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ECONOMICS

As I write this we are experiencing another sharemarket downturn due to the Japanese tragedy. It shows the futility of short term forecasting, as one month ago I don’t recall anyone warning of the possibility of an earthquake that would cost billions of dollars, lose thousands of lives and expose millions of people to the risk of nuclear danger. Life is what happens while you’re making other plans.

It even brings to mind the dangers of long term forecasting. For the past 12 years (nearly half the time I’ve been a financial adviser) International funds have earned as close to zero as makes no difference. This is a major reason why “balanced” funds and super funds have underperformed term deposits for 10 years, yet balance or diversification is supposed to be the way to increase returns. The theory hasn’t worked in practise. 

That said, the balance of probability is still that what’s up will go down and what’s down will go up. Japan has a track record of overcoming adversity and stockmarkets have a history of recovering from low points, so I’m not going to let this disaster change my view that we have better days coming.
GOOD READING ON THE GFC
I’m a convert to reading books on the iPad and I recently read a book “All the devils are here” by Bethany McLean and Joe Nocera. 

It is the most detailed account and explanation of the subprime mortgage problem and GFC that I’ve read, and I’ve read quite a few books on it. It’s a bit technical and not particularly light reading, but anyone interested in the topic should consider getting it.

There is too much to précis in my short newsletter, but a couple of points that struck me included the blissful ignorance of many of the players such a mortgage brokers and bankers. They couldn’t believe how much money they 
were making and didn’t fully understand what they were doing or where it would end.

On the other hand the book gives the impression that the people at the top knew exactly what they were doing. They used the politicians, who were mostly (but not all) compliant and complicit, to get exactly the laws they wanted, and consumer protection laws were simply changed to suit them, or ignored.

As a separate point the authors show some cynicism about the U.S. political system. They mention that some big mortgage and banking controllers would simply put millions of dollars into “foundations” with warm fuzzy names (along the lines of “American Homeowners Association”) and these millions were used to buy the political clout they needed to get the laws they wanted passed.

I wonder if that happens here?    I hope not.

All in all a fascinating exposé of raw greed and power that made many millions of dollars for a few and reduced the super accounts of many millions of investors, including us.
SUPER CONTRIBUTION LIMITS

With June fast approaching now is a good time to remind working clients not to exceed the     $25 000 limit (age 49 and below) or $50 000 limit (age 50 up).

I you’re not sure, check with your employer. The limit applies to all deductible contributions, including salary sacrifice plus employer SGC plus insurance written as super.

If you have exceeded the limit already then stop salary sacrifice immediately. 
On the other hand, if you’re not salary sacrificing as much as you can or should, now is the time to do it. Remember that the maximum deductible contribution for over 50s goes down from $50 000 to $25 000 from July 2012 (if your super balance exceeds $500 000), so now is the time to take advantage of the higher limit.

WORKING AND EARNING LESS THAN $61 920?

Consider adding $1000 to super as an undeducted contribution and get the government Co Contribution of up to $1 000. The full $1 000 
is from $31 920 down. The rules are too numerous to list, so phone if you want to check if this strategy is of use to you. 

LIFE AND DISABILITY INSURANCE

I do not do insurance for my clients as I am not an expert, but I need to say it is a valuable “peace of mind” tool even if never actually paid out. I’ve had a couple of frights over the past few years (a heart stent being one of them) and each time the knowledge that my wife and kids would be financially taken care of because of my adequate insurance was a relief.

If you would like an insurance check-up please call Paul Meleng on 9759 4811 or email him at paul@ethicalsuper.com.au.

DON’T BE A STRANGER

All our clients are welcome to contact us or come in to see me if they are unsure of anything or something has changed in their lives.  Clients in Colonial First State already see an adviser fee on their statement, and Asgard are also changing from trail brokerage to disclosed adviser fee, so clients do pay us and are welcome to get a bang for their buck by getting ongoing advice.

ASGARD FEES

Asgard have made us an offer that if we (Goldschmidt & Co) use and pay for certain of their services such as compliance monitoring and research, then they will allow our clients access to their wholesale wrap service, called Access.

Because the fees are much lower for our clients, we are going to go that way. In the next month or so we will work through the paper warfare to offer this to our Asgard clients with more than        $50 000. There will be no cost to our clients to make this change. It will not be compulsory to change, but it will be substantially cheaper, so will be a recommended change. 

TESTAMENTARY TRUSTS THROUGH WILLS
We had quite of lot of requests for information on this from a previous newsletter. The main use of testamentary trusts through a will is to protect 
inherited assets in the event of childrens’  marriage breakup or insolvency. It’s a legal matter so I normally refer clients who want more detailed information to a solicitor.

TAX EFFECTIVE INVESTMENTS
Over the past 20 years I’ve only once recommended a client put money into a tax effective plantation. For various reasons his tax savings equalled the amount invested, so it wasn’t a total disaster if he lost his investment, which he did.

The demise of some tax effective investments schemes has many lessons.

Firstly, if it looks too good to be true, it will probably cost you money. This also applies to high interest rate offerings.

Secondly, government subsidised (taxpayer funded) incentives can attract a certain type of predator who will take advantage of the lack of normal due diligence attached to money for nothing. I suspect many of the investment scheme operators did fine, thank you very much. The money investors lost did not go up in smoke, it just changed pockets.

The same principle applied to the pink batts subsidy and school building programs. I’m sure many suppliers did a good job, but the wide boys know when they’re onto a good thing and I suspect we don’t know half the rorts we taxpayers paid for. 
Lesson, if you’re going to take advantage of any government subsidised scheme (insulation, solar panels etc.) then do your research and due diligence on the supplier even more carefully than you normally would. Make enquiries and if possible work off a referral.
GOLDSCHMIDT & CO PTY LTD

DAVID GOLDSCHMIDT C A

Director

Auth Representative of Goldschmidt & Co

Disclaimer

Every care has been taken to assemble the information in this client newsletter. We believe it to be accurate and not misleading, but can give no warranty or guarantee thereto. Goldschmidt & Co Pty Ltd., its directors and employees expressly disclaim all liability for any loss or damage, which may arise from any person acting on such statements. The comments are of a general nature and clients should take advice on their specific situation.      [image: image1.png]
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