May / June 2014

Australian Credit Licence No 381336

money matters
RICHARD

RAY

ZAC

Balancing the budget: Will there finally
be changes to negative gearing?
Every year, Australians enjoy about $36 B
worth of tax breaks on the family home,
including capital gains tax and negative
gearing. While Treasury doesn’t comment on
budget speculation, rumours of cuts to
negative gearing circulate at this time nearly
every year. With the new Government this
year focusing on balancing the books, the
noise appears to be louder than usual. And
while it may initially sound like terrible news
as far as investors are concerned, the reality
is it might not be such a bad thing.

increase in stock of affordable housing, the
Reserve Bank’s figures show that 95% of
investors purchase existing dwellings rather
than new ones.

Australian Taxation Office (ATO) statistics
show that 1.2 million people per annum
“negatively gear”. That is, they legitimately
deduct losses made on investments,
including mortgage interest, from their
overall income which may reduce their
overall tax liability.

SBS reported this month that the Abbott
Government again is considering changes to
negative gearing: grandfathering
arrangements for existing investors, but
restricting access to future investors so that it
only applies to new properties. This would
potentially have the effect of easing
demand and pricing on
existing homes, and
creating a supply of
new and affordable
housing.

ATO statistics also show that negatively
geared property investors claimed $13.2 B in
losses in 2010/11 (up from $10.1 B in the
previous year). So the impact of these tax
breaks on the Federal Budget is significant.
According to the Grattan Institute,
quarantining negative gearing losses would
save the Budget around $4 B per year initially,
levelling out to a saving of around $2 B per
year over the longer term. The Grattan
Institute report also showed that negative
gearing was not providing much needed
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This latest look won’t be the first time the
government examined the costs of negative
gearing: back in 2010, the Henry Tax Review
recommended that only 40% of any negative
gearing loss should be recognised. At the
time, the incumbent Labor Government chose
not to implement these recommendations.

of investors buying property before a named
cut off date, possibly then followed by a
slump in the market.
While some groups do not want to see
changes to negative gearing policies, there
are some who are already welcoming the
possibilities. These include focusing negative
gearing on achieving what it was supposed
to do as far back as 1936: stimulate the
housing and construction sector in the
economy whilst providing affordable rental
accommodation.
With the latest statistics on rental
accommodation from most of the Real
Estate Institutes around
Australia showing such low
vacancy rates, a focus on
supply of homes is
possibly very good news.

What would the
effects on the market
be? Some economists
believe that
implementing these
changes may hold
off interest rate rises.
We may also see a large rush
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Renovating risks
and rewards
Australians spent $6.35 B in renovations in 2012
according to the Australian Bureau of Statistics.
Some are calling it “the Block Effect”, created by
a number of TV shows where property and
renovating take centre stage. According to one
of the large banks, this trend will only increase
as homeowners look towards increasing the
value of their properties, as well as making
them more livable.

What to do
with a windfall
If you’ve ever been in the position where you’ve
either won or inherited a significant sum of
money, you have possibly already dreamt about
all the things you could do with it.
A windfall can make all the difference to your
overall financial position, but statistics show that
if you don’t put some planning into what you do
with your windfall, then it may go as quickly as it
came!
Experts say that you should take into account
your current financial position and age before
you decide what to do with your extra cash!
In your 20’s and 30’s: It’s the perfect ‘leg up’ into
home ownership, and the experts often say to
put 80% into a deposit, and 20% in to savings as
an ‘emergency fund’. If you already have a
mortgage, pay it off, or consolidate debts and
repay as much as you can, this will save you
more in interest payments than you would gain
by putting the money into a term deposit.
In your 40’s and 50’s: If you have a mortgage, it’s
best to pay it off so that you don’t have a large
mortgage to worry about when you retire, putting
any balances into super.
In your 60’s and 70’s: In Australia, statistics show
that most people who receive an inheritance may
be close to retirement. If you are over 50, it may
be best to put your windfall straight into super.

However, before you organise the day trip to
Bunnings, you need to be aware of some of the
risks of doing it yourself.
1. Watch the budget: Statistics show that home
renovations rarely come in on budget. Think
about engaging a Quantity Surveyor to estimate
the cost of construction, come up with a plan
and stick to it. This could potentially save you
thousands later on.
2. Overcapitalising: Darryl Kerrigan in the movie
“The Castle” joked about overcapitalising with
his DIY renovations, and we all remember how
that turned out! Make sure that you don’t spend
more on improvements than the profit you
might make on sale.
3. Over Personalising: Make sure that your
renovations are of a high quality. To achieve a
higher price for your property to you need to
appeal to more prospective buyers, too much
personalisation can narrow the market.
4. Professional Advice: You have may a grand
idea in mind, but actually bringing that to fruition
may not be as easy as you think. Get the advice
of a professional architect before you dive in.
5. Your own health: If you’re a fan of shows like
The Block you will see what sort of physical toll
these projects take on contestants, particularly
if it involves physical labour. Also, be careful of
exposure to things like asbestos in houses built
before 1987. Lastly, it is often better to leave
electrical and complicated technical jobs to the
experts.

HOME LOANS

COMMERCIAL
FINANCE

LEASING

PERSONAL
LOANS
RISK
PROTECTION
For all your Insurance needs
contact Allianz direct on 1300 858
642 and quote broker ID 24946 to
receive the Broker discounts.
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UPDATE

The official cash rate has been left at a record-low 2.5
per cent, as forecast by most experts. Economists
generally expect the next move in rates to be upward,
however the Reserve Bank revealed in the minutes for
last month’s meeting that the official cash rate was
likely to remain at 2.5 per cent for “some time”.

Our business is built on referrals and we would welcome the opportunity to assist any of your family or friends, also with their finance.
Important note: Readers should not rely solely on the content of this newsletter. All endeavours are made to ensure the content is current and accurate
however, we make no representations or warranties as to the accuracy, reliability, completeness, or currency of the content. Readers should seek their
own independent professional advice before making any decisions based on the information contained herein.

