Summer Newsletter 2017

US Led Reflation or Euro Blues?
The US economy has shown that it is somewhat immune to geopolitical events. After years of interest rate cuts
and 3 bouts of QE the US economy has some momentum indicated by close to full employment and improving
economic growth. The IMF has predicted that Donald Trump's plans for big spending increases and tax cuts in
the United States are likely to spur a wave of economic growth.
But the IMF also warned that uncertainties over Mr. Trump's bullish policies carry major risks that could result in
global spill-overs if US interest rates rise too steeply to cool a hot economy.
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The IMF's chief economist, Maurice Obstfeld, flagged the potential for more protectionist measures and
retaliatory responses, especially in the event of a trade war with China.
Meanwhile US equity markets continue to climb while bond markets face the first bear market in 30 years- a
concern for traditional balanced fund investors. Bond proxies such as listed property are also out of favor due to
expectations of higher rates going forward.
Across the Atlantic, the European Central Bank (ECB) announced its latest asset buying plan which buys assets
from banks with newly created money. From April 2017, it will buy €60bn of assets each month, down from the
€80bn it is purchasing currently. ECB also made some important changes to its QE programme, including
removing the limit that prevented it buying extremely expensive bonds.
Now the ECB can buy more bonds for more than their face value -- meaning it would incur losses when the
bonds mature.
Why would it do that? Because it widens the pool of potential assets which can be purchased i.e. by allowing the
ECB to keep buying German debt at the current pace until Nov. 2017.
Kathleen Brooks of City Index sums up:
“The ECB had to change its standards for bond purchases to ensure that its QE programme did not disrupt the
debt markets. It will now include bond purchases below its own deposit rate, which is already -0.4%. Thus, the
ECB will be paying to hold some bonds that will be included in its QE programme.
The craziness doesn’t stop there, some of those bonds have a negative yield because of the ECB’s QE programme
in the first place. This meeting has been like a financial version of Alice in Wonderland.”
So what does it all mean? Basically, as markets have already signaled, it is very supportive for European equities
especially banks and insurance firms, a big negative for the Euro, and bearish for Euro rates. (See initial reaction
in chart below) It also is likely to be the first step towards the end of Euro QE.
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Closer to home…
Fortunately for Australia, Chinese growth has ended 2016 on a firm note after a rocky start to the year.
Consumption is holding up, factories have pulled out of a four-year streak of deflation and overall growth is
expected to comfortably meet the government’s target. Analysts expect another year of solid growth ahead of a
twice-a-decade reshuffle of the Communist Party’s top leadership scheduled for later this year.
I have banged on about the imbalances in the Chinese banking system for years and unfortunately the cause of
China’s rebound has been attributed to another deluge of cheap credit unleashed by state-run banks at the
government’s behest. "The growth rate in China was a bit stronger than expected, supported by continued
policy stimulus," the IMF wrote in its latest outlook.
"Continued reliance on policy stimulus measures, with rapid expansion of credit and slow progress in addressing
corporate debt, especially in hardening the budget constraints of state-owned enterprises, raises the risk of a
sharper slowdown or a disruptive adjustment," the IMF warned.
Australia will desperately be hoping that this does not occur. The rebound in commodity prices (particularly Iron
Ore) appeared just in time to save Australia’s AAA credit rating. Still it is a very close run race. Our economy
posted its worst performance since the global financial crisis in the September quarter 2016. (see chart below)
The jobless rate rose to 5.7% and confidence dropped.

Additionally, concerns about our out of control property market continue to escalate with a Fitch Ratings placing
our Banks on negative watch. Fitch Ratings said profit growth within the sector will likely continue to slow down
throughout 2017 because of low interest rates, slow asset growth, competition for assets and higher funding
costs. With household debt skyrocketing relative to average disposable income, Fitch said that borrowers are
also increasingly sensitive to market changes. The agency says the ongoing rise in household debt and houseprice growth heightens the banking system's sensitivities to a sharp correction if labour market conditions and
interest rates changed.
I wrote about our concerns in September last year and of course the banks rallied soon after following the US
and European banks upward. The banks have risks but my feeling is that the property market is likely to be
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supported this year by investors both foreign and domestic. The party will end in tears at some point though
and there will be pain associated.
Our equity markets finished 2016 stronger and when comparing our market to the US we appear broadly
cheaper although it is difficult to compare given the high multiple tech heavy nature of the US market. I believe
that stock picking will come to the fore this year and we may see a cyclical change from the telcos and banks to
growth stocks.

Conclusion
This is no easy money to be made with conservative investors again struggling to find value. Term deposits
seem to me to be much more attractive then bonds. Credit has opportunity but there appears more risk then
there was 12 months ago for less yield. Equities should be supported but as valuations are stretched in some
quarters we may be in for a rollercoaster ride. Longer term there is a recovery occurring and with growth
occurring we may soon see a “business as normal” sign reappear.
___________________________________________
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Superannuation Changes with SMSF Manager Michelle Jones
The new superannuation changes, most of which take effect on 1 July 2017, will have a profound effect to the
strategic planning of many SMSFs. Following are just some of the things SMSF members should be thinking
about NOW to ensure that they are adequately prepared to maximise their personal benefit or minimise any
detrimental effect.





The current yearly cap for non-concessional (after-tax) contributions is $180,000 or, utilising the “bringforward” option, up to $540,000 over 3 years for those under 65.
From 1 July, the maximum non-concessional yearly cap will be tightened to $100,000, or $300,000 using
the bring forward option.
It is also important to note that anyone with a total superannuation balance over $1.6million will not be
able to make any further non-concessional contributions at all.
Individuals planning on making large contributions in the future should seriously consider doing so
before 30 June. The benefit of this last chance opportunity will vary with each person, but could be of
immense value to those wanting to put in larger contributions from situations such as inheritances or
asset sales that may unexpectedly occur.

Another aspect of superannuation to be greatly impacted by the new changes is the Transition to Retirement
Pension (TTRP). TTRPs were a popular superannuation policy that allowed many Australians to facilitate a
gradual entry into retirement, whilst also enjoying tax savings associated with regular pensions. From 1 July, the
tax exemption on the earnings from these pensions will be removed, thus potentially also removing the overall
tax effectiveness for members currently in a TTRP.
Now is the time to review personal circumstances, and do some good old fashioned number crunching to
determine if continuing your TTRP after 30 June 2017 is still a benefit. A TTRP becomes a full Account Based
Pension, and regains its tax exemption on earnings, when a member meets a condition of release under
superannuation legislation. This can be attaining age 65 or by permanently retiring.
Some members may have already met the definition of “retirement” and not realise it. For example, someone
who ceases employment with one employer after reaching age 60 has actually met the retirement condition of
release, regardless of whether they returned to work with a different employer. Talking to your adviser could
perhaps prove to be very fruitful in regards to your individual circumstances.
Yet another change to take place from 1 July is the introduction of a $1.6million cap on pension accounts.
Whilst the government claims that this will currently affect less than 1% of Australian fund members, now is the
time to look at putting strategies in place to lessen the impact both now and in the future.

For members with account balances over $1.6million, or close to this figure, recontribution and/or contribution
splitting strategies with a spouse can be put in place. These strategies can be useful for members both in
retirement and accumulation phases alike. This cap will potentially have an effect in the future on a greater
number of Australians currently in the workforce and will require constant monitoring on an ongoing basis.
Surprisingly all is not doom and gloom as 1 July 2017 approaches. The removal of the 10% work test was a
budget sweetener and will allow anyone who is eligible to make contributions to claim a tax deduction for these
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contributions in their personal tax returns. This will benefit individuals who are partly self-employed or for
employees whose employer doesn’t offer salary sacrifice.
The above points are just a few of the changes featured in the biggest reform to superannuation since 2007.
This current financial year is shaping up to be of crucial importance for putting strategies in place before 1 July
2017. It can’t be stressed enough the importance of talking to your adviser NOW to ensure you are in the best
position possible to navigate the changing superannuation landscape. You should not undertake any action on
the comments made herein without first talking to your advisor as the comments are general in matter.
________________________________________________

Aged Care with aged care expert Michael Gore
We have always thought that financial planning consisted of:
•
Wealth accumulation
•
Wealth protection
•
Retirement planning
We all envisaged the day when our accumulated funds meant a debt free residence, enough for regular holidays
and perhaps help the kids & grandkids. Today another issue, often not considered, has derailed those retirement
plans.
From our experience the game changer is Aged Care & the related expenses.
Once provided by government, charities and churches, the Aged Care system is now commercially run and its
costs are market linked and no different to any other services …
And yet no one prepares their finances for it!!!
Did you know?
On entering an aged care facility your accommodation needs to be paid for by a lump sum Refundable
Accommodation Deposit (RAD) ….
The price of the room or Refundable Accommodation Deposit (RAD) is determined by the facility and can range
between $250,000 and $1 million … or more!, depending on the room size, whether it is shared or single en
suite and location.
OR
By a daily accommodation payment (DAP) which is 5.76% x DAP. This means if you decide to pay a DAP (where a
room had a RAD of $700,000) you would need to pay:
$700,000 x 5.76% = $40,320 p.a. or $110.46 p/day.
This NOT refundable.
There are combinations of the two.
Remember this is only for accommodation you now have to consider paying Care Fees (Basic Care Fee & perhaps
a Means Tested Care & perhaps an extra care fee) on top of this!!
This can completely change how you thought your finances can cope with getting older!!
Aged Care has been described as an “Emotional & Financial Minefield”

Changes to legislation
A common discussion I have with sons & daughters is,
‘Do we sell or can we keep & rent Mum’s home?”
Prior to Jan 1, 2016 there was some number crunching to do but both options were viable. Mum could receive
rent, it wouldn’t affect her Age Pension or means tested care fee.
But times have changed…
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On Jan 1, 2016 rent received is assessed in calculating the means tested care fee in the Aged Care facility.
On Jan 1, 2017 rent received is assessed as income in calculating your Age Pension.
Therefore if you are thinking about keeping & renting out the house you need to consider the following:
•
A lower Age Pension
•
A higher means tested care fee
•
A higher DAP (discussed earlier)
The rental income & reduced pension rarely matches the expenses!
What to do?
Come & discuss it with us.
We understand the complexities and can help you through them.
We provide help with each step along the way…
•
ACAT assessment
•
Liaising with the Aged Care facility
•
Paying of RAD’s, DAP’s or a combination of both
•
Assessment of Income Tested Care fees
•
Dealing with Centrelink
•
Helping you with your assets and income.
Every family’s situation is different therefore always ask for help.
___________________________________________________

Where is Ian?

Team TAMVEGAS
Fighting for Cancer
Research

Ian Cameron and Shawn Leary are set to bring a new element to the majestic scenery of New Zealand, as they join
Shitbox Rally New Zealand in February 2017.
Departing from Christchurch on 25th February, 150 drivers will embark on a 7-day round-trip as they traverse New
Zealand’s South Island. Shitbox Rally NZ will challenge participants to discover the untamed wilderness of New
Zealand’s South Island all while raising much-needed funds for critical cancer research programs.
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Above: Images from the February 2016 NZ Rally
Shawn and Ian are both Tamworth locals who are endeavoring to make a big difference. Neither of them are
strangers to the effects of cancer on the community; having a number of friends, family and work colleagues
who have all been victims of this random and evil disease.
So they're raising money for cancer research and embarking on the adventure of a lifetime while they are at it.
Shawn has been working at Tamworth TAFE as the Manager of Learning Resource Centres for some time now
and Ian as Regional Manager at Hudson Gore Financial Services.
“To be frank, we just didn’t want to sit back and watch this horrific disease keep hurting our mates. We are working
hard at raising money for research to try and beat this bastard”, says Ian
Armed with gaffer tape, courage and a whole lot of creativity, it is a chance for participants to experience some
of New Zealand’s most deserted and scenic roads in a unique way.
So far team TamVegas has raised just over $6,000 of the $14,000 they have targeted; all funds going towards
Cancer Council Australia research initiatives.
“It’s really heartening to see family and friends chipping in to help raise funds, whether through direct donations,
buying chocolates, or helping out at fundraising events” Shawn said.
And little wonder with the Cancer Council advising that ‘At current rates, it is expected 1 in 2 Australian men and
1 in 3 Australian women will be diagnosed with cancer by the age of 85” (http://www.cancer.org.au/aboutcancer/faq.html). Very few people will remain untouched by this dreadful disease.
And so to help out people can either simply support the Team’s fundraising activities as and when they see them
or make a donation to Team TAMVEGAS via their donation page at:
https://shitboxrallynz-2017.everydayhero.com/au/tamvegas
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