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PERSONAL FINANCE

Burnedby
thespirals
ofsmoke

Noel
Whittaker

If the grisly pictures on the packets and
the television ads don•t work for you, just
consider how the savings stack up.

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

CIGARETTES are back in the
news with a proposal from the
National Preventive Health
Taskforce that the tax on
cigarettes be raised by $6.50 a
packet over the next three
years.

This would bring the cost of
a packet of 30 to about $20. We
all know smoking causes
major health problems, and
both the Government and
Opposition believe that
smokers should pay an even
bigger share of the funds
needed to upgrade our cash-
strapped health system.

Obviously those grisly
photos that are now placed on
cigarette packets aren•t much
of a deterrent so, today, let•s
focus on the financial cost.
Hopefully the thought of the
huge sums of money lost by
smoking will work where the
health warnings have failed.

Do your children smoke?
Then ask them to think about
two people aged 20. Assume
that one chooses to smoke,
and the other chooses to
invest the price of a large
packet of cigarettes a day ($20
a day or $608 a month) into a
managed fund that invests her
money into a range of blue
chip shares.

The price of cigarettes rises
at least as fast as inflation, so
if we assume inflation runs at
4 per cent per annum, the
price of cigarettes will rise by
4 per cent per annum.

If the non-smoker increases
their investment by 4 per cent
per annum too, the amount
invested, or spent on
cigarettes, by age 65 will be
$818,000.

If the share trust ret urns
10 percentperannum, (a
realistic return if inflation is
4 percent) thesum
accumulatedby the investor
will be$8.2 millionatage65.

Thesmoker•s returnon their
investment isongoinghealth
problems, thenon-smokerhas
becomeseriouslywealthy.

Youmayargue that
$8.2 million won•t be a huge
sum in 45 years time after
inflation is taken into account,
but it is equivalent to about
$1.6 million in today•s dollars.

Put it another way. If a
person who is young now
wants to retire at age 65 with
the equivalent of nearly
$2 million in today•s dollars
all they have to do is invest
the equivalent of a packet of
cigarettes a day from the day
they start work.

This sounds simple if you
are young, but what if you are
older and have a mortgage
now.

CASE STUDY … You are
aged 35 and have a home loan
of $400,000 over 30 years
which you are repaying at
$2661 a month. If you quit
smoking and use the $608 a
month saved to increase your
payments to $3269 a month

you will pay off the loan in 18
years. You will be debt free at
53 instead of 65 and save a
huge $255,000 in interest.
Home-loan interest is not tax
deductible so saving $255,000
is equivalent to your earning
nearly $420,000 from your job.
Just giving up smoking gives
you the equivalent of $420,000
in extra salary.

Being debt free at 53 also
means that you will have the
$3269 a month no longer
needed for your house
repayments to invest. If you
placed this sum every month
into a good share trust, and it
returned 10 per cent a year,
you would have $903,000 at
age 65.

Cigarettesmoking illustrates
twobasicprinciples…wecan
always find themoney tomake
small •investmentsŽeachday,
and tinysums invested
regularlygrowtohugesums in
the long term.

However, if you give up
smoking it•s important to
commit the money that you
are going to save, otherwise,
it•ll be quickly frittered away
like your last pay rise.

If you have a home loan
immediately increase the
repayments by the amount
you no longer spend on
cigarettes, if you don•t have a
loan, talk to an adviser about
a regular savings plan.

Above all get serious … as
my GP says ••they all stop after
the first heart attack••.

Economic recoveryastimulus fordebtcollectors
By JOHN COLLETT

THE debt collection business is
booming and, for consumers, that
should be worrying. That a lot of
people are struggling to pay their
bills should not be surprising given
Australian households are among
the most indebted in the world.

But it also seems that for many
people, especially younger people,
the stigma of not paying bills on
time has largely gone. It•s become
normalised.

The biggest privately owned debt
collector, Prushka, has been taking
on staff as business has increased
80 per cent from a year ago, when
consumers were concerned about
the financial crisis.

Contrary to what most of us think,

the business of debt collection
booms in the buoyant economic
times, says the chief executive of
Prushka, Roger Mendelson. That•s
because when people are confident
they borrow more, he says. Interest
rates are rising but consumers still
feel confident, particularly about
their job security. And, as house
prices rise, consumers feel
wealthier.

Debt collectors are like the
canary in the coalmine. They can
pick the trend early, before it•s
reflected in official statistics.

Prushka has more than 180 staff
in 40 offices around the country. It
provides debt collection services
for small- and medium-size
businesses including professional
practices, such as medical and

veterinary clinics, retailers,
tradesmen and builders.

A year ago, business for Prushka
was substantially down because
there was less credit being
advanced during the economic
downturn.

Perhaps the Federal
Government•s one-off cash
handouts, which were part of its
economic stimulus package, also
helped consumers to pay their bills.
But now it is not only more
consumers having trouble paying
their bills; it•s also that smaller
businesses are watching every cent
as banks put the squeeze on with
high interest rates for business
loans and tougher lending criteria.

Of all the businesses that
Prushka acts for, veterinary

clinics have always had
significant debt collection
problems.

••People•s great love for their dogs
tends to diminish when the bill
comes in,•• he says.

Smaller health-care businesses,
like pathology and radiology
practices, also have big arrears in
unpaid bills. Mr Mendelson says it
grows as the gap between what
practitioners charge and what is
claimed through Medicare
increases.

He says for a high number of
households it takes only one thing
to go wrong and they fall behind. He
has been running Prushka for 33
years. One of the biggest changes he
has noticed over that time is how
younger people are less likely to

regard receiving a call for an
unpaid debt as a stigma.

In regional areas there is more
"honour", where people just pay
their bills, compared with the
cities, where people are in more
debt. Mr Mendelson says the degree
of belligerence from those
consumers that Prushka chases for
money in Melbourne is not very
much at all, whereas in Sydney,
consumers take a harder line.

Consumers should not be
complacent about paying bills on
time. Under the proposed changes
to credit reporting, lenders will
have much more information about
those who get behind on loan
repayments and it will be much
easier to identify those struggling
with debt. SMH

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

Q What is the better
investment? An

apartment, or a house on a
block of land? Your thoughts
would be appreciated.

A My preference is
always for a house on a

well located block of land.
Remember, a housing
property is nothing more
than a depreciating
structure that is erected on
an irreplaceable piece of
land.
As the years go by the
structure loses value but the
land, if chosen well, will rise
in value. The land
component of a home unit
is relatively small in most
cases and every year the
units get relatively less

attractive as newer more
modern ones are built.

Q I am 61 years old, earn
$40,000 a year and have

a modest amount in my
super. I wish to buy a new
car before retiring but am
unsure if, when I withdraw
money from my super, it will
affect my partner•s part
disability pension in any
way. I intend then tosalary
sacrifice tomakeup the
money Iwithdrawfrom
super.Any information is
appreciatedas Ihavehad
several conflictingopinions
as to theconsequences.

A You should talk to the
FIS people at

Centrelink and ask them to

do an assessment for you.
The money you have in
super is not counted as an
asset by Centrelink because
you have not reached
pensionable age, but once
you withdraw money to buy
a car, the car will increase
your combined assets for
Centrelink purposes. A
lump sum commutation
from superannuation is not
treated as income by
Centrelink … it will only
cause a reduction in
pension if you are asset
tested now.


