FINANCE

Donet slip up
oninsurance

safeguards

Noel

Whittaker

OVER the past few weeks we
have discussed simple
strategies to boost your
retirement nest egg.

Thates fine as far as it goes,
but keep in mind there is
more to becoming financially
independent than simply
accumulating assets ... itis
critically important you
protect the assets you have.

As well as your financial
assets, this also includes your
income.

Unfortunately, most
Australians have a sshe-ll be
rightZ attitude to insurance.
They wouldnet dream of
leaving their house
uninsured, yet they are
extremely tardy when it
comes to areas such as life
insurance and income-
replacement insurance.
There seems to be a general
belief that a sudden accident
or serious illness is something
that happens to someone else.
Yet, lell bet you know far more
people who have suffered a
serious illness than those
whose houses burnt down.

The cost of this neglect is
highlighted by the latest
Lifewise/Natsem
Underinsurance Report that
claims 95 per cent of families
do not have adequate
insurance, and that this
serious level of under-
insurance is expected to cost
the Federal Government
$1.3 hillion over the next 10
years. According to the report
18 Australian families lose a
working parent every day,
while every year 235,790
parents of working age suffer
a serious illness or injury.
Over 17,000 of these are forced
to stop working, either
permanently or for an
extended period of time.

sLifestyle is determined by
income, where people live,

whether a dwelling is owned
or rented, where children go
to school, where and how
often people eat out and if
holidays are taken,ee the
report points out.

eeltis usually the first
casualty when the worst
happens, and can often lead
to devastating consequences
for affected families.s»

To show you how cheap life
insurance can be, letes look at
a typical case study.

A family has debts of
$400,000; the husband is the
sole bread winner, and they
would need $60,000 per year
to replace his take-home pay.
His life insurance should be
around $1,300,000, as they
would require $900,000 to
invest after paying the debts.

The proceeds of a life
policy are not taxable and the
premiums are not tax
deductible. However, by
arranging the insurance
through his superannuation
considerable tax savings
could be made, as the
superannuation
contributions are made from
pre-tax dollars and the
proceeds are tax free if paid
to a dependant.

If he was 37 years of age,
and a non-smoker, he could
buy $1,300,000 of death cover
for just $780 per year.

Of course thereis a
possibility that he may suffer
a serious accident or illness
that leaves him unable to
work again. The life
insurance policy wonet pay
out because he is not dead,
but for an extra premium he
can add TPD to his life cover.
This policy would then pay
the full sum insured on his
becoming disabled so that all
debts could be liquidated, the
home modified if necessary,
and a sum invested to give the

Some of lifess pitfalls are deeper than
others, so ites only wise to cushion your
lifestyle against major calamity.

family an income. The extra
cost to add $1,300,000 of TPD
cover to his life policy would
be just $564 a year.

But what happens if he
suffers a serious illness, such
as cancer, stroke or a heart
attack, but does not qualify as
being totally and
permanently disabled?

This is the benefit of
trauma insurance, as it pays
an agreed sum as soon as the
critical illness is diagnosed to
help the family cope.

The good news is that most
people recover from such
illnesses and so live to enjoy
spending the proceeds of
their own insurance.

For him the premium for
$100,000 of trauma cover is
around $166 a year.

Income replacement
insurance, which would pay
him $3750 a month until age
65 after a 60-day waiting
period, could also be
included for a tax deductible
$895 a year.

Think aboutit ... for a total
cost of just $2,405 a year the
family has built a strong
barrier around their finances
and given them peace of
mind.

The cost is even lower when
you take into account that
$1344 is coming out of his
super fund and $895 is tax
deductible.

Justdonstdelay ... atragedy
could happen at any time.

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. His email is
noel.whittaker@whittaker
macnaught.com.au

| am a 34-year-old
Q single income earner
0on$75,000 inclusive of super,
with a wife, and two
children under four.
We are currently servicing a
$240,000 mortgage for a
house valued
conservatively at $360,000,
with $25,000 cash saved in
the redraw facility. As we
are fairly new to Australia,
we havenst accumulated
much in super ... presently
$15,000 at most.
| am only contributing the
compulsory 9 per cent.
Recently we cashed out our
overseas retirement fund of
$110,000 and now are
undecided as to the best way
to grow this money for our
future retirement nest egg.
Isve read your answers to
various other readerse
questions and became
aware of options like paying
off the mortgage, taking out
a home equity loan for tax
deductible debt for
investment property, shares,
etcetera.
What would be your
recommendations for our
circumstances?

| am loath to see you

put money into super
where it will be inaccessible
for more than 20 years, but |
am also aware that lump
sums tend to be dissipated
gradually if they are not
committed.
A good option may be to use
the money to reduce your
mortgage ... this will give you
a guaranteed after-tax
return of at least 6 per cent
on your money. Just make
sure you keep up your
present rate of repayments
and you will be amazed at
the reduction in the loan
term.
When that lump sum is paid
off the mortgage you will
have a much larger equity in
your home and could then
seek advice about using a
home equity loan to borrow
toinvest.
The interest on this loan
would be tax deductible.

Which is financially
Q more advantageous, in
both the short and the long
term ... investing in shares,
home ownership, or an

investment property?

| am trying to financially
model these three
circumstances, but not

being an accountant, | find |
am not always sure what
things | need to include in

my worksheet to get a serealse
result. Could you assist?

Itis a sad reality that

investing is just as
much an art as a science,
and it is almost impossible
to put all the relevant
factors into a spreadsheet.
For example, your own
home is free of capital gains
tax and can give you an
immense amount of
pleasure and is also not
counted as an asset by
Centrelink when benefits
are being considered.
Both shares and property
can perform well or badly
depending on what is
bought and whenitis
bought. This is why most
investors prefer to stick with
a diversified portfolio.

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

Ites In your interest to know your cardes charges

By LESLEY PARKER

IT pays to understand the rules
governing how banks apply interest
to your purchases and cash
advances.

Your credit-card billis $2000 and
you pay most of it off before the due
date. You assume youell now pay
interest on the outstanding balance
of $500, at a rate somewhere
between 10 and 20 per cent and
resign yourself to that fact. But the
reality is much worse. In all
likelihood, youell pay interest on
the full $2000.

Whates more, those interest
charges will probably be backdated
to when you made your first
purchase of that statement cycle
and you may lose access to your

interest-free days on any new
purchases until you clear your
entire balance.

Consumer group Choice has
labelled as esunfaires the way most
credit-card providers charge
interest, while communication
researchers say the rules ... fair or
unfair ... arenst conveyed clearly
enough so people understand how
to avoid or minimise interest.

In arecent survey of 20 credit-
card companies, Choice found that
the different ways interest was
applied could mean one customer
was charged $10 in interest while
another paid $45 on the same
transaction history, depending on
which card was in their wallet.

You can have two cards with
exactly the same interest rate and

use them in exactly the same way
yet have one cost twice as much in
interest as the other if you pay late,
Choice spokesman Christopher
Zinn said.

Choice says credit-card providers
use three ssunfairee tactics:
backdating interest to the date of
purchase, not giving credit for
partial repayments and cancelling
interest-free periods for new
transactions if a bill isnet paid in
fulland on time.

If youere late paying a credit-card
bill by even a day, or you pay less
than the full balance, most credit
companies will apply interest,
calculated daily, all the way back to
the date of your original
transactions, it said.

«This means that for being one

day late you could be charged
retrospective daily interest on all
transactions for up to 55 days, s
Choice said in its report.

It quotes one Choice member
who keyed in an incorrect figure
when paying a bill online, leaving
them $1 short. That person was
charged $10 interest as a resullt.

ssEqually unfairly, if not more so,
is that if you make a partial
repayment on time, most
institutions do not give you any
credit for it,e» Choice said. ssThey
still backdate interest on the full
amount of your original purchases.se

Just a handful of card providers
charge interest only on the
outstanding amount (the $500 in our
opening example) rather than the
full statement balance. «To make

matters worse, if you fail to pay
your bill on time, most card
providers cancel your interest-free
period for any new purchases you
make from that point until you
clear the [entire] balance owing in
full,»s Choice said.

Out of its survey of 20 cards,
Choice named Bendigo Bank,
Heritage Building Society and
Teachers Credit Union in NSW as
fair when it came to how they
charge interest.

Financial products researcher
Canstar Cannex doesnst break
down its credit-card data according
to how interest is charged but said
only a handful of card companies
donet charge in full and most
backdate interest for partial or late
payment.
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