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Time to set
your house

IN order
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WELCOME to another new
year. Together lets do our
best to make it the one where

you finally take control of

your finances. It may help if

you keep in mind this line

from Woody Allen: “Success
is 80 per cent showing up.”

He is spot-on. Being finan-
cially successful does not take
any special skills on your part,
but it does require some
action — usually the hardest
part of that action is starting.

This inbuilt reluctance to
take steps to move from
where we are to where we
want to be is called procrasti-
nation. There are only two
ways to beat it — the first is to
tackle it head-on, the second
is to put strategies in place to
make sure that essential tasks
happen automatically and are
not just more chores to be
done when you get around to
it. | call it set and forget.

| know it's a drag, particu-
larly at this time of the year,
but begin by devoting 30 min-
utes to something easy — mak-
ing a list of your assets and
liabilities. This will provide a
snapshot of your financial
position now, and give you a
base to work from. Once you
are armed with this infor-
mation you can begin to set
some goals.

At the same time grab some
old bank statements and pay
slips and prepare a one-page
list of income and expenses.
Hopefully you will find there
is an excess of income — if not,
you had better do some
serious budgeting as you are
living beyond your means,

and financial problems are
almost certainly around the
corner.

This is also the perfect time
to analyse your expenditure
to try to find areas you can
prune. Phone bills are a great
place to start, especially with
all the offers being thrown
around right now. In our
household I've just saved
more than $80 a month by
combining the internet, home
phone and the mobiles. There
is no more monthly line rental
and all calls, except inter-
national ones, from the home
phone are free.

If youre stuck with per-
sonal loans and credit card
loans, focus on these first as
they carry a much higher rate
of interest and it is not tax-
deductible. List them, then
use all your spare money to
pay off the smallest loan
quickly. When that is out of
the way, use the repayments
no longer needed for it to
speed up repayments on the
second-smallest non-
deductible one. Do this and
you will be amazed how
quickly you start pulling your-
self out of personal debt.

Once you start taking an
interest in your finances you
will be amazed how ideas
begin to appear.

No longer will you ignore
those dollars sitting in an
account that pays almost no
interest — you will have the
money in one of the online
accounts earning 6 per cent,
or have it in an offset account
where you will be receiving
the tax-free equivalent of the

Start taking an interest in your
finances and you'll be amazed at how
proactive, and profitable, you can be.

rate you are being charged on
your mortgage.

At the start of this column |
mentioned  set-and-forget
strategies to eliminate pro-
crastination, and converting
your home loan repayments
from monthly to fortnightly is
a great example. All you have
to do is complete a bank debit
form, then put it out of your
mind. It is a guaranteed way
to save a fortune in interest
and is effortless. Borrowing
for investment and reinvest-
ing the dividends is another
great way to boost your finan-
ces —once itis all in place you
have nothing else to do but
pay the interest.

Over the next year | will
discuss a host of other wealth-
building ideas, but keep in
mind that the coming year
will have its own unique
challenges. Interest rates and
household bills are sure to
rise, pressures will continue
to build in our health system,
and it would be unrealistic to
expect the stockmarket to
give us another 40 per cent.

The better you handle your
finances, the better you will
be able to cope.

Here's to a healthy and
prosperous 2010.

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.

I'm 58, single and earn

$80,000 a year (indexed
to CPI) with $310,000 in
super. | pay rent of $350 a
week and have no debt. |
would like the security of
owning my own home to a
value of $420,000 and have
saved a 25 per cent deposit
in aterm deposit. |
anticipate working until 65.
When | retire, and wish to

the one you mention. Also,
the legislators realise that
many people need a lump
sum when they retire to
replace the car, renovate
the house, pay off debts and
travel. In the highly unlikely
event that the laws change
so that your super could be
drawn only as an income
stream when you retire, the
payments from that income

wife's account, as she is not
employed. Also | wish to
protect my super from the
possibility of new
regulations involving extra
taxes or restrictions to
access. Can | withdraw it?
When | asked my
superannuation fund, it said
only if | was not gainfully
employed. Reading the PDS
[product disclosure

pay off the loan on the new stream would enable you to statement] on another super
house, what would happen make your mortgage fund, it said the super

if | cannot draw a lump sum payments. benefit was payable when
because of super changes? you have retired, meaning:
What would be the best | am 62 years old and “you have ceased an
strategy to provide for an 9 was made redundant employment arrangement
income stream? fourmonths ago. | have had on or after age 60”. | would

a small amount of casual
part-time work in the past

Yes, there are bound

be grateful for your opinion.

to be changes to super seven weeks and have As you were made
inthe next seven years but received a partial New Start redundant four
there has been nothing Allowance twice during the months ago you have
legislated in the past 20 past month. My satisfied the conditions of
years that has had a severe superannuation account release necessary to access
adverse effect on people balance is $65,000 and | your super and there should
aged 55 and over. Thisisin would like to withdraw be no problem withdrawing
recognition of the fact that $25,000 in order to put it into the money. The fact that you
people within 10 years of aterm deposit to earn are doing occasional casual
retirement already have reasonable interest, which work should not make any
strategies in place such as would not be taxed in my difference.

Don’t let the big banks get away with it

By JOHN COLLETT

“Consumers are letting the big banks get

away with too much.”

EXPERTS say customers should be prepared
to look beyond the big banks.

Westpac's decision to raise its standard
variable interest rate by 0.45 percentage
points when the official rise in the cash rate
was 0.25 percentage points is a public
relations disaster. The rate hike, almost twice
that of the Reserve Bank, has outraged the
Government and its home-loan customers,
especially those who have only just taken out
amortgage with the bank.

“NAB lifted its mortgage rate by 0.25
percentage points, ANZ by 0.35 percentage
points and CBA by 0.37 percentage points. Of
the big four, NAB now has the lowest rate of
6.49 per cent, with Westpac the most
expensive at 6.76 per cent,” the chief
executive of financial comparison site
Infochoice.com.au, Shaun Cornelius, said.

“We have had a lot of feedback from people
who have recently taken out Westpac loans that
are reconsidering and we expect to see a fair
amount of switching from Westpac to NAB.

There was almost a full percentage point
difference between the big-bank rates and the
smaller players and the gap was widening,
Cornelius said.

For a while now, the banks’ mortgage rates
have decoupled from changes in the cash rate.
When the cash rates were being cut the banks
handed on less to their mortgage customers.
Economists say further rate rises will be
needed this year and beyond to keep inflation
in check as the economy improves. The cash
rate is now 3.75 per cent.

The chief economist at AMP Capital
Investors, Shane Oliver, expects the cash rate
toincrease to 4.75 per centor 5 per cent by the
end of the year as the economic recovery
gathers pace. He says that while the Reserve
Bank will continue to raise the cash rate, it
will do so only gradually. The additional
increases in bank lending rates may even stop
the Reserve Bank from more aggressive rises,
he says.

Oliver is sceptical about the banks’ claims

that the rises reflect the increase in funding
costs. The banks are paying higher interest
rates on their deposit accounts but Oliver
doubts that the cost-of-funding argument can
fully justify the increases in mortgage rates.
Before the global financial crisis, the big
banks were charging mortgage holders about

1.8 percentage points more than the cash rate.

Oliver says that margin is now approaching
three percentage points.

Cormelius also doubts whether the increases
are fully justified. He says the reason for the
super-charged mortgage rate hikes is more
likely to be that the highly profitable banks are
not under enough pressure from their
customers. Itis up to consumers, if they are not
getting a good deal from their bank, to move to
a cheaper lender, he says.

The standard variable mortgage rate of the
big four banks is 6.63 per cent, on average.
That could could rise close to 8 per cent by the
end of 2010 if the banks continue to increase
their rates by more than the increases in the
cash rate before peaking in late 2011.

Cornelius says mortgage holders should

factor in increases in mortgage rates of at least
two percentage points to be on the safe side.

The rate rises should be kept in perspective.
Normal standard variable rates are about
8 per cent and rates are increasing from a
decades-low cash rate.

Cornelius says it is too late to take out a
fixed-rate mortgage. The best time to fix was at
the beginning of last year when three-year
fixed rates were about 5.5 per cent. Three-
year fixed rates are now about 7.5 per centas
money markets have already factored in
higher cash rates.

Cornelius says consumers should stick with
variable rates but shop around for a better
rate, while being aware that if they move they
may be hit by an exit fee. The exit penalty
typically applies if a mortgage is terminated
within five years. The penalty can be levied as
aflat fee or a percentage of the loan value.
They are sometimes tiered so that the earlier
the termination, the higher the penalty. But
the savings by switching lenders, even if a
penalty is incurred, are potentially large,
Cornelius says.
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