spend in your
lifetime, they will.

Think about that next time
you are scrimping on a
holiday.

Noel Whittaker is a director of
Whittaker Macnaught Pty Ltd.
His advice is general in nature
and readers should seek their

own professional advice
before making any financial
decisions. His email is
noel.whittaker@whittaker
macnaught.com.au

losses or complaints.
“Because there were so
many of these cases, we
developed a procedure where
we asked complainants what
they would have done
differently if they had known
the transaction would take
two weeks not one [for
example] and sometimes
people said they would have

gone ahead anyway,” she says.

While most cases were
dismissed, Furlan says funds
could do a better job of
managing members’
expectations through better
communication of
administrative processes.

The tribunal received 1519
written complaints within its
jurisdiction last year, up from
1441 the previous year and

| am 48 and married. |
have two investment
properties with a combined

value at about $1.5 million
and related investment

mortgages totalling $950,000.

In addition | have a $130,000
blue chip share portfolio
invested in my wife's name.
Our family home is valued at
around $500,000, and has a
mortgage of $130,000.

Is there a way of making the
debt from the family home
tax deductible?

The only strategy

would be to sell one of
your investment properties
or some shares, and use the
proceeds to reduce or pay
off the mortgage on your
residence. You could then
take out a new loan against
the increased equity in your
home to borrow for
investment in income-
producing assets such as
property or shares.
You would need to do your
sums carefully because
there will be transaction
costs if properties are
involved and there will be
capital gains tax to pay if the
current values of any assets
sold are more than you paid
for them.

well up on levels of about 1000
before the financial crisis hit.

While two-thirds of

complaints last year related

to fund administration,

Furlan says this has eased
back to 50 per cent now
markets are recovering.
Complaints about death
benefits have climbed back
from 25 per cent to about one-
third of all complaints.

Super death benefits are

normally paid to a spouse, de
facto partner, dependent
children or someone who
lived in an interdependent
relationship with the
deceased.

“The issue we are grappling

with most is interdependency,”
Furlan says.

In the past, most claims

Are there are
advantages to making
nonconcessional

contributions to super other
than the obvious ones of
triggering the government
co-contribution and

boosting one’s retirement
fund?

| am 55 and have $250,000 in
super, $4000 of which is non-
concessional contributions.

| received a redundancy
payout a year ago which was
taxed at 16.5 per cent due to
my age and wish to move
part of the payout into

super. Am | correctin my
understanding that any non-
concessional contributions
can be withdrawn tax free at
any time?

I no longer plan to work
full-time and am about to
complete a three-month
contract, my first period of
employment in this tax
year. | have been salary
sacrificing 100 per cent of
my salary (approximately
$26,000) into super and
living on my savings.

The rationale behind this
was that | only intend to
retire after the age of 60
when there will be no tax
payable on money
withdrawn from my super

relating to interdependency
came from same-sex couples.
But since legislation was
introduced in 2008 giving
them the same rights as de
facto couples where super is
concerned, Furlan says the
main source of complaints is
from adult children and
siblings who are not
dependents and don't meet
the interdependency criteria.

Furlan says siblings and
others sometimes get their
hopes up when they are
named as the fund member’s
preferred beneficiary but the
trustee overlooks them when
the member dies.

Unlike a binding
nomination where the super
fund will only accept eligible
nominees, no checks are

fund and so the only tax

paid is the 15 per centon
contributions.

If | had taken the salary, |
would have been taxed at
31.5 per cent, so salary
sacrifice seemed more
advantageous. Was this, with
hindsight, the correct
strategy?

You are only 55, which

means you cannot
access your superannuation
unless you sign a statement
that you are permanently
retired.  Obviously you
cannot do this if you intend
to keep doing casual work
but you could decide to
retire, access your super and
then have a change of heart
and return to the workforce
after a decent interval.
Because salary-sacrificed
contributions to super lose
15 per cent contributions
tax there is no benefitin
salary sacrificing your
income under $35,000 — the
point at which the 15 per
centrate cuts out.

Send your questions to
noel.whittaker
mchnaught.com.au

made to establish if your
preferred nominee is eligible
to receive your death benefits.

Corporate super funds had
the most complaints per
member last year (and indeed
every year). There were just
fewer than 150 complaints per
million members for
corporate funds, more than
twice the rate for public
sector funds and three times
the number for industry and
retail funds.

But Furlan says this is
attributable to the higher
average account balances for
corporate funds. She says
corporate fund members are
more engaged with their
super and more likely to
complain because they have
more at stake.
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