FINANCE

Healthy to think ahead
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The clock is ticking on the
precious time you need to
line your nest eqgg.

THE Intergenerational Report
released last week points to a gloomy
future for those who are ill prepared
for it.

The number of working age people
to support each retiree is expected to
fall from five people today to just 2.7 by
2049, while spending on health and
aged pensions will double to around
50 per cent of total government
expenditure.

In short, as income-tax revenues
drop, there will be huge pressure on
governments to curtail expenditure
while raising indirect taxes such as
GST, and excise on fuel and alcohol.

It's another wake-up call to get your
finances into shape, yet Australians
still seem to be stuck in the mode of
she’ll be right. Just this week a survey
by Priority Management asked “If you
could choose just one goal for 2010,
what would it be?” and offered five
alternatives.

Thirty-eight per cent ticked exercise
more and watch the diet; 19 per cent ticked
spend more time with family, 17 per cent
wanted to work on friendships and social life,
14 per cent opted for learn new skills and
work smarter and just 12 per cent chose
saving and investing more money.

Most people have good intentions but
simply don't know where to start, so inthe
next few columns | will explain some
strategies that can make a big difference to
your financial future. Obviously, this is not a
one-size-fits all — if you see one that may apply
to you ask your adviser for more information.

One of the most effective strategies for
older workers is to reduce home-loan
repayments and make up the difference
by salary-sacrificing to super.

Now | know this will raise the
predictable objection of “I put money
into superannuation and it dropped in
value” but if you are serious about
your finances you should take the
time to understand that
superannuation is not an
asset class but merely a
structure that lets you hold
assets in alow-tax area.

Ifyou invest in shares,
either in your own name or
through super, you leave
yourself open to the risk of
the market falling — if this
bothers you, you have to
choose between guaranteed low
returns in cash-type investments
or the potential of higher returns
with volatility.

Think about somebody aged 50

who owes $200,000 on their home loan. If
interest rates are 7 per cent repayments of
$21,576 ayear ($1798 a month) will be
required to have that loan paid off in 15 years
when they want to retire. If they changed the
loan to interest-only, the payments would be
$14,000 a year and in 15 years time they would
still owe $200,000.

Reducing their payments to $14,000 a year
would free up $7576 a year of after- tax dollars
which could be used to increase their super
contributions. If they earned between $80,000
and $180,000 a year that $7576 would be the
equivalent of $12,523 in pre-tax dollars. If that
was contributed to superannuation the net

contribution would be
$10,645 a year after
15 per cent
contri-
butions
tax had
been
ded-
ucted.
If
their
super-
annua-
tion did
9 per
cent per
annum
there
would be an
extra $335,000
of super atage
65—$200,000
could then be
withdrawn tax free

TIMELY REMINDER: The Intergenerational Reportis a wake-up call to get your finances in shape.

to pay off their debt, leaving a bonus of
$135,000.

Like all strategies, there is a degree of risk.
The Government could change the rules
restricting the amount that can be withdrawn
from super, but | think this is highly unlikely
given the general awareness that most people
need a lump sum when they retire. Also, itis
possible that the returns from super may not
be as high as the interest rate being charged
on the home loan.

But even if the super fund did no better
than the rate being charged on the home loan,
the investor would still be better off due to
the difference in their marginal tax rate of
39.5 per centand the 15 per cent
contributions tax.

Your assets are like a garden —they need to
be looked at regularly and changes made
when the seasons dictate it. If the economy
faltered, or superannuation rules changed, a
change in course would be easy to implement.

The salary-sacrifice contributions could be
stopped immediately and after age 55 a
transition to retirement pension could be
started to funnel the funds back to the
housing loan.

On balance it is a strategy that has strong
potential to leave you much better off when
you retire.

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@whittakermacnaught.com.au

eight years old. My husband and |

ork full time and earn $120,000 neta
year. We have an investment property
that is neutral-geared (rent and tax
refund covers the interest payments on
the loan and other expenses).
We are currently residing in a $470,000
property. If we sell the investment
property, we can profit a maximum of
$110,000 net (CGT and other expenses are
paid for). If we use this money (to be
placed in an offset account) for our
residential property, our mortgage will be
fully paid after six years. Should we sell
the investment property to pay towards
the mortgage of our residence?

Q I'm a mother of three kids under
W

Your best option depends on the
potential of the property. Itis
costing you nothing to hold it now and you
would lose at least $25,000 in costs if you

sold it. It seems a pity to get rid of it if you
believe there will be good gain in the
future. However, if you think it has
reached its peak, you could always
explore the option of selling it to speed up
your home-loan mortgage or else
investigate borrowing to invest in shares
or another investment property.

way | pay into

uper. | am 55,
earn $40,670 per
annum and at the
moment | am
contributing 14 per
cent of my pay each
fortnight.
When | work
overtime | don't see
any extra as it
disappears into the tax department. What
rate of tax do | pay after $35,0007 If that
rate is higher should | reduce that higher
tax rate by contributing to super before
tax?

Q | am contemplating changing the
m

There is no tax on the first $6000 of

income earmned and then you pay
15 per cent on income between $6000 and
$35,000 a year. Once you exceed $35,000 a
year any excess income is taxed at 30 per
cent until you reach $80,000 a year. Don't
be unduly concerned if overtime appears
to be vanishing because any excess tax
taken out of your pay will be refunded to
you in your tax-refund cheque at the end
of the year. Just keep in mind that salary-
sacrificed contributions lose 15 per cent
entry tax so there is nothing to be gained
by using superannuation to reduce your
taxable income to below $35,000 a year.
On the information supplied you could be
eligible for a part government co-
contribution if you also make a
contribution from after-tax dollars, so
take advice on that before June 30.

Send your questions to noel.whittaker
mcnaught.com.au

Fee-takers bite deep into super’s magic pudding

By JOHN COLLETT

THE superannuation
industry says thereis a
retirement savings gap —the
gap between what we have
saved and what we need for a
reasonable lifestyle in
retirement — of almost
$700 billion or $73,000 per
person. And it's getting
bigger.

In 2004 it was $452 billion.

The organisation that
commissioned the research,
the Investments and
Financial Services
Association (IFSA), wants the
superannuation guarantee
contribution to be increased
from 9 per centto 12 per cent.

Whether the guarantee is
lifted is a matter for the

Government to decide.

But if the association is fair
dinkum about closing the gap,
it should act on what it can
control directly — its massive
and ever-growing fee-take.

For average wage earners
with $200,000 in their super
accounts, a 50 per cent
reduction in fees would be
equivalent to them having
their employer contribute
11.2 per cent of their wage to
their super account instead of
9 per cent, says Jeff
Bresnahan, the managing
director of researcher
SuperRatings.

IFSA has along list of
powerful member companies,
the most influential of which
are the big banks and
insurers and their wealth-

management arms —the fund
managers and financial
advisers. Through them they
are able to help themselves to
the lion’s share of fees and the
relatively easy money to be
made from mandatory super.
A study by independent
think-tank the Australia
Institute late last year
estimated fees and
COMMISSIoNS cost super
members more than $14
billion a year. In March last
year, a report by Deloitte
Actuaries and Consultants
predicted that over the next
20 years the fee-take will
increase more than
$84 billion (in future nominal
dollars) by 2028 as the
retirement savings pool grows
from just over $1.1 trillion

now, to almost $7 trillion.

What makes the super
system such a magic pudding
for the banks and insurers is
that it's not that much more
expensive for them to handle
$2 billion than $1 billion in
terms of the investment
management fees, which
make up about 60 per cent of
the fund'’s total costs. Other
costs, such as administration
and client servicing, rise with
more members but, overall,
fees charged to members as a
percentage of their account
balances grow more quickly
than a fund's operating
expenses.

In a compulsory system
there is a moral argument
that says the for-profit sector
of the industry needs to

substantially lower its fees on
its high-fee products.

The Federal Government
wants the industry to get the
costs of super, on average

large workplaces, are also
cheap, with average costs
similar to industry funds.

The most expensive route is
“personal” super, usually

across the industry, for accessed via a financial
workersto 1 per cent. The planner outside of a

Cooper Review has been workplace. The average cost
established partly to make is about 2 per cent and about
recommendations on how 0.5 per cent of this will be

funds can lower their costs.
The average now s 1.3 per cent
but many super fund members
are paying much more.
Non-profit funds, which
include industry funds, are
among the cheapest with total
costs generally at about 1 per
cent. Large funds run by the
big financial services firms,
including some of those run
by the banks and insurers,
that are accessed through

commission to the planner.

Lower fees would have a
big impact on retirement
savings for even someone
with a relatively modest
balance.

For example, someone on
the average wage of $62,000
with $100,000 in super would
receive an (equivalent)
superannuation guarantee
charge of 10.1 per cent if their
fees were halved.
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