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CHANCELLORS SPECIAL ANALYSIS 
POST COVID-19 IMPACTS  

 
 
WHEN THE WAR IS OVER 
 
We have all felt the dramatic impact of COVID-19 and the associated economic shut down. There has never 
been anything like it, so predictions about where we end up after this are indeed brave. Looking to possible 
impacts around taxation and the way we structure our financial affairs, it seems clear that we will be paying 
for the extraordinary measures being put in place for quite some time. Whilst I do not feel especially qualified 
(if anyone is) to know where we are headed, I do feel it is time to look and plan ahead, and we need to start 
somewhere.  
 
 
THE BUDGET IS BROKEN AND WILL NEED FIXING 
 
As at 30th March the Federal Government had pledged $320 billion of assistance expenditure over the period 
of “forward estimates” (four years). To appreciate the magnitude of this you only need look at the simplified 
break-up of the 2019 Federal Budget (total expenditure $500.9 billion) illustrated below. 
 

 
 
In addition, there are commitments from the States and Territories which probably amount to at least $10 
billion and counting. For example, the Queensland budget expenditure estimate for 2020 was about $60 
billion, and to date they have pledged an additional $4 billion.  
 
If you look at the other side of the equation, “where revenue comes from” (see below), likely losses on the 
revenue side triggered by the economic stand-still, reduced activity, lower earnings, reduced asset values, 
fewer transactions, and lower oil (and potentially other commodity) prices, the impact is going to be also 
dramatic.  
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Without the knowledge and skills of a Treasury economist, one can only try and roughly predict the scale of 
the response by seeing the scale of the problem. This can only be a best-case scenario wherein world order 
is maintained, and economies revert to something like where they were pre COVID-19. We can only hope 
that it does not descend into something worse than imagined. One thing I do not think has been factored in 
is the impact if and when the virus takes hold in poor, developing and war-ravaged countries.  
 
With the magnitude of this economic event tax policy history should be a good indicator of the low hanging 
fruit in terms of remedial tax measures locally. As with the social support measures recently introduced, tax 
changes will come very swiftly. If you thought there was a set of boundaries on what the government will 
and won’t do, you can pretty much throw that out the window if the formulation of welfare measures is any 
indication.  
 
Here are some predictions based more than anything on gut feel after many years of cynically following 
Australian Taxation policy: 
 

Prediction  Rationale  
The immediate introduction of an Inheritance/Gift 
Tax. Most likely based on the UK model given the 
similarity of UK trust law. Expect a rate of anywhere 
up to 40% on net assets on top of CGT. The UK 
threshold is £475,000 (AUD $931,322.94) total 
wealth including a “main residence” band.  

Pre COVID-19 the intergenerational divide was 
building, and inheritance taxes were on the agenda 
of the left of politics, but also acknowledged as 
electoral suicide. With the extent of debt now 
passed on to future generations, forget past 
political positions on this.  

Elimination or de-valuation of dividend imputation 
(franking). Difficult to predict how this might look, 
though expect a threshold to protect small investors 
and self-funded retirees.  

We were already on the cusp of losing franking 
before COVID-19. Franking is seen by most in the 
community as a lurk so it’s hard to see it being left 
alone.  

A re-arrangement of individual progressive tax rates 
with higher rates for higher earners. There is likely 
to be “budget deficit” style levy on individuals with 
very high taxable incomes. Marginal tax rates could 
go well above 50% for some. Treasury’s yardstick for 
a high income earner is around $250k - $300k based 
on existing policies.  

The government has a lot of form in terms of 
imposing levies on high earners in order to fix an 
ailing budget. Altering tax rates is a delicate science 
give the potential disincentive on work, especially 
when loss of other income tested benefits weigh in.  
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Prediction  Rationale  
A reduction in the Capital Gains Tax General 
Discount. At present most capital gains are 
discounted by 50% for assets held > 1 year. This was 
originally introduced to eliminate the complexity of 
indexation of the original cost of a CGT asset. 
Perhaps it will be reduced to 25%.  

This is a very easy change to make. There is recent 
form here too given that CGT discount has been 
taken away from non-residents in fairly recent tax 
history. A reduction of the discount was part of the 
Labor 2019 election tax policy. With this crisis I 
doubt the LNP would have any reservations 
whatsoever about borrowing from the opposition’s 
failed tax policy.    

An increase in the rate of tax on superannuation 
earnings.  

Again, this is an easy option that perhaps lines up 
with increases in personal tax rates generally. After 
the 2017 changes it is hard to see how they could 
restrict superannuation any further, at least on the 
way in, so the other option would be to tax it more. 
That is assuming something major like nationalising 
superannuation is not on the cards.  

A new tax on superannuation withdrawals.  Tax free withdrawals of superannuation in most 
instances has been a sacred cow. All political 
persuasions have gone to great lengths to avoid it 
so as not to be labelled as having introduced “a new 
tax”.  

A withdrawal of the CGT Main Residence Exemption 
for high value properties. This could be in the form 
of a capped amount of CGT relief that would 
exclude moderate gains on moderate valued 
properties.   

CGT Main Residence Exemption is the sacred cow of 
taxation sacred cows. Nonetheless, the idea of 
progressively taxing the main residence has been 
lurking within the recommendations of many a tax 
reform policy paper over recent years.  

An increase in GST or broadening the base.  Always a sensible proposal given the overreliance 
on and dysfunctionality of the income tax system. 
Possibly less likely to get up as a short-term 
measure as it may be seen as a dampener of 
spending and economic activity.  

A levy on the Government’s $250k bank deposit 
guarantee. This would be a levy on banks which 
would be passed on to savers.  

It’s possible that the Government will be less 
reluctant to provide this guarantee for free, though 
on the other hand, after the recent popularity of 
bank bashing, the entire economy will be looking to 
the banks to prop them up by supporting a lot of the 
economy’s now non-performing assets on their 
balance sheets.  

 
Again, it must be stressed that these are just predictions based on recent history of tax policy formulation. 
Reality could be starkly different given these are desperate times. Unfortunately, these are probably best-
case scenarios that assume the tax policy framework isn’t turned completely upside down.   
 
 
A CHANGE IN THINKING ABOUT TAX, ESTATE, AND ASSET PROTECTION PLANNING 
 
It is an important time to re-assess the foundations of your business, investment, and estate structures and 
planning. Here are some ways the focus might change: 
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1. Inter-Generational Wealth Transfer: The tendency has always been to delay this in order to protect 
wealth against the Family Courts, as well as preventing financial misadventure, encouraging work ethic 
and self-sufficiency, and a host of other reasons. The prospect of an inheritance tax alters this to the 
extent that perhaps it can be left to the new generation to protect themselves against unsuccessful 
relationships. A starting point may be to assist the next generations with their superannuation now by 
gifting funds for their superannuation. Gifts like this may soon become taxable events. In terms of self-
sufficiency, the super can generally only be accessed at a ripe age and so it may not interfere. 
  

2. Is Hoarding of Franking Credits Still A Good Option? Imputation has been with us since 1987 at which 
time the company tax rate was 39%. In the early days of imputation, a reduction in tax rate allowed you 
continued access to franking credits paid at the higher rate of tax until used up. These days dividends 
must be franked at the going tax rate no matter at what rate they were paid for - a deliberate de-valuation 
of franking reserves. A situation where company tax rates are beefed up and the value of existing franking 
beefed up with them is very unlikely. What is possible is a change to the rules that somehow reduces the 
value of franking in the hands of individuals and maybe even in dividends paid between companies. On 
top of this there is the likelihood of increased personal tax rates particularly in the top margins. The 
combination will make it more expensive in terms of additional tax to extract profit reserves from 
companies. Tax strategies have historically been about deferring tax by holding reserves up in companies. 
There could be good reason to clear out reserves now rather than when you will pay more tax to do so.  
 

3. Should We Keep The Faith In Trusts? As at 30th June 2017 there were 874,874 trusts on the ATO records. 
By now it would be more than a million. As much as regulatory authorities, including the ATO, dislike 
them, attempt make them hard to administer, and endeavour to look through them, they will not go 
away soon. The underlying capital for many trusts is the initial $10 settlement. The immediate 
consideration would be whether now is a good time to increase trust capital by way of additional gifts. 
This may bolster asset protection and be a hedge against the introduction of inheritance / gift taxes. It is 
worth noting though that the life of most discretionary trusts is limited to 80 years. In the UK trusts are 
subject to an inheritance tax in the form of a special “anniversary charge” every 10 years and an exit 
charge. Many issues to contemplate, however in the Australian context trusts now need to be treated 
seriously and operated by the book (not as a personal bank account). 

 
4. Keep It Simple: Community and revenue authority attitudes to tax planning change over time. If ever 

there was a time keep it simple and not push boundaries, it’s now. Taxation legislation in Australia is 
unfortunately very complex, with many provisions designed deliberately to trip up taxpayers. The ATO 
has extraordinarily wide powers that in many instances they choose not to invoke. Complex structures 
can leave you open, especially when documentation such as trust deeds or corporate constitutions and 
other underlying agreements aren’t followed to the letter, or if transactional documentation or flow of 
money does not match what is presented (substance over form).   

 
 
POSSIBLE SHORT- AND LONG-TERM TRENDS 
 
Here is some food for thought. I don’t claim to be the guru. Your feedback and further thoughts are welcome. 
Some of the resets if they occur may be desirable and pave the way to a better future.  
 
Family 
 People will be more germ and personal space conscious? 
 Reversal of the decline in the family unit? 
 Decrease in affluenza and consumerism? 
 Buy quality or do without, mentality shift? 
 Reduced illness / downtime from viruses in future due to increased germ awareness? 
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International 
 Less freedom of international movement? 
 More expensive international travel?   
 Increased holidays at home / domestic travel? 
 Conscious / unconscious suspicion or dislike of China? 
 Increased focus on dealings with US, India, Japan, and ASEAN countries? 
 Quick progression of the virus and a sharp spike in death rates in poor countries?  
 A period of humanitarian crisis and potential civil unrest in some countries? 
 Tighter regulation of asylum seekers? 
 Reversal of globalisation? 
 Local manufacture of critical goods? 
 Reduced migration? 
 Tighter controls on temporary visas? 
 Intensified tax wars over earnings of global companies? 
 
Political 
 Less attention given to first world activist issues? 
 Decline in the man-made climate change emergency industry? 
 The Paris Agreement will be forgotten? 
 UN / WHO will lose its status and backing? 
 Sovereignty and nationalism will return? 
 The union movement will lose status and membership due to expedited irrelevance? 
 Increased inter-generational tension due to new debt load on young? 
 
Business 
 Increase in job loyalty? 
 Industries and jobs based on BS will have scaled back as people, businesses, and governments get real?   
 Unwinding of industrial relations and other business red tape? 
 More rapid take up of cloud technology? 
 Less interstate commuting for work? 
 Preference for more cleanliness and personal space in entertainment, hospitality, and transport sectors?  
 Better awareness and management of workplace illnesses in future? 
 Higher consciousness of business risks? 
 
Insolvency 
 The insolvency curve has been flattened but business and personal insolvencies will be numerous. 
 The focus of social support is maintenance of employment. Property owners and equity investors will not 

be a priority. 
 Risk aversion will increase - less spending and borrowing and more saving.  
 
Property 
 Valuations will drop sharply due to unemployment, business contraction, office space contraction, non-

enforceability of leases, less wealth, higher cost of money.  
 Buying opportunities in property as owners deal with debt. 
 Office space / location re-configuration due to take up of remote working technology? 
 Work from home will be a fad because it is unproductive and unloved, but remote work including work 

hubs may thrive? 
 
Local Government 
 Reduced use of public transport. 
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Finance 
 Acceleration of the move to cashless transactions.   
 Government to charge for $250k guarantee? 
 Inflation due to disruption of / changes to supply chains? 
 Inflation due to endless printing of money since GFC – it has to bite at some point? 
 Money to tighten and cost of money to increase? 
 Liquidity and risk management issues to take some of the shine of Industry Super? 
 
Stock Market 
 The market is guessing (more than usual) about earnings. Volatility will remain.  
 The market is less efficient with sentiment creating under-value opportunities (and over-value in some 

cases). It was definitely slow to catch onto the prospect of a global shutdown and maybe too quick to 
recover.  

 
In terms of looking for long term value, categorisation of companies may assist: 

 
- Companies with increased demand / activity short-term: 

o Groceries suppliers 
o Remote office supplies 
o Home improvement 
o Cycling / Independent transport 
o Legal / Accounting 

 
- Companies with increased demand / activity long-term: 

o Cloud based software / data 
o Cashless payments systems 
o Independent personal transport  

 
- Companies with decreased demand short-term: 

o Travel 
o Hospitality & Entertainment 
o Airports 
o Roads 
o Fitness 
o Oil 
o Mining? 
o Discretionary consumer expenditure driven? 

 
- Companies with decreased demand long-term: 

o Travel? 
o Hospitality & Entertainment? 
o CBD Office? 
o Discretionary consumer expenditure? 

 
- Companies with short-term disruption of labour / supply chain: 

o Construction? 
o Manufacturing?  

 
- Companies facing long-term changes to supply chain: 

o Construction? 
o Manufacturing? 
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- Companies facing post lockdown surge: 
o Elective health 
o Diagnostic / pathology 

 
- Companies facing bad debts / unenforceable contracts: 

o Banks & Financiers 
o Utilities  
o Commercial Real Estate  

 
- Companies with debt servicing issues.  

 
- Highly regulated businesses: 

o Banks 
o Utilities 

 
 
CONCLUSION 
 
It is easy to get caught up in the doom and gloom. The reality is that we live in a great country that will 
continue to be the envy of the world, perhaps even more so now. Australia is likely to emerge as an even 
safer and more attractive place to live and do business. COVID-19 has triggered a reset, and with it, many 
opportunities to change things for the better.  
 
Disclaimers 
 
Financial Product Advice 
Nothing in this advice is intended as ‘financial product advice’ as defined by the Corporations Act (as amended by the Financial Services Reform Act 
2001). We are not licensed to provide ‘financial product advice’ which includes recommendations regarding contribution to or withdrawal from, or 
specific investments within a particular superannuation fund (including a Self-Managed Superannuation Fund). You should consider if it is in your 
interests seeking advice from an Australian Financial Services Licensee before making decisions in relation to a financial product. 
 
Currency of Income Tax Advice 
Any taxation advice included in this correspondence is current to the date of writing. Taxation laws in Australia are complex and constantly changing. 
The government often changes rules effective from the date announced and, in some cases, retrospectively. If there is any delay in the use of this 
advice you should consider having it refreshed. 
 
Quality of information  
Before relying on the information on this newsletter, users should carefully evaluate its accuracy, currency, completeness and relevance for their 
purposes, and should obtain professional advice relevant to their particular circumstances. We and associated parties cannot guarantee nor assume 
any legal liability or responsibility for the accuracy, currency or completeness of the information or material. 
 
Security of our website 
Users of our website should be aware that the World Wide Web is an insecure public network that gives rise to a potential risk that a user's transactions 
are being viewed, intercepted or modified by third parties or that files which the user downloads may contain computer viruses or other defects. 
 

We and associated parties accept no liability for any interference with or damage to a user's computer system, software or data occurring in connection 
with this website. Users are encouraged to take appropriate and adequate precautions to ensure that whatever is selected from this website is free of 
viruses or other contamination that may interfere with or damage the user's computer system, software or data.  
 
 

 

Thank you for reading our newsletter. If you would like to see more, please do not hesitate to go to our website 
(www.chancellors.com.au) or like us on Facebook. 
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