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ADVICE DISCLAIMER 
This represents general information only. Before making any financial or investment decisions, we 
recommend you consult a financial adviser to take into account your personal investment objectives, financial 
situation and individual needs. All of the information has been prepared based on the relevant details for the 
2016-17 financial year and future changes will impact some of this information. 

WHAT IS FINANCIAL LITERACY 
Financial literacy is the ability to make informed judgments and to make effective decisions regarding the use 
and management of money. It is more than just understanding how things work, it also encompasses making 
good choices and being capable of applying them. Financial literacy looks at budgeting and saving, living 
within your means, responsible use of credit/debt, diversification and investing only in products that are 
understood. This is a skill for life, with significant benefits for everyone no matter what their age or financial 
position.  
 
Financial literacy is important as it affects the opportunities you can pursue, your sense of security and overall 
emotional health. Good financial literacy skills will help you make the most of opportunities, meet your goals 
and secure your financial wellbeing 
 
A solid grounding of the concepts of financial literacy is important but it is also important to recognise what 
you do not understand and consult with an expert to ensure that the major decisions you make in life are good 
ones. 
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FINANCE FUNDAMENTALS 
DELAYED GRATIFICATION AND THE TIME VALUE OF MONEY 
 
One of the strongest indicators of a person’s academic success, physical health and personal wealth is their 
ability to delay short term gratification. The reason someone is prepared to delay an immediate benefit is the 
expectation they may receive a greater benefit in the future. This is the basis of the principle of time value of 
money. 

TVM QUESTION 1 
In your bank account you have $1000, you have the choice to take it out and spend it now or you can leave it 
in the bank and you will have $1000 in one year’s time, which would you do? 
 

TVM QUESTION 2 
This time you have the same $1,000 in your bank account, again you have the choice to take it out and spend 
it now or you can leave it in the bank and you will have $1030 in one year’s time, would this change your 
decision? 
 
Time value of money is the concept that money available at the present is worth more than the same amount 
in the future due to its potential to earn a return over a given time period. This principle is the foundation of 
finance and the basis from which financial decisions are made.  
 

RISK AND RETURN 
Where someone has funds they are prepared to delay spending provided they will receive a return, the next 
question is what return would they require? Different investments are required to offer different returns to 
convince someone to invest. The rate of return that is required is determined as a function of the risk 
associated with the investment. Risk is usually associated with the possibility of something bad happening, in 
finance however, the term risk is used as a measure of the variability of possible outcomes. 

RISK QUESTION 1 
You have $1,000 to invest, you can leave it in the bank account and be guaranteed that in one year’s time it 
will have grown to $1,030. Alternatively, you can purchase shares in a company and in one years’ time it is 
equally likely to be worth $1,200 as it is to be worth $950, what would you invest it in? 
 
No one would reasonably take a greater risk to achieve the same return. Where there is a greater risk 
associated, investors will demand a greater return to compensate them.  
 
The possible future value of the shares varies by $250 which is far riskier than leaving money in the bank and 
so to invest in shares you would need to expect a better return than the bank. In the example above where 
there are equal probabilities the expected value of the shares is $1075 and an expected return of 7.5%, this is 
much greater than the 3% offered at the bank. Investing in the shares is riskier and you have the possibility of 
losing money but on average over the long term you can expect to generate a greater return. 

INFLATION 
So far we have looked at three options to use the $1000 that is sitting in your bank account: 

1. Spend it now 
2. Leave it in the bank so that in one years time you will have $1030 to spend 
3. Invest it in riskier shares with the expectation that you will have $1075 to spend  

 
The problem with this is that if you delay purchasing something now it may cost more in the future, this is 
inflation. The target rate of inflation in Australia is 2-3%.  Where inflation is 2% what costs $1000 now would 
cost $1020 in one year’s time. If you left your money in the bank it would only have grown by 1% or $10 over 
the year after taking into account the impact of inflation. The return after inflation is the real return. 
 
While the return after inflation of $10 might not sound as appealing, if you had the $1,000 in your wallet for the 
year it would only be worth $980. The point of this is where you do nothing or leave money in a non-interest 
earning account you are actually going backwards by inflation. 
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OPPORTUNITY COST 
The objective of improving your financial literacy is to allow you to better understand how money works so that 
you can make better decisions. In order to effectively make a decision you need to weigh up the options. 
When making a financial decision you are always limited by the fact you only have a finite amount of money 
and to spend on one thing you must give up buying/doing something else. Opportunity cost is the value of the 
best alternative you give up. 
  
An example of opportunity cost is choosing to go to university. Not only do you need to pay tuition fees but by 
studying full time you are unable to work and are giving up the income you could earn over that time too. The 
financial reason you would choose to go to university is that you believe you will have an increased earning 
capacity beyond the opportunity cost of tuition and lost earnings. 
 
When making any decision, as long as the opportunity cost is of a lower priority to you than what you choose 
you are making the correct decision. 
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CREATING A PLAN 
So far we have covered the fundamentals thought process behind making a financial decision.  The next step 
is to understand how to create a plan to ensure that you can not only make the right decisions but also 
achieve what you want to as fast as possible. 

SETTING GOALS 
The basis of any financial planning is the identification and determination of goals. Everyone's goals are 
different but in order to actually achieve what is most important to you, you need to take the time to identify 
the goals you are working towards. The issue most people have when setting goals is they are too vague, or 
overly ambitious, or both which leads to procrastination and failure. To overcome this you can use a principal 
called SMART goals.  
 
When setting goals you need to be: 
 
Specific Be clear and ask yourself what, why and how. 
Measurable Establish criteria for measuring progress toward each goal. 
Achievable  Make them realistic given your current situation, resources and time available. 
Relevant  Ensure they match your mission or your ‘bigger’ life objectives. 
Timely Set a timeframe for each goal. 
 
An example of a simple goal could be “I want to buy a car”, expressed better this goals would be “I want to 
purchase a brand new SS Holden Commodore Ute for $45,500 in 3 years’ time, I have $10,000 saved so 
need to save an additional $35,000. This works out to needing to save $11,666 per year or $972 per month to 
do this. 
 
The hardest part of setting financial goals is determining if they are achievable, in most cases the greatest 
constraint is your budget. Without a good understanding of your budget you would not be able to determine if 
something is achievable. 

SETTING A BUDGET 
The purpose of a budget is to determine how much is coming in, how much is going out, and most importantly 
what is left over. Creating your budget is pretty simple. 
 
Income is earned through two means 

1. Personal Exertion (e.g. wages and overtime) 
2. Passive Income (e.g. interest and dividends) 

 
Expenses break down to 

3. Cost of Living (e.g. rent/board, food, bills, regular expenditure) 
4. Tax 
5. Debt Repayments 

 
What you are left with after taking away your expenses from your income is your disposable income or budget 
surplus. It is that surplus that you can then direct to the different goals you have created.  
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DETERMINING PRIORITY 
As discussed before, no one is able to do everything they would like to; there is always an opportunity cost. 
Whether you are limited by time, money or any other factor you will inevitably have to make a choice between 
two goals/options. As well as determining if a specific goal is achievable you need to determine if you pursue 
that goal will it result in another becoming unachievable, often that is the case and by prioritising your goals as 
you develop a plan you will ensure your achievement is not at the expense of something more important to 
you. 

REVIEWING YOUR PROGRESS 
Once you have established your goals and the criteria you can measure your progress by, it is important that 
you regularly assess your progress against your plan. The other reason that it is important to review your plan 
and goals is that your priorities may change over time. 
 
 
 

  

Set	Goals

Determine	if	they	
are	realistic	given	
your	avaliable	
resources,	time	
and	budget

Determine	the	
priority	of	your	
goals	identifying	
any	needed	to	be	

forgone

Set	regular	reviews	
to	ensure	progress
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COST OF LIVING 
One of the surveys undertaken by the bureau of statistics is household expenditure. Below is the average 
annual budget for someone under 301. 
 

Annual expenditure of a single person household  
 Annual Weekly 
Rent/Mortgage $17,940.65 $345.01  
Utilities $1,132.92 $21.79  
Groceries $6,051.14 $116.37  
Alcohol & Tobacco $1,777.91 $34.19  
Clothes $1,336.78 $25.71  
Furnishings $1,716.64 $33.01  
Home maintenance $1,899.34 $36.53  
Medical expenses $1,393.59 $26.80  
Transport $8,239.00 $158.44  
Recreation $6,166.99 $118.60  
Hair and beauty $774.22 $14.89  
Other $3,759.68 $72.30  
Income tax $13,113.77 $252.19  
Superannuation and life insurance $1,945.01 $37.40  
Total $67,247.63 $1,293.22  
 

 

                                                        
1 As per the 2009-10 survey adjusted for inflation 

Income	tax 19%

Utilities 2%

Transport12%

Clothes 2%

Recreation 9%
Medical	expenses

2%Groceries 9%
Furnishings 2%

Other 6%

Alcohol	&	Tobacco
3%

Hair	and	beauty 1%

Home	maintenance
3%

Rent/Mortgage 27%

Superannuation	and	
life	insurance3%
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CREDIT & DEBT 
When you are looking to pay for something you will generally have three options: 

1. Pay for it from your cash reserves 
2. Delay they purchase to budget and save for it 
3. Borrow for it 

 
It is not always going to be feasible to pay for something with cash, a prime example being a house. There are 
several options for borrowing: 

1. Small amount loans (pay day loans) 
2. Credit card 
3. Personal loan 
4. Home loan 

 
When you look to obtain lending the type of loan you can take and the interest rate you would be required to 
pay depends on what you are borrowing for, how long you will be borrowing for, and what collateral is being 
offered as security.  

SMALL AMOUNT LOANS (PAYDAY LENDING) 
These are loans are loans of up to $2,000 that must be repaid between 16 days and 1 year. These loans are 
exorbitantly expensive with establishment fees of around 20% and interest rates of up to 4% per month (60% 
per annum). In the event a loan is not repaid the lenders charge a default fee of up to 200% of the loan itself.  
As an example if you borrowed $2,000 for a fortnight and missed the repayment you could potentially owe 
$6,480.  
 
The main reason people resort to this type of lending is to cover the cost of short-term expenses and bills. 
Often if you discuss your issues with the biller they will negotiate far better terms for you. 

CREDIT CARDS 
When you take out a credit card you are approved for lending up to an approved limit provided regular 
minimum monthly repayments are made. While the rate of interest on a credit card is lower than a small 
amount loan they are still very high. Some credit cards can charge up to 30% per annum. Interest is charged 
on the total amount outstanding if you don’t pay the card off in full each month, unless you take a cash 
advance where interest is charged from the date of the transaction until it is repaid in full. 
 
The minimum repayment on a credit card is usually 2% or $15-$20 depending on which is higher. Minimum 
repayments are a condition of the loan and are not designed to repay the loan. On a credit card with a $1,000 
balance and a 20% rate it would take 9 years and one month to repay the loan and would cost $1,164 in 
interest. 
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PERSONAL LOANS 
These are either secured or unsecured loans that will generally need to be repaid between one and seven 
years. The rate will depend on the purpose of the loan and the security offered. If they are unsecured rates 
may be around 15%, where security is provided (a car for example) the rates may be around 8%. The total 
interest payable on a $20,000 car loan over a 5 year term at 8% is $4,171, if this was an unsecured loan at 
15% the total interest would be $7,957 over the term of the loan. The interest payable on a personal loan is 
fairly high and should still be avoided where possible. 

HOME LOANS/MORTGAGES 
There is a wide range of home loans with different structures depending on the features that are important to 
you. Generally, to take out a home loan you will need to provide a deposit. The minimum deposit is generally 
5% of the property’s value however where the deposit is below 20% the bank will require you to pay for 
Lenders Mortgage Insurance (LMI).  

LENDERS MORTGAGE INSURANCE 
LMI protects your lender against a loss should you default on your home loan. If the proceeds from the sale of 
the property do not cover the loan amount the lender makes a claim to the insurer to be reimburse for any 
shortfall. Where a claim for loss is paid to a lender, the insurer will then seek to recover from you, or any 
guarantor, the shortfall amount. 
 
It is important to understand that even though you pay for it you are not protected by lenders mortgage 
insurance and will be required to pay back the loan in full (plus costs) if you ever defaulted. 

LENDERS MORTGAGE INSURANCE EXAMPLE 
Property Value $500,000 
5% Deposit  $25,000 
LMI Premium  $15,722 
 
As you can see LMI can be very expensive. LMI is calculated on the Loan to value ratio (LVR) and the total 
level of lending, as the LVR gets closer to 80% (a 20% deposit) premiums will decrease at an accelerated 
rate.  

GUARANTORS 
Where you are unable to provide a 20% deposit or more and do not want to pay lenders mortgage insurance 
you may have another option. Lenders are prepared to offer lending with minimum 5% deposit if a parent (or 
anyone else) is prepared to act as a guarantor and provide their property as security for you. Where you 
default on a loan the bank will seek to be reimbursed any shortfall from the proceeds of the sale of the 
property from the guarantor. If the guarantor cannot do so the lender may sell their home to recoup the losses.  
 
A guarantee can be removed from a loan when the LVR decreases to below 80%. This can occur through 
repayment or the loan and an increase in the value of the property. 
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GENUINE SAVINGS 
Where the deposit is less then 15% the lenders will also require you to have at least 5% genuine savings. This 
condition can be met by showing a savings pattern over a 3-month period or cash/investments/gifts being held 
for at least a 3-month period. Where you have a guarantor this may not be necessary. 

MORTGAGE LOAN STRUCTURES 
There is a wide range of home loan products with the main features/differences being: 

FIXED RATES 
Most lenders will offer Fixed rates for periods between 1 and 5 years. Fixed rates offer the security of a 
guaranteed rate for the specified term but this generally comes at a cost. Fixed rate loans are unable to be 
refinanced without paying substantial break-costs, also if a property is sold the break costs are required to be 
paid. Fixed loans are also subject to maximum additional annual repayments meaning that you are limited in 
your ability to repay the debt faster and place limits on redrawing from the loan. As well as these 
disadvantages you are rarely going to be able to “Beat the banks” as they have $2.1 Trillion in loans and 
make sure they don’t lose out when offering fixed rates. 

VARIABLE RATES 
Most Mortgages are based on a floating/variable rate calculated at a certain premium above the cash rate set 
by the reserve bank. The premium is based on the costs associated with sourcing the funds to lend and the 
average risk of default on a mortgage. Variable rates are subject to change but unless you cannot afford an 
increase in the interest rates they are cheaper on average than fixed rates. 

PRINCIPAL AND INTEREST VS INTEREST ONLY 
Mortgages (other than lines of credit) are offered with a maximum term of up to 30 years. Where the loan is 
principal and interest the repayment will be calculated such that the loan is repaid in full by the end of the 
term. Interest only is only offered on loans for a certain period (generally up to 5-10 years) after which it will 
revert to Principal and Interest with higher repayments to ensure it is still repaid over the term of the loan. 
 
There are really only two reasons as to why you would have an interest only loan: 

1. You are experiencing a short term reduction in income or an irregular income and will direct any 
surplus income towards the debt when you have it. 

2. You are borrowing for an investment (which is tax deductible) and still have or may need to take out 
non-deductible debt. 

LINE OF CREDIT 
A line of credit is a loan where a credit limit is set and you can continue to draw up to that credit limit. There 
will still be a specified date at which the loan will need to be repaid but regular repayments are not specified 
meaning you can direct as much or as little to the loan as possible. Lines of credit offer flexibility if your 
income fluctuates or is not consistent but requires a high level of discipline to ensure the debt is repaid. 

REDRAW FACILITIES 
Many lenders will offer redraw facilities (usually only on variable loans) which allow additional funds paid into 
the loan to be taken out should you need them. Many lenders charge fees to redraw but it can still be a useful 
feature if you are faced with unexpected expenses. 

OFFSET ACCOUTNS 
An offset account is a standard savings/transaction account in which no interest is earned but the balance is 
taken off of the principal of the loan when interest is calculated. For example a $100,000 loan with a $50,000 
offset account will only pay interest on $50,000. Offset accounts are incredibly useful when structuring debt for 
tax purposes and where they are fully transactional can be very useful in paying debt off faster. 

DEBT CONSOLIDATION 
If you are in the position where you have accumulated numerous debts than it may be beneficial to 
consolidate your debts to allow you to pay them off sooner. Every request for credit however is noted on your 
credit report and repeatedly consolidating debt is viewed poorly when applying for things like home loans as 
such debt consolidation should not be undertaken regularly. There are numerous debt consolidation strategies 
some of which are: 
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CONSOLIDATION TO A LOWER RATE 
If you have numerous high interest debts (credit cards, car loans, other personal loans) you may be able to 
consolidate them to a lower rate loan, if you have a mortgage and your loan to value ratio allows it you may be 
able to consolidate debts into the mortgage. In any case by reducing the rate of interest you are paying on the 
debt you will increase the available funds to direct towards paying off the debt. You need to be conscious 
though that where you consolidate to a lower rate with a longer loan term if you do not direct the money you 
save the the debt it may end up costing you more in the long run. 

BALANCE TRANSFERS 
These are sometimes offered when you apply for a credit card. A balance transfer will transfer the amount 
owing on other cards and offer you a discounted interest rate on that balance for a specified period of time. As 
with debt consolidation this will allow you to reduce your interest expense and direct more money to paying 
out the balance. It is important to take note of the reverting rate once the term of the balance transfer expires 
as this can often be higher than what you would have been paying to begin with so you need to ensure you 
actually pay off the debt in time. 

CREDIT REPORTING 
When you apply to a bank or financial institution for a loan or credit card they will check your credit report to 
make a determination as to your credit worthiness. You can get a copy of your credit report for free from a 
credit reporting body (CRB) in all of the following circumstances: 

1. If you have applied for, and been refused credit, within the past 90 days 
2. Where your request for access relates to a decision by a CRB or a credit provider to correct 

information included in your credit report, and 
3. Once a year (not counting the above circumstances). 

 
Credit reports are required to be provided within 10 days of the receipt of your request. The Australian CRB’s 
are: 

• Veda - MyCreditFile.com.au  
• D&B - CheckYourCredit.com.au  
• Experian  
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HECS-HELP 
One debt that most people who have ambitions of further study will incur is HECS-HELP. A HECS-HELP loan 
will cover the costs of your upfront tuition costs provided you are studying in a commonwealth supported place 
(CSP). In a CSP the government funds a portion of your tuition fees with the remainder to be paid personally. 
In the event that you do not pay the tuition fees prior to the census date the fees will automatically be 
allocated to your HECS-HELP Debt.  
 
Currently there is a 10% discount on the tuition fees if they are paid in full prior to the census date however 
this is being discontinued after the 1st of January 2017. HECS-HELP loans while called loans do not incur an 
interest rate instead they are only indexed to inflation (CPI), they are also only payable once your taxable 
income exceeds $54,126 (2015-16 Financial Year). As such there is no real financial incentive/reason to 
make additional repayments towards your HECS-HELP debt nor following January 2017 will there be any 
incentive to pay the tuition fees upfront.  

REPAYMENT THRESHOLDS AND RATES 
Repayment income (RI*) Repayment rate 

Below $54,126 Nil 
$54,126 - $60,292 4.0% 
$60,293 - $66,456 4.5% 
$66,457 - $69,949 5.0% 
$69,950 - $75,190 5.5% 
$75,191 - $81,432 6.0% 
$81,433 - $85,718 6.5% 
$85,719 - $94,331 7.0% 

$94,332 - $100,519 7.5% 
$100,520 and above 8.0% 

 

HECS-HELP BENEFIT 
The HECS-HELP Benefit provides an incentive for graduates of particular courses to take up related 
occupations or work in specified locations by reducing their compulsory HELP repayments. You may be 
eligible for the HECS‑HELP Benefit if you have graduated in one of the following fields and fit the listed 
criteria: 

1. Mathematics, statistics or science 
• Graduated from an undergraduate 'natural and physical science' field of education course 

(mathematics, science or statistics) after 30 June 2008. 
• Employed in a related occupation, including as a secondary school teacher of these subjects 

or as a primary school teacher. 
• Maximum benefit of $1,798.48 for the 2015–16 income year 

 
2. Education, nursing or midwifery 

• Graduated from an education, nursing or midwifery course required for initial entry to a 
teaching or nursing profession after 30 June 2009. 

• Employed as a teacher or nurse/midwife. 
• Maximum benefit of $1,798.48 for the 2015–16 income year 

 
3. Early childhood education 

• Graduated from an early childhood education teaching course. 
• Employed as an early childhood teacher. 
• Employed by a provider of pre-school education or childcare services in a regional or remote 

area, Indigenous community or area of high socio‑economic disadvantage, as specified in the 
HECS-HELP Benefit Guidelines 

• Maximum benefit of $1,918.39 for the 2015–16 income year 
 
The HECS-HELP Benefit will reduce your required payment or your outstanding balance by the maximum 
benefit provided you work the full tax year, if you work less it will be calculated pro rata. The benefit can be 
claimed by completing the form on the ATO website and must be done within 2 years of the end of the income 
year.  



 14 

PURCHASING A PROPERTY 
Buying a house is one of the biggest financial decisions you can make and as well as saving the deposit there 
are a few expenses which must be taken into consideration. 

STAMP DUTY 
Stamp duty is a tax levied by the state governments on the transfer of property based on the value of the 
property (or sale price if it is greater). The chart below details the amount payable given the value of the 
property. 

 

REGISTRATION OF THE TITLE 
The title is the legal document which certifies you as the rightful owner of a property. When you purchase a 
property the title document needs to be updated to reflect you as the new owner and a fee is paid to the Land 
Titles Office 
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PRINCIPAL PLACE OF RESIDENCE OR INVESTMENT 
Most people look to buy their first home to live in however as seen by the large transaction costs associated 
with purchasing a property it is not always the best decision where you may want to move or upgrade in a 
relatively short time. As an example if you moved from one $500,000 house to another of equal value it would 
cost you $25,000. The other big negative to buying your first house as your place of residence is the costs 
associated with the property (interest on the loan, repairs, renovations) are of a domestic purpose and are 
unable to be used as a tax deduction.  
 
The alternative to buying a house to live in is to purchase a house as an investment, this may mean you rent 
elsewhere but allows you to take advantage of the associated tax benefits of investing and the additional 
income received in rent can increase your ability to service a larger loan (allowing you to purchase something 
that you would not feel the need to upgrade). 
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TAXATION  
INCOME TAXATION 
The main tax collected in Australia is income tax, which is charged on income you receive, such as salary and 
wages, investment income and business income. For most people income tax is collected throughout the 
year. Where you are an employee your employer calculates how much is required to be paid and deducts it 
directly from your pay. At the end of the income year (30 June) if you have earned an income you are required 
to lodge a tax return.  
 

TAX FILE NUMBER 
The Australian Tax Office issues each person a Tax File Number (TFN) to identify everyone and administer 
your tax. Your TFN is valuable. Do not share it with friends and do not provide it over the internet when 
applying for jobs.  
 
It is not compulsory to have a TFN. However, without it: 

1. Your employer must take 46.5% of your wages in tax 
2. Financial institutions are required to tax your interest at 46.5% 
3. Centrelink will generally not pay you an allowance such as - Youth Allowance, Newstart or Austudy 
4. You will not be able to defer your higher education fees 
5. Your tax return may take longer to process, and 
6. It is more difficult for the ATO to identify your records to discuss them with you. 

 
Who can ask you for your TFN? 
Only certain people and organisations can ask for your TFN, the most common being: 

1. The ATO 
2. Your bank or other financial institution 
3. Centrelink 
4. Your university 
5. Your superannuation fund. 

You do not have to give your TFN when asked but there may be consequences if you do not. 
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HOW MUCH TAX YOU PAY 
The amount of income tax and the tax rate you pay depends on how much you earn. The more you earn, the 
higher your rate of tax. In Australia as a resident the first $18,200 you earn is tax-free. This is called the tax-
free threshold, beyond this threshold tax is calculated based on brackets of income.  
 

Taxable income Tax on this income 

0 – $18,200 Nil 

$18,201 – $37,000 19c for each $1 over $18,200 

$37,001 – $80,000 $3,572 plus 32.5c for each $1 over $37,000 

$80,001 – $180,000 $17,547 plus 37c for each $1 over $80,000 

$180,001 and over $54,547 plus 45c for each $1 over $180,000 
 
In addition to the income tax as per the table above you are also required to pay the Medicare levy, another 
2% of your taxable income. In addition to the Medicare levy, where you do not have an appropriate level of 
private health insurance you are required to pay a Medicare levy surcharge which can be as high as an 
additional 1.5% 
 
Note: The 2016 Budget has sought to increase the 37c tax bracket to $87,000 from 1 July 2016 

TFN DECLARATIONS AND CLAIMING THE TAX FREE THRESHOLD 
If you work for more than one employer you will only be able to claim the tax-free threshold from one employer 
at a time. This is done when you provide them with your TFN declaration.  In the event that you do not claim 
the tax-free threshold from an employer they will increase the income tax withholding meaning you get less in 
your pay, however you will be entitled to claiming any excess back when you lodge your tax return. 
 

 

TAXABLE INCOME 
All income you earn must be declared in your tax return with some exceptions such as: 

1. Prizes you win unless it is something you do professionally 
2. Gifts and presents unless you receive the in relation to your business/employment 

TAX DEDUCTIONS 
All expenses incurred in the course of earning an income are generally tax deductible with some exceptions: 

1. Expenses associated with a personal or domestic purpose 
2. Capital expenditure (purchases for an asset rather than an immediate cost) 

• You can claim a deduction for the decline in value, depreciation, of capital assets 
 

Important things to note: 
• When you claim a deduction it must be in the same tax year that you made the purchase;   
• You cannot claim expenses you have or will be reimbursed for.  
• You are required to retain evidence of the expense for 5 years to be able to prove (substantiate) your 

deduction. 
 
 
 
  



 18 

SUPERANNUATION 
When you start working you will need to open a super account. Superannuation is an investment vehicle that 
the government has created with a tax incentive within to motivate you to save for your retirement. The 
governing principle of superannuation is that it must be invested for the purpose of providing a benefit to you 
after retirement or a certain age. Provided the regulations are complied with your superannuation can be 
invested in nearly anything you want and you can choose to take as much or as little control over how it is 
invested.  

ACCUMULATION PHASE 
Unless you have met a condition of release your superannuation will be in the accumulation phase. At this 
point it is taxed at 15%. Tax is paid on all concessional contributions (employer contributions, salary 
sacrificed/pre tax contributions) and all earnings within the fund. If you earn over $300,000 per annum you pay 
an additional 15% on contributions. Any money you contribute that you have paid tax on (non-concessional 
contributions) is not subject to a contributions tax. 

CONTRIBUTIONS LIMITS  
If you are under 49 you can contribute up to $30,000 each year before tax (including what your employer 
contributes) and up to $180,000 each year after tax. These limits will be reduced to $25,000 concessionally 
(before tax) and $500,000 over your life non-concessionally (after tax) irrespective of age from 1 July 2017. 
Your employer is obligated to contribute a minimum 9.5% to your superannuation if you are: 
• 18 years or over and earn more than $450 (before tax) in a month 
• Under 18, earn more than $450 (before tax) in a month and work more than 30 hours in a week 

CONDITIONS OF RELEASE 
You will not be able to access your superannuation until you have met a condition of release, these are: 
1. Reaching preservation age and retiring 
2. Reaching preservation age and beginning a transition-to-retirement income stream 
3. Ceasing an employment on or after the age of 60 
4. Reaching age 65 irrespective of retirement 
5. Death or Total and Permanent Disability 

PENSION PHASE 
Once a condition of release is met you can commence a pension at which point any assets funding the 
pension are not subject to tax on their earnings and the pension itself can be paid as a tax-free or at least as a 
tax effective pension. 

SUPER CO-CONTRIBUTION 
One strategy that everybody should consider is taking advantage of the government co-contribution. If you 
earn less than $35,454 and you contribute $1,000 after tax to your fund the government will put an additional 
$500 into your fund ($0.50 for every dollar contributed). If you earn between $35,454 and $50,454 you will still 
be entitled to some co-contribution however it will be at a reduced rate. 
 

WHAT TO LOOK AT 
• Administration costs 
• Investment manager costs 
• Transaction costs buy/sell spreads 
• Investment menu 
• Investment transparency 
• Member tax treatment 
• Definitions of insurance policies 

Be careful comparing returns of funds as often the higher returning funds achieved the additional returns by 
investing more in riskier assets. 

BENEFICIARIES 
The superannuation legislation limits to whom your super can be paid in the event of your death. It can only 
be paid to your spouse or children or anyone financially dependent on you. 
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INVESTMENT 
When you are looking to invest there is a huge range of different investments that can generally be classified 
into several classes based on certain characteristics. The most important lesson when it comes to investing 
however is if you do not understand how something works, don’t invest in it. Many people have lost large 
sums of money when they do not fully understand the risks associated with their investments. 

ASSET CLASSES 

CASH - DEFENSIVE 
Cash is any funds that you can withdraw at any time (at call) such as: 

• Bank deposits 
• Cheque accounts  
• Cash management accounts 

Cash generates income in the form of interest but does not experience capital growth. 

FIXED INTEREST - DEFENSIVE 
Fixed interest earns a promised rate of interest provided the funds are invested to maturity such as: 

• Government/corporate Bonds 
• Term deposits 

Fixed interest generally earns a slightly higher rate of income than cash due to its minimum investment 
timeframe but is still a cash instrument and so does not experience much is any capital growth. If you require 
your funds before the maturity than you cannot be certain of your return and may in fact forfeit the return all 
together. 

PROPERTY - GROWTH 
Property encompasses residential, commercial and industrial as well as real estate investment trusts.  
Property earns an income via rent but also has the potential for capital growth (where the value of the property 
increases) and capital losses 

SHARES/EQUITIES - GROWTH 
Shares are a proportional entitlement to the future profits of a company. Based on this they may receive an 
income (dividend) where the company is profitable but it is not guaranteed. The value of shares also 
fluctuates based on changes to expectations of the company’s future profitability and so can experience 
strong capital gains/losses. 

ALTERNATIVES – DEFENSIVE/GROWTH 
Alternatives is a category that encompasses a wide range of investments such as: 

• Derivatives contracts (options, futures & swaps) 
• Hedge funds 
• Commodities 

Alternative investments can be quite speculative and risky with their performance varying greatly from the 
other asset classes. 
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INVESTMENT PERFORMANCE 

2 
 

This chat shows the relative performance of different asset classes between 1985 and 2015. It is important to 
note that historical performance cannot be used as a reliable indicator of future performance however it does 
show again the relationship between the risk (volatility) of different investment classes and the returns that 
have been achieved. 
 

INVESTMENT  CONSIDERATIONS 
When looking at what to invest in you need to consider: 
1. How long do you plan to invest? 

If you plan on needing the funds in a short time you should not invest in assets that fluctuate greatly as 
you may not have enough in the event of a market downturn. Alternatively if you do not plan on spending 
the funds for a long time (7-10 years or more) the impact of any short term market fluctuations will 
balance out over the investment timeframe and you will be able to benefit from the higher expected rate 
of return. 
 

2. What returns do you want/require? 
If you do not need high returns than investing a higher proportion of funds in growth assets is not 
necessary, alternatively if a lower rate of return is going to be insufficient to achieve your objectives you 
may need to accept a higher degree of risk in order to meet your objectives.  
 

3. How much risk are you willing to accept? 
If you are a person who worries a lot or stresses if you investments go down in value than investing a 
higher proportion in growth assets would not be suitable. If however fluctuations in your investments will 
not bother you a higher allocation to growth assets will again allow you to benefit from the higher 
expected rate of return associated with them. 

 
These considerations will indicate your risk tolerance and as such the investments that may be appropriate for 
you to consider. 
 
  

                                                        
2 The included investment performance chart was taken from Vanguard: 
 https://www.vanguardinvestments.com.au 
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RISK  
Below is a graphical representation of the risk and expected return of the various asset classes. 

 

DIVERSIFICATION 
Diversification is the principal that you can reduce the risk associated with a portfolio of investments where the 
underlying investments react in a different way to each other to changes in the market or news. Diversification 
would be able to eliminate risk if you had two investments that reacted in an equally opposite way. Imagine 
the $1000 Share we looked at before which is equally likely to be worth $1,200 as it is to be worth $950 in 12 
months’ time. If there were another share that had the same probabilities but performed in the opposite 
direction to the first share you would be able to earn the 7.5% return without taking a risk. 
 

 If share A wins If share B wins 
Share A $1200 $950 
Share B $950 $1200 
Portfolio $2150 $2150 
Portfolio profit $150 (7.5%) $150 (7.5%) 

 
Unfortunately, many of the factors that impact one share will impact all other shares for example unexpected 
changes to government policy, interest rates, unemployment etc. will impact the share market as a whole in 
the same way. Due to this the benefit of diversification is limited but is still significant and can generally be 
achieved with as few at 20-30 investments. 

PASSIVE VS ACTIVE INVESTMENT 
While there are innumerable investment strategies the main difference in philosophy comes down to whether 
you believe that you will be able to get a better return than the market for a given level of risk. Active 
management strategies are based on assumption you can and will use professional managers to identify 
undervalued investments profiting from this mispricing. On average all investors receive return of the market 
as a whole, or to think of it in another way for every winner there is a loser and so it is never going to be 
possible for every active manager or investment strategy to make an excess return. The alternative to active 
management as discussed so far is a passive approach, which invests broadly inline with a market/segment 
to experience the performance of that market/segment as a whole saving the cost of a professional manager.   
  

Return 

Risk 

Cash 

Fixed 
Interest 

Property 

Shares 
Alternatives 
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DIRECT INVESTMENT VS MANAGED FUNDS 
Once you have determined the proportions of each asset class you are looking to invest into and the 
investment strategies you believe will provide you with the best return you have two main options when it 
comes to how to invest. 
1. Direct ownership 
2. Pooled investments (Managed Funds) 
 
Direct ownership can be the cheapest way to invest provided that you have sufficient funds to minimise the 
impact of the transaction costs such as brokerage. If you only have $1,000 to invest and it will cost you $20 to 
purchase an investment and another $20 to sell the investment than you will need to earn a return of 4% just 
to cover the transaction costs. Where you are investing a larger scale brokerage may only be 0.10%. The 
other consideration is that if you only have a small amount to invest than your ability to diversify your 
investment will be limited.  
 
Where you do not have enough funds to minimise the impact of transaction costs or to adequately diversify 
your investment you can invest in a Managed fund, which allows you to pool your funds will thousands of 
other investors to benefit from the diversification and costs of investing on a larger scale.  

INVESTMENT VS GAMBLING 
A really important distinction to make when looking at investment is whether the risk you are taking is actually 
investment or you are really just gambling. Investors are rational and risk averse meaning they would not take 
a greater risk unless the expected return justifies this, gamblers alternatively are prepared to take the risk 
even if it is expected you will lose.  
 
As an example if you have two choices: 

1. Be given $50 
2. Toss a coin, if it is heads you get $100 if it is tails you get nothing 

What would you do? 
 
In the above example the expected return of both options is the same, either you get the $50 straight away or 
half the time you win the coin toss and collect the $100 with the other tosses you get nothing so the average is 
$50. Choosing to toss the coin is choosing to take a risk that you may get nothing for no benefit, this is not 
investment it’s gambling. This example gives equal odds, unfortunately anyone that is prepared to take a bet 
from you (a casino, bookmaker etc.) is running a business and they will ensure that the expected return of 
your bet is negative so that even where you win occasionally if you bet regularly enough you are guaranteed 
to lose money to them. 
 

Game Expected return of a $1 bet 
Roulette $0.947 
Poker Machines $0.85 to $0.90  
Craps $0.942 
Baccarat $0.986 
Bingo/Keno $0.85 to $1 
Poker $0.95 
Black Jack (without counting cards) $0.94 - $0.995 

 
As well as games of chance betting on things like sports or horses the odds are determined by the book 
maker and they will ensure that they price the odds to ensure they make a reasonable profit margin 
irrespective of the outcome.  
 
The other thing that you should probably consider is who you are gambling against, any time that you are 
gambling on-line there is a probability that cheating will exist, these games are structured to make you feel like 
you have good odd’s where really you never had a chance of winning, they will let you win just enough to 
make you think you can. 
 
The main point from all of this is over a long enough time frame you will get a positive return from investment, 
at the same time over a long enough time frame you are guaranteed to lose where you gamble. If you want to 
be involved with gambling, own shares in the casino. 
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