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Round ’n’ round itgoes,where it stops,whoknows
By ANNETTE SAMPSON

IT was the worst of years and
it was the best of years.

The end of capitalism as we
knew it, followed by a rocket-
fired recovery that had the
pundits claiming the
investment cycle was alive
and well. As, of course, they’d
known all along.

It was the year the world
decided to crack down on
rewards for the banking
executives who had created
the mess, then watched said
executives continue to haul in
the cash.

It was the year the Federal
Government mailed out
windfall cheques, then
claimed it needed to slash
costs. The year commentators
started talking about parity
with the US dollar without
falling over laughing. That
having outlasted their upstart
competitors, Australia’s
banks proved they could still
be bastards.

And that it finally occurred
to the financial planning

industry that getting paid for
flogging product wasn’t good.

It was also the year that a
new acronym found its way
into the language. We now
have the GFC to blame. And if
history is any guide, having an
acronym to blame should
prove useful.
� January
The start of the year wasn’t
promising. The US
Government had been forced
to give its ailing car
companies a Christmas gift of
$US13.4 billion ($14.7 million)
in short-term emergency
financing.

Bankruptcies in Australia
reached a record level and
super funds reported an
average loss of almost 20 per
cent for 2008. Headline
inflation plunged from 5 per
cent a year to 3.7 per cent.
� February
TheGovernmentkickedoff
witha$42 billionstimulus,
then theReserveBankslashed
interest ratesbya full
percentagepoint followinga
similarcut inDecember.

The Financial Planning
Association shocked the socks
off investors by announcing it
would impose a new code of
ethics that put the client first.
� March
The US market hit rock
bottom at 3145.5 on March 9.

There were concerns in
Australia about a potential
‘‘bubble’’ in first-home prices
as new buyers rushed to take
advantage of the
Government’s upfront bonus.
� April
The Reserve Bank cut
interest rates another
0.25 percentage points to
3 per cent – a 49-year low –
though this prompted yet
another sell-off.
� May
Budget month. Having been
promised a tough budget,
Australians were let off
lightly.
� June
Two failures dominated the
finance news: the bankruptcy
of US car-maker GM and the
collapse of the Rio and
Chinalco deal.

Neither was unexpected,
but it was the third-biggest
bankruptcy in history.
� July
With super funds set to report
another year of negative
returns, the blowtorch was
turned on the industry over
fees and commissions paid to
financial advisers.
� August
The month started well after
the sharemarket posted its
biggest monthly gain in 16
years in July. Even the US
was looking better.
� September
A weaker US dollar was one
of the drivers behind the
Australian dollar hitting a
one-year high of more than
85 cents.

Telstra got its nose out of
joint when the Government
ordered it to split into two.
� October
It seemed that50 percent rise
sinceMarchwasabitmuch
and thesharemarketgot the
wobbles.

TheReserveBankalso
reckoned itwas time tohose

thingsdown, lifting interest
rates0.25 percentagepoints.
� November
With the Government inquiry
into financial services
winding up, super funds and
financial advisers had plenty
of suggestions for a
crackdown on their
competitors while looking
after their own interests.
� December
By last Wednesday, the
sharemarket was still 3.9 per
cent off its October high and
was being dragged down by
weaker commodity prices and
a stronger US dollar.

But hey, we still have a few
weeks to go. Anything could
happen.

The Reserve Bank lifted
rates another 0.25 percentage
points. The banks also lived
up to our (low) expectations
by lifting mortgage rates by
more than the official rise.

What can we learn from the
wild ride that was 2009?

1. Forecasts aren’t worth
the paper they’re written on.

2. No matter how you dress

it up, debt increases risk.
3. Don’t invest in anything

you don’t understand.
4. Market cycles are

infallible – it’s their timing
and duration that are fickle.

5. Humanshave a
propensity for greedand it
will take more than a financial
meltdown tochange that.

6. Given 5, investment
prices will always rise too far
in the good times and fall too
far in the bad.

7. In booms, all news is good
news. But in bad times, even
the best news is discounted.

8.Governmentscanchange
thedirectionofeconomies.But
theydon’talwaysget it right.

9. Given 8, there is
legislative risk in any
financial strategy – especially
a long-term one like super.

10. Despite 8 and 9, you
can’t rely on the Government
to protect you.

11. Regardless of what the
analysts say, banks are better-
than-average investments.

12. Complacency is for
mugs. SMH

Sacred tax
cows safe
from harm

Tax reform is in the air but it’s nothing to
get excited – or lose sleep – about.
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THE Henry Review into
taxation will hand down its
final report this week, but
don’t hold your breath
waiting for public release.

Already there have been
rumours about capital gains
tax on the family home and
the removal of franking
credits but I wouldn’t be
losing any sleep about them.
It would be a very brave
government who would mess
with such sacred cows,
particularly in an election
year. Negative gearing and
superannuation are two more
likely targets.

It’s alsoa safe bet that three
of the worst taxes are still
going to be ignored. They are
land tax, payroll tax and
fringe benefits tax (FBT),
which all fail the fundamental
test of fairness – they take no
account of ability to pay.

There are many
Australians who have had a
holiday house in the family
for generations and through
no fault of their own have
seen the property rocket in
value – they now face land tax
bills of $20,000 a year or more.

There are also developers
copping huge land tax bills on
properties that cannot be
subdivided yet because the
approval process has been
held up in council. This is
adding thousands of dollars to
the price of home sites.

Payroll taxwas introduced

by theCommonwealth
Government in1941andwas
supposed tobea temporary
tax to financeWWII.Likeall
temporary taxes it’sstillwith
us,but in1971 thepower to
levy itwas transferred to the
states,whohavebeenbusily
increasing iteversince. It is
basedongrosspayroll, soacts
asadisincentive tohireextra
staff, andbecause it takesno
accountofprofitability,has the
potential todriveabusiness
into receivership if theyare
struggling tomakeaprofit.

The Labor government
brought in FBT in 1985 with
the stated intention of
stopping employer rorts.
Labor was not prepared to
alienate the workers who
make up its natural
constituency so instead made
FBT payable by the
employers.

FBT is a major issue for
employers this month.
Unfortunately the Tax Office
is a real Scrooge when it
comes to Christmas and a
party will not be exempt from
FBT unless the total benefit
per person attending is under
$300. The catch is there is no
tax deduction for the
Christmas party if FBT is not
payable.

To make matters worse, the
FBT rules are complex in the
extreme. If a business holds a
party on its own premises and
invites only current

employees there are no FBT
implications, irrespective of
the value of the food and
drink provided. But if the
party is held off business
premises the total cost per
head must be less than $300 a
head to be FBT exempt.

Smart bosses may well
decide they are sick of
Christmas parties and simply
give each staff member a
hamper worth less than $300.
If gifts are only given
infrequently and irregularly
they can claim the whole cost
as a tax deduction and will
also be exempt from FBT.
There is a bonus for the boss
too – there won’t be the
debate about whether the
business should provide taxis
to ensure the staff arrive
safely at home.

But there is a loophole. If
the boss is determined to
have a Christmas party and
stay away from all the
complexity of FBT he could
simply give all the staff a
bonus and let them put on
their own Christmas party.

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

Q People 50 and over are
usually advised to

contribute as much as
possible to super via salary
sacrifice. My husband is 50
(earning $80,000) and I am 40
(earning $100,000) and we
both salary sacrifice about
$5000 each to super. Once he
retires, I expect that my
salary will be enough to
support us both until I
retire. Given this, is it a
better strategy to increase
my before-tax contributions
to maximise the tax benefits
and leave his or even reduce
it?

A You should always try
to maximise your

super contributions
because such contributions
lose only 15 per cent,
whereas money taken in
hand loses at least 31.5 per
cent in your husband’s case
and 39.5 per cent in yours.
Your ability to salary
sacrifice is severely
restricted because you are
under 50 – your employer
should be paying about
$9000 which leaves you with
the $16,000 of additional
contributions that can be
made before you reach your
$25,000 limit. Your husband
has a maximum of $50,000
but there is no point in

contributing to a level
where his gross taxable
income is less than $35,000,
the point where the 15 per
cent tax scale cuts out.

Q My wife and I rent a
home in Brisbane and

are about to receive the
proceeds of a property in
Perth which has been
rented. We have recently
been joined in Brisbane by
my pensioner parents, both
in their 70s. I am 49 years old
and my super is $170,000. My
plan is to buy a unit in
Brisbane for about $250,000
of which I will borrow about
70 per cent, and rent it to my
parents. Does this sound
like a wise strategy?

A If you intend to buy
your own home you

should be trying to minimise
any borrowings for it and at
the same time be
maximising the amount that
you will borrow for
investment. Therefore a
better option may be to
borrow the entire purchase
price of the unit using a
home equity loan against
your own residence as the
deposit. Just bear in mind
your parents will need to be
paying a fair market rent – it
need not be a high market

rent in recognition of the
fact there will be no agent
fees, vacancies or damage,
but you must be able to
justify it to the Tax Office.

Q We have investment
property which has a

current market value of
$720,000. We bought this
property three years ago for
$500,000. For the first two
years we were living in this
property and currently we
have rented it out. We are
renting and bought land and
plan to start building soon.
If we sell our city property
now and reuse profit money,
do we need to pay any tax
for the profit of $210,000?

A Based on the
information given, you

should be within the six-
year capital gains tax
exemption period provided
you lived in the house
before you rented it out and
have not claimed any other
property as your principal
residence since.


