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Game on, it’s your move
Savings-smarts can
ensure that the business of
retirement is not so dicey.

Noel
Whittaker

JUMP AHEAD: Borrowing for
investment is still the best
way for people to create
wealth.

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

TODAY we’ll continue discussing
strategies to create wealth for your
retirement, so you won’t be one of
the unlucky ones who will be
waiting years for medical treatment
as the population ages.

Lastweek Imentionedhowsalary
sacrifice tosupercouldbeabetter
option forpeople in their50s than
speedingup theirhome-loan
repayments.

A couple of readers reminded me
that there are still some
unscrupulous bosses who take
advantage of employees who use
salary sacrifice.

Suppose a person earns $60,000 a
year and is also receiving
compulsory 9 per cent
superannuation of $5400 a year –
their total salary package is $65,400.
If they voluntarily reduced their
salary to $50,000 by salary sacrificing
$10,000 to super it is within the
employer’s rights to pay super on
just $50,000 a year. This cuts the
employer contribution from $5400 to
$4500.

I know it’s hard to imagine any
boss taking advantage of a loophole
to reduce an employee’s salary, but

it does happen occasionally.
Fortunately it isnot toocommon,
becausegoodbusinessesgooutof
theirway to treatstaffwellandsalary
sacrifice isoneof themosteffective
benefits theycanoffer– there isno
cost to theemployerand therecanbe
hugebenefit to theemployee.

In 2007 I interviewed the then
Labor shadow minister for
superannuation, Nick Sherry, who
assured me that stamping out this
rort was going to be a priority if
Labor got elected. To date nothing

has been done about it, and the best
information I can get from Treasury
is that action is on hold awaiting the
release of the Henry Review.

Until the law is changed the
remedy is obvious – do not enter into
a salary-sacrifice arrangement until
you and your employer have first
agreed that your entitlements will
not be reduced as a result.

Salary sacrifice might be highly
effective for older employees but
younger employees are much better
off to build assets outside the

superannuation system and, at that
stage in their lives, rely on the
compulsory employer
superannuation.

Think about two people we will
call Tom and Ella, aged 30, who
understand the power of compound
interest and who want to put a
wealth-building program in place as
soon as possible. They decide they
can spare $6000 a year from their
gross salary. Tom decides to salary
sacrifice $6000 a year to super,
which means he will be investing

$5100 a year after the 15 per cent
contribution tax has been deducted.
If his superannuation fund earns
9 per cent, he will have an
additional $1.25 million in his
superannuation fund at age 65.

That’s not to be sneezed at but,
after taking advice, Ella chooses a
different course and borrows $85,000
to invest in a quality share trust. If
the trust earns 9 per cent per annum
she will have $1.96 million at age 65
– an extra $710,000.

The reason for the difference is
that Ella has got $85,000 working for
her at age 30 – it will be almost 17
years before Tom has $85,000 of his
own capital working for him
because he is only investing a net
$5100 a year. Also, because Ella is
investing outside the
superannuation system, she is not
losing access to her money for the
next 30 years.

Ideally, at age 30, Ella would have
a reasonable equity in her own
home and be able to borrow for
shares with a home equity loan.
However, if she had meagre assets
she could start small with an initial
borrowing of just $2000 through a
regular gearing plan. This loan
would then be progressively
increased as years passed and her
equity in that plan grew.

Remember, investing is like a
game of Monopoly – the winner is
the one who controls the most assets
around the board.

Borrowing for investment is still
the best way for people to create
wealth because the interest is tax-
deductible and there is no tax on
capital gains until the asset is
disposed of.

This may be many years after they
retire. A further benefit is that the
capital gains tax is payable on just
half of any gain once the asset has
been held for 12 months.

Send your questions to noel.whittaker@whittaker
macnaught.com.au

Q I am 52 years old and saving for my
retirement. I do contract engineering

work and the last two years have been very
good to me. For each of the last two years I have
managed to put into my super fund the
maximum deductible amount of $100,000 per
annum. These contributions are only taxed at
15 per cent, so it was a great incentive for me to
save for retirement. Unfortunately this year the
Government has seen fit to stifle my retirement
savings and, as you know, the maximum
deductible amount for my age bracket is now
only $50,000 per annum.
The impact of these changes to my tax bill will
be significant and I am wondering if there is
another strategy I can use to minimise the tax
effects. Can you suggest where I could invest
the other $50,000 and claim it as deductible?
Are there shares or investment bonds that I can
contribute this money to and claim a
deduction?

A Unfortunately superannuation is the only
product that lets you make contributions

in pre-tax dollars. Of course, if you have a high

taxable income you can alleviate your tax
position slightly if you transfer assets to super
as a non-concessional contribution or else have
money held in your spouse’s name, if you have
one.

Q I bought a house four years ago for
$600,000. I paid $350,000 cash and took a

$250,000 mortgage. Since then I have saved
$250,000 in an offset account, effectively making
my interest payments zero.
I intend to buy a second house and live in it
while renting out my existing house. If I were to
redraw the equity in the first house to buy the
second house, I understand the ‘‘new’’
mortgage would not have any tax advantages as
the money was borrowed for my new family
home, that is, the interest is not tax-deductible.
What if I were to redraw the mortgage and
deposit the proceeds into a term deposit and
then use that money eventually to buy the
second house where I intend to live? This way
the money is redrawn for the first house
before being withdrawn for the second (non-
investment) house. Would there be a

necessary time that the funds must stay in the
term deposit.

A The interest on a loan used to buy your
own residence is not tax-deductible while

you are living in the property, but it does
become tax-deductible if you move out and it
becomes income-producing. If you use the
money in the offset account to buy your
residence this will reduce the amount you need
to borrow so you will not have a large non-
deductible debt while paying tax on the income
from the original property.
If you borrow money to invest in an interest-
bearing account the interest you earn will be
assessable and the interest you pay will be tax
deductible.
However, once you withdraw the money from
that account to use for a private purpose such
as buying your own home the interest will
cease to be tax-deductible.

Mumsanddadsridinghighonmarket roller-coaster
By MARTIN ROTH

MUM and dad investors who
bought shares in the big stock
market floats and
privatisations of the 1990s
might be sitting pretty.
Experts say it’s exactly this
type of shares – large,
defensive blue chips paying
good dividends – that could
shine if the market becomes
more volatile.

CommSec’s Mums and Dads
Index was created to reflect a
series of major stock market
floats, privatisations and
demutualisations of the 1990s.

The composition of the
index has changed over the
years due to merger activity
– Colonial acquired by CBA,
TAB by Tabcorp Holdings
and Coles Myer by

Wesfarmers.
Today it comprises nine

stocks: AMP, CBA, Insurance
Australia Group (IAG),
Qantas, Suncorp-Metway,
Tabcorp Holdings, Telstra,
Wesfarmers and Woolworths.
Several of these companies
have recently been stellar
performers, out-gunning even
a surging market.

Early this month,
Wesfarmers and CBA were
both up by more than 80 per
cent from a year earlier and
Qantas was up 50 per cent.
However, others have been
less than impressive.

Tabcorp rose just 8 per cent
and IAG was up 5 per cent.
Telstra and Woolworths both
fell.

The result was that, overall,
the Mums and Dads Index in

early February was up just
10 per cent from a year
earlier, compared with a
34 per cent gain for the All
Ordinaries Index.

Yet during 2008, when the
market was crashing, it was
the Mums and Dads Index
that outperformed, down
26 per cent for the calendar
year, while the All Ords
plunged 43 per cent.

‘‘Investors who are perhaps
more focused on dividends
than on capital appreciation
might be able to live with this
sort of performance,’’ says
Craig James, chief economist
at CommSec. ‘‘Certainly you
will be supported in the bad
times. But investors would
probably be better served by
having more of a diversified
mix.

‘‘The Mums and Dads Index
is a defensive-type portfolio.
It does not have BHP Billiton
or Rio Tinto or any other
mining or energy stocks. Nor
does it have any of the
specialty retailers, which did
very well last year, or any

media companies.’’
For investors looking to

future long-term
performance, it is the lack of
resource stocks in particular
that is now seen as a
drawback.

James recommends adding

companies such as BHP and
Rio Tinto to the portfolio.

He says developments in
Asia are likely to continue as
a significant long-term driver
of the Australian economy
and notes that, despite the
recognised quality of most of
the companies in the Mums
and Dads Index, few have
much exposure to Asia.

Ivor Ries, head of research
at E.L. & C. Baillieu, agrees:
‘‘BHP and Rio Tinto together
make up 11 per cent of the All
Ords. If you do not own them
you are basically betting that
China is going to fall in a hole
and never recover.’’

So as the market possibly
enters stormy waters, by
tweaking their portfolios the
mums and dads could yet
come out ahead. SMH
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