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A brighter
future for
your kids

With investment bonds the money is at
call and the parent decides when the
funds may be placed in the child’s name.

Noel Whittaker is a director of
Whittaker Macnaught, a
division of St Andrew’s
Australia. This advice is
general in nature and readers
should seek their own expert
advice before making financial
decisions. His email is
noelwhit@gmail.com

Noel
Whittaker

Can you think of a
more perfect
investment?

MY recent column on invest-
ing for grandchildren trig-
gered many emails asking for
guidance on the best invest-
ment vehicle to use.

It’s a tricky question
because most of the available
strategies have inherent
problems.

For starters, most insti-
tutions will not accept invest-
ments in the name of a minor,
but if the money is held by a
parent or grandparent as tru-
stee for a child, the trustee
can be liable for children’s
tax at punitive rates. If you try
to get around children’s tax by
investing in the name of
either parent, the income
from the investment can
adversely affect their family
tax payments, push them into
a higher tax bracket, or hin-
der eligibility for the super-
annuation co-contribution. If
the grandparent invested in
their own name they could
lose some aged pension as the
investment grew in value.

Fortunately there is a sol-
ution – investment bonds,
which are one of the simplest
and most tax effective invest-
ments available. All you have
to do is make an investment
into the bond and sit back and
watch it grow. Then, after you
have owned the bond for 10
years you can withdraw all or
part of the proceeds free of
tax. However, there is no
obligation to withdraw your
money and you can leave it in
the low tax bond area for as
long as you wish.

In many ways, investment
bonds are like superannu-
ation. The fund itself pays tax
on behalf of the investor,
which means there is no need
to include any income in the

investor’s yearly tax return.
However, there are certain
critical differences. Superan-
nuation funds pay tax on your
behalf at 15 per cent, invest-
ment bond funds pay 30 per
cent. The amount you can
place in superannuation is
limited and your money is
tied up until you reach your
preservation age, which is at
least 55.

There is no loss of access
when you place your money
in investment bonds, and the
amount you can place in them
is limitless.

The ability to access the
investment at any time is a
major feature. Your money is
not tied up for 10 years and
you can withdraw all or part
of the balance whenever you
wish.

If you do withdraw your
money early, the profits will
be fully taxable, but you will
be entitled to a 30 per cent
rebate to compensate for the
tax already paid by the fund.

Let’s look at a simple case
study. The grandparents want
to start an investment plan for
their grandchild and are pre-
pared to start it off with an
initial investment of $10,000.
They hope to be able to make
additional investments but do
not want to be put in a
position where they could be
forced to do so. After talking
to their adviser they decide to
use a Child’s Advancement
Investment Bond in the name
of the mother, with the child

as the life insured with a
nominated vesting age.

When a person takes out
this type of policy it is custom-
ary to nominate an age when
the policy will automatically
vest in the name of the child.
This can be at any stage
between age 10 years and age
25 years, but if no age is
nominated it automatically
passes to the child at age 25.

Now comes the good part.
By holding the bond in this
way the parent has absolute
discretion as to when the
funds may be placed in the
child’s name. Even if the
nominated age is 25, the
parent as policy holder has
full control over the invest-
ment and can change the
vesting age until the Child’s
Advancement Policy is trans-
ferred to the child. Further-
more, there is no capital gains
tax on the transfer.

Can you think of a more
perfect investment? The
mother has total control,
there is no annual income
generated, and the money is
available at call even if the
child has not reached 10.

Yes, investment bonds are a
great vehicle for investing for
young people. But that is just
one of the many benefits they
have. We will discuss them in
more depth next week.

PERSONAL FINANCE

Celebritiesscammedtopick thepocketsof fans
By PETER KELL

Peter Kell is the deputy
chairman of the Australian
Competition and Consumer
Commission.

SCAMMERS are
masquerading as celebrities
such as Jennifer Hawkins,
Pink, Oprah Winfrey and
even Michael Jackson to
distribute viruses or fleece
money from victims.

There have been
numerous scams throughout
history that have sought to
attract and then deceive
consumers through their
links to famous people.

But when you combine
our celebrity-obsessed
culture with the
opportunities opened up by
the internet, it is not
surprising the scale of these

scams has increased
dramatically.

It started online in earnest
years ago when the Anna
Kournikova VBS/SST virus
infected thousands of
computers as a result of
spam emails harbouring a
malicious attachment.

Most recently, an
unofficial fan club website
for Pink was promoting a
fake ticket competition.

These scams can also be in:
� Fake memorabilia for

dead celebrities via internet
auctions.

� Bogus endorsements for
products.

� Fake postings on social
networking sites to get

personal information or
spread viruses.

It is particularly important
to warn children and
teenagers about these types
of scams. Many follow their
favourite singer or actor with
uncritical devotion and are
less likely to exercise care in
the face of tempting prize
offers on fake websites or
unsolicited emails. Here are
some recent examples of
celebrity scams.

Last month, Oprah Winfrey
and regular guest Dr Mehmet
Oz sued more than 50
businesses they claim are
illegally using the powerful
Oprah endorsement to hawk
products on the internet.

On more than 500 websites,
the companies are falsely
linking the pair to a variety of

dietary
supplements, anti-
ageing concoctions
and colon cleansers,
according to the suit
filed in federal
court.

The Australian
Competition and
Consumer
Commission’s
SCAMwatch has
received reports of
scammers using
celebrities like Pink
and Jennifer
Hawkins to
camouflage their

attempts to steal your money,
personal details and, in some
cases, your identity.

They may even fool you
into subscribing to a mobile
premium service you don’t
want or can’t afford.

Consumers should be on
the lookout for spam emails
that secretly install viruses
and spyware onto your
computer and removable
drives such as USB sticks.

The spyware and viruses
are hidden in song, video
and picture files of
celebrities disguised as
tributes to them. SMH

Send your questions to
noelwhit@gmail.com

Q We have an investment
property that is giving

us a net return of $7600 per
annum. If we sell this
property we will receive a
net payout of $220,000 after
CGT. Our last tax return
indicated a tax rate of about
21.7 per cent. Is it more
beneficial for us to keep the
property, or sell it and
invest the money in a term
deposit at 4.9 per cent?

A The tax rate of 21.7 per
cent you quote is the

average rate. The CGT will
be calculated by adding the
net gain to your taxable
incomes so it is your
marginal rate which should
be used – not the average
one. For incomes between
$35,000 and $80,000 the
marginal rate is 30 per cent
and for incomes between
$80,001 and $180,000 it is
38 per cent. Your
accountant is the
appropriate person to do
the numbers for you but the
main factor in your decision
is the potential of the

property. If you feel it has
peaked, now may be a good
time to sell it, but keep in
mind that growth assets like
property and shares should
give long-term higher
returns and greater tax
benefits than interest-
bearing bank accounts.

Q I read with interest
your answer to the

question regarding capital
gains tax exemption on the
principal place of residence
for six years. However, the
state land tax can be very
significant if the property is
rented out for more than six
months in a calendar year.
This tax can exceed the total
rent received, as it is not
levied on the income but on
the land value. Is it
important to do the sums
before renting out the
family home? Are there any
other factors to consider?

A As you say, land tax
can be a heavy impost

and the family home is only
exempt if it is an owner-

occupied dwelling. It is most
important to do the sums
before you rent it out. But
one benefit is that land tax
is tax deductible.

Q I am 55 years old and
have $390,000 in super.

My employer and I make a
total monthly contribution
of $1760. The latest annual
statement shows my fund
takes $455.87 for life
insurance. I do not wish to
have life insurance but my
fund says all super funds
have obligatory life
insurance – is this true? I
would rather the $455.87 go
into my super.

A Not all funds have
obligatory life

insurance but some do. I
suggest you talk to the
trustee of your fund and see
if they are prepared to
comply with a request from
you to cancel the insurance.


