FINANCE

Bonds offer

a wealth
of rewards
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INVESTMENT bonds are the
topic again this week. And |
must confess, when | write
about them, | feel like one of
those people demonstrating a
whiz-bang gadget at the
shopping mall.

These bonds have such a
unigue range of features that
itis hard to know where to
start.

Just to refresh your
memory, they are a tax-paid
investment, with the bond
fund paying tax of up to 30 per
cent on your behalf. All
money invested in them
comes from after-tax dollars,
but there is no limit on the
amount you can invest and
your money is accessible at
any time.

Because the earnings
accrue within the fund there
is no assessable income to
declare on your tax return
each year, and if you hold
them for 10 years or more all
proceeds can be redeemed
tax free.

This makes them ideal for
people who want to reduce
income for purposes such as
maximising the family tax
payment, or becoming
eligible for the super co-
contribution or the
Commonwealth Seniors Card.

If the bond is redeemed
early the proceeds are
taxable as normal income but
the holder is entitled to a
rebate of 30 per cent which
effectively makes the bonds
tax free for most investors at
any stage.

They also offer significant
capital gains tax advantages.
They can be transferred from
one investor to another at any
time without capital gains tax,

and most investment bond
issuers allow a range of
options within the bond, and
you can switch between them
without capital gains tax
whenever you feel itis
appropriate.

Case study 1: Peter and Joan
are a high-income couple —
they invest $200,000 in an
investment bond in Peter's
name. Because they believe
the share market is at a low
point they ask for the entire
investment to be placed in the
Australian shares option.

Three years later the
market has surged and they
decide to take some profits.
Allthey have to do is make a
free switch from the share-
based option to the more
conservative cash option.

This will be free of capital
gains tax irrespective of how
long the bond has been held.
Four years later they have a
major change in their
circumstances and decide to
redeem the bond to renovate
their home as Joan had
stopped work to have a baby.
Before the bond is cashed in,
Peter transfers it to Joan free
of CGT —theresultis the
entire proceeds are tax free
as Joan earns no income in
that year.

Investment bonds are
especially good for estate
planning as they sit outside
the will and cannot be
challenged.

Case study 2: Think about
Harry aged 80, a wealthy
retiree now happily

remarried after a nasty
divorce, who wants to leave a
range of bequests to children
of both marriages.

He is aware that there is

Invest as much as you like, access it
when you want and enjoy the tax breaks
afforded by this versatile option.

acrimony between some
family members and itis
extremely important to him
that his assets on death be
splitin the way he wishes, and
not eroded by family legal
battles.

He invests $250,000 in his
own name in each of five
separate investment bonds,
naming one of the five
children as the beneficiary of
the bond upon his death.
Because an investment bond
is technically a life policy the
distribution of the proceeds
cannot be challenged and he
has solved a potential
litigation problem in advance.
Furthermore, if he dies
before 10 years have elapsed
the proceeds can be
redeemed tax free by the
beneficiaries.

The case studies in this and
last week’s article only
scratch the surface.

The bonds have many more
unigue, invaluable
applications, but like all
investment products they are
not suited to everyone, and
expert advice should be taken
before you investin them.

Itis also a source of
amazement to me that there
are still many financial
advisors who don’t know
about them.

If that's the case, seek a
second opinion.

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.

We bought property in
Q 2001 for $105,000 and
rented it for four years. In
2005 we retired and moved
in. It was valued recently at
$340,000 after some
improvements valued worth
about $60,000. We are
planning to sell it early next
year. Can you please advise
how much CGT we have to

pay?

From the information

supplied it appears
you have owned it for a total
of eight years, lived in it for
half that time so the capital
gain will be approximately
$170,000 after purchase costs
and improvements have
been taken into account.
This will reduce to $85,000
after application of the
50 per cent discount and
will halve again to $42,500
when the adjustment has
been made for the time you
livediniit.
If the property is in joint
names this means $21,250
will be added to the taxable
income of each of you in the
year the sales contractis
signed. These are rough
figures and you should have
a meeting with your
accountant before any
documents are prepared.

My daughter would
Q like to purchase a
property but she wouldn't
be eligible for a loan. My
husband and | thought we
would pay off the mortgage
and then transfer it to her or
“sell” with no outlay and she
would pay us back with
fortnightly repayments.
She now has a partner living
with her and | feel that if
they split up later on he
would be entitled to half the
house — even though she
would be the only one
making the repayments and
it came from her family. Is
this correct?

Any property

settlement as a result
of a relationship break-up
would need to be negotiated
through the respective
solicitors and you should
certainly be taking legal
advice before your daughter
buys a property.
One option may be for you to
go guarantor for the loan
and treat all monies paid by
you as a loan to her. This
loan should have priority if
the relationship fails. If you
did this it would be better if
she deferred making
payments back to you in the
early years.

| have heard a few
(2 people mention that
once you have lived in your
principal place of
residence for seven
consecutive years the
property becomes exempt
from capital gains tax and
you can rent it out. Can you
please clarify whether this
is true?

Unfortunately thisis a

half truth. Your own
home is always free of
capital gains tax but as a
concession to those who are
required to live elsewhere
there is a provision in the
Tax Act that allows you to
be absent from your
principal residence for up
to six years without losing
the CGT exemption
provided you do not claim
any other property as your
principal residence in that
time. Therefore, it would be
possible to move out of your
house and rent it out for a
period as long as you stayed
within the six year time
frame.

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