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INTEREST RATES, EQUITY
MARKETS AND THE ECONOMY

The Reserve Bank of Australia kept
the Official Cash Rate at 7.25% fol-
lowing their April board meeting.
From media reports and opinion it was
suggested that rates are in a neutral
cycle for the immediate future. It now
seems that consumers are starting to
feel the impact of higher borrowing
costs, especially when combined with
a cocktail of increasing inflation/prices
for necessary consumables, expen-
sive petrol and with waning consumer
sentiment.

Whilst official Cash Rates are now at
a 12 year high, the US economy has
slashed their Federal Funds Rate to
stimulate liquidity. There are some
immediate pressures there, with Bear
Sterns (a major US investment bank)
in the process of being restructured
due to receeding worldwide sentiment
and an inability to sustain operations.

It seems fair to say that few commen-
tary expected the sub-prime fiasco to
be a problematic issue for the US
economy, and for our sharemarket to
be affected so greatly.

Since August, the Australian share-
market (ASX 200) has fallen by ap-
proximately 25% after a record high of
6,828 points in 2007. In 2008, the
ASX 200 has fallen by approximately

sources:www.rba.gov.au, au.finance.yahoo.com, ww.opec.com, note: figures may be rounded

16% since the start of the year. In
contrast, the US sharemarket (S&P
500 Index) has fallen approximately
16% from its peak, and continued to
fall by approximately 8% since the
start of the year.

The US market has been buoyed by
several initiatives to increase market
sentiment, with the periodic liquidity
injections into their financial markets,
while our local economy has been
ordered to slow considerably. The
reason why our sharemarket is suffer-

ing more than our US counter

part is contributed to their recession-
fighting initiatives, which seek to im-
prove short-term investor and con-
sumer sentiment.  Furthermore, a
large portion of our equity markets are
made up of financial companies that
have been, or are seen to be im-
pacted by the Subprime issues.

Nevertheless, the Australian economy
remains in good health (with the omis-
sion of several large highly leveraged
companies). These include solid GDP
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Share Market: There has been ex- Money Market Rates: Many experts

traordinary volatility within local and
international markets following the
sub-prime fallout in the US.

believe rates should remain steady
throughout 2008 following 12 straight
increases in our Cash Rate.
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Fact

Finance stocks make up roughly
20% of the US equity market. In
Australia they make up 40%.

Quote

“Our sector (financial) is one of

the healthiest in the financial

world.”
- Australia Financial Review

and wage growth, booming employ-
ment, and the fact that our neighbour-
ing developing Asian economies have
an avid appetite for resources.

We seem to have few of the tangible
problems the US is experiencing, al-
though we have seen an increase in
the cost of credit. Confidence should

return to the Australian markets/
economy, although this may take
some time.

In the medium term, the gap between
the US and Australian markets may
diminish, with earnings announce-
ments. However, nobody can be sure
what direction the market will head,
as the volatility of the economy and
company announcements seem to be
dictating, to an extent, the demand for
US shares and consumer demand,
which influences other worldwide na-
tions, including Australia.

“OFF THE PLAN” STAMP
DUTY CONCESSIONS

This concession is calculated on con-
struction from the date of signing the
contract to the settlement date.

It is very common for the assumption
to be made that stamp duty will be
payable on the value of the land only
for all off the plan purchases. This is
not correct.

Consider the example below:

Purchase Price $500,000
Construction Costs
from Day of Signing $50,000

Stamp Duty Payable on $450,000

Saving

Stamp Duty on $450,000 $22,600
Stamp Duty on $500,000 $25,660
$3,060

Difference

‘Integrity, Innovation, Commitment and Passion’

clear business goals.

It is widely advised
that you write and
adhere to a  busi-
ness plan. The plan
should ensure that
long-term goals are

broken down into
several achievable
segments.

Along with budgeting
always ensure that
you review your
performance and
speed towards your
future goals. It is
also advised that you
keep some working
capital in reserve
for times when
opportunities or situa-
tions arise that re-
quire the use of these
funds.

progress.

Please speak to our
office for further
information.

NINE TIPS FOR STARTING YOUR OWN BUSINESS

Starting your own business, irrespective of its size, is a time consuming and
challenging process. There are a few tips to ensure that your business ven-
ture has the best possible chance of success. Remember to budget and set

Nine Tips on Starting Your Own Business

41l Write a business plan and stick to it. Always know
where you want to go and how to get there.

) Remember the 80/20 rule. If 20% of your customers
are producing 80% of your revenue, be sure you
know who they are and treat them like kings.

¢Jl Stand out from the crowd — with a memorable

I business name and logo.
il Hire the best people you can — and pay them the
I most you can afford.
5) Promote benefits, not features. In other words, be
I sure to tell your customers what'’s in it for them.
Stay image conscious by maintaining a consistent
E look across your printed material.
y4 Be your own auditor. Write a budget, set your
Ifinancial goals, and continually measure your

adwertising (and they won’t cost you a cent in
commissions).

Go with the flow. Carefully manage your cash flow
by consening your capital and never committing

Increase your sales staff for free. Satisfied
customers are your best source of referral
ﬂcash until it is absolutely necessary.

Make sure you seek advice before
entering into all property contract ar-
rangements.

BUSINESS STRUCTURE
REVIEW: PARTNERSHIPS

A partnership is a contractual relation-
ship that involves a group of two or
more legal persons associating them-
selves in a mutual business enter-
prise with a view of making and dis-
tributing profits amongst themselves.

The Advantages and
Disadvantages of a Partnership
Unlike companies, a Partnership
may be formed without the need to
lodge forms to statutory
authorites. As such, it may be
easily dissolved.

There are no formalities,
registration or reporting obligations
other than tax returns.

The Partners may agree to
withdraw their capital at any stage.
Some professions have prohibited
incorporation, in which case a
Partnership is an appropriate form
of assocation.

Partners have no distinct personal
entity from the Partnership.

Partners have unlimited liabiltiy for
the repayment of business debt.

v

Partners pay personal tax and can
be sued for anything done in the
name of the Partnership.

Partners must register a business
name if it is other than the names
of the Partners themselves.

' WWW.mcpgroup.com.au
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TIPS FOR FINANCIAL
SUCCESS

The following is a short list of financial
tips. While they are not fully compre-
hensive, they are a start towards im-
proving your financial health.

A budget provides goals and allows
you to analyse where your income is
spent and whether savings can be
made in a particular area.

While many people say they don't
have time to budget, it is beneficial.
A few dollars saved daily can add up
to several thousand after one year.

Hand-in-hand with budgeting is the
premise of paying yourself first. This
involves contributing money to a sav-
ings account or investments before
paying other expenses. This “forced
saving” ensures that you budget for
the remainder of the week/month and
provides incentive to limit unneces-
sary spending.

Nobody can deny the power of cumu-
lative earnings on your investment.
Perhaps one of the biggest advan-
tages of starting early is the benefit of
exponentially increasing the size of
your investment (earning returns on
your initial investment at an increas-
ing rate over time).

For example, $1,000 invested in su-
perannuation, returning 10% per an-
num will accumulate to roughly
$50,000 after 40 years. If you were
eligible to receive the $1,500 co-
contribution scheme, your investment
would equate to $125,000 after 40
years (from just $1,000 invested!)

The former Australian test captain,

Steve Waugh, when asked by an as-
piring young cricketer how to make
runs, simply advised that the best way
to accumulate a high score was to
“protect your wicket and stay in the
middle”. This may sound simple but
he is correct — you can’'t make runs if

‘Integrity, Innovation, Commitment and Passion’

you get out!

The same can be said for investing.
The game of investing is a long jour-
ney, and in the long term it's the in-
vestments that accumulate, com-
pound and continue to grow that
make money. It can be encouraging
to see an investment explode in the
short term, but if markets turn and you
lose a large portion of your capital,
then it may take years to recover your
initial investment.

Diversifying your assets and having a
structured risk strategy can curb your
exposure to a large losing position.
It's important to diversify across differ-
ent assets and sectors within those
asset classes (in the case of equities
or property).

One of the most important assets is
your education, trade, skill and/or
qualification. Unfortunately, we are
not invincible, and accidents do occur.
From personal experience people
make Death, Total & Permanent Dis-
ablement and Income Protection
claims on a daily basis, and greatly
appreciate having their policy to pro-
tect their family’s wellbeing in such
times of financial stress.

Basically, any loss that you can't af-
ford is advised to be covered by insur-
ance if feasible or possible. Many
superannuation funds provide per-
sonal Death, TPD and Income Protec-
tion insurance, drawing the vyearly
premiums from the balance of your
superannuation account, which may
be less expensive than personal in-
surance premiums as the fund pur-
chases bulk cover for members, en-
gaging in cost savings due to econo-
mies of scale. Naturally, this would

limit earnings within the account.

There are experts such as Financial
Planners, Lawyers, Accountants and
Mortgage Brokers who can review
your financial and legal affairs in such
a way as to save you time, money
and stress.

Strangely enough, many people are
hesitant to engage in these services
despite the fact they could save you

Insurance: Adequate levels of
Death, Total & Permanent and In-
come Protection Insurance is strongly
advised to protect you from unfortu-
nate events.

thousands of dollars in the long run.
Mortgage brokers, for example, re-
ceive a nominal percentage of the
bank’s profit margin and do not, in
most circumstances, charge a fee for
the provision of their services. Pro-
fessionals should explain how they're
remunerated prior to the engagement
of their services.

There is no point saving or investing
money, or having strict financial goals
if you can’'t spend it! Believe it or not,
spending a small portion of your sav-
ings or capital gain can make you a
more prudent saver, as you can see a
reward for the smaller financial sacri-
fices made. The object of investing
money is to make yourself happier in
the long run, whether through an in-
creased pension or a higher standard
of living in the immediate future —
don't forget that!

Please speak to John Ross or David
Mac Manus on (03) 9620 2001 should
you require further information.

CONCLUSION

MCP Group include financial plan-
ners, mortgage brokers, legal profes-
sionals and are also able to refer you
to the services of one of our account-
ing alliances to see if you are able to
benefit, or are suitable for this invest-
ment strategy.

Please contact our office if you have
any further queries.




