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Door opento
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home equity

Bringing your home loan under control
early can save on interest and help you
build wealth in the long term.

Noel

Whittaker

MOST Australians begin their
journey to wealth by buying
their first home.

Ites a fairly simple strategy,
but can give rise to a whole
host of dilemmas: what sort of
loan to take, how fast the
house should be paid off, and
whether it is wise to diversify
and invest elsewhere before
your loan is paid off.

Keep in mind two
fundamental principles. For
tax purposes you should try to
minimise your non-
deductible debt and
maximise your deductible
debt ... for wealth-creation
purposes you should try to
control as many assets as you
can afford to maximise your
chances of capital gain.

With these thoughts in mind
letes explore the options
available to a couple who
have just bought their first
home and have taken out the
average mortgage of $360,000.
It may well be a struggle in
the early years and to ease the
pressure they may start their
repayments on a 30-year term
which would be $2396 a month
if rates are 7 per cent.

The problem with these low
repayments is that they will
be paying back $502,000 in
interest if they donet increase
them as time goes by. Because
of the long loan term they will
have compound interest
working against them, instead
of for them, and after 10 long
years of repayments of $2396 a
month will have reduced
their debt by just $51,000 to
$309,000. Shocking isnet it?
They will have paid $287,000
in payments but the bulk of
the money, $236,000, has gone
to the bank for interest.

An easy way to reduce this
horrendous sum is to pay half
the monthly loan repayment
on a fortnightly basis. They

wonet feel any extra strain if
they pay back $1198 a
fortnight, especially if they
are paid fortnightly, but
because there are 26
fortnights and 12 calendar
months, they will be making
the equivalent of an extra
payment ... just this one simple
act will reduce the termto 24
years and save them $123,000
ininterest.

Thates an easy step inthe
right direction, but they
should be aiming to increase
those payments to at least $8
per thousand per month ...
thates $2880 a month on a
mortgage of $360,000. This will
cut the term to 19 years and
save them $215,000 in interest.

You should be trying
to control as many
assets as you can
afford.

It will also give them a safety
buffer if rates rise.

Once the termis down to
this level, the mortgage
should be well under control
and they can choose between
shortening the term even
more, or investing elsewhere.
The problem with increasing
the repayments to shorten the
term s that a larger and
larger sumis needed as the
term shortens. Increasing the
payments by $356 a month
will drop the term from 19
years to 15 years but it would
take $944 a month to reduce it
from 15 to 10. To make it
worse, such payments have to
come from after-tax dollars.

If there is a good equity in
the home, a better option may
be to stick with the 19-year
term and use the surplus
funds for a home-equity loan

on an interest-only basis to
buy quality share trusts. The
only repayments would be
interest, and as it is tax
deductible, would come from
pre-tax dollars.  For a medium
rate taxpayer, this means that
$1000 a month of after-tax
dollars is equivalent to $1650 a
month of pre-tax dollars ... this
could fund the interest on an
investment loan of $250,000.

Awhole new world would
then open up for them. They
would be controlling an extra
$250,000 of assets which, if
returns averaged 10 per cent
per annum, could be worth
$1.8 million in 20 yearss time
and $5 million in 30 yearse
time. Atthe same time they
are getting valuable practical
experience in the ups and
downs of the stock market.
Furthermore, because the
loan is secured by a mortgage
over the house, there is little
possibility of a margin call.

This example vividly
illustrates the benefits of
managing your finances
properly and making it a
priority to get that housing
loan under control. Not only
does this save a fortune in
interest, it also opens your
mind to the wide array of
options that diversification
provides and does wonders to
boost your finances when you
finally decide to stop work.

As always, the key is to start
early and take good advice.

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

My partner and |
g bought our home three
years ago and have lived
there the entire time. We

now plan to move closer to
the city due to work
commitments. We want to
keep our property and rent

it out, while buying another
property that we will live in
ourselves. As our current
property has significant
upside potential, are we

able to claim it as our
principal place of residence
and thereby become

exempt from capital gains
tax? Can we also claim the
losses from this property?

You can be absent

from your residence
for up to six years without
losing the CGT exemption
provided you do not claim
any other property as your
residence during that
period. Therefore for tax
purposes, you could treat
the original property as
your place of residence for
up to six years - just keep in
mind that you will be liable
for tax on any capital gain
on the property you move
into if you elect to keep the

first one as your principal
place of residence.

| am 57 and my wife is

48, earning $56,000 and
$80;000 respectively. We
have a home in the inner
city valued at $900,000 with
an $80,000 mortgage. We
have had an ASX 200 Index
Fund at current value
around $220,000 for five
years with a $100,000
interest-only loan. | have
super of $250,000 and my
wife has $40,000. We are
nervous about super
changes brewing and are
considering seretiringes to get
the $150,000 tax free lump
sum out of super to pay off
the mortgage and reduce
the investment loan. We are
due for a break from work
anyway and could then re-
enter the workforce and
build super back up if thatss
still the way to go. What are
your thoughts?

I have no problems

with using a
withdrawal from your super
to pay out the home
mortgage as this will give
you an after-tax return that

is equivalent to the
mortgage rates you are
paying. However, | do not
regard it as urgent to quit
the superannuation system
entirely because it is most
unlikely that the rules will

be changed to prevent
people of your age making
lump sum withdrawals
when they retire.
Remember the most
draconian changes to super
ever proposed were those
put by Senator Richard
Alston when he was shadow
minister for superannuation
in 1995. These were to tax all
contributions at the
contributorss marginal tax
rate, and to limit the lump
sum superannuation payout
to the equivalent of two
years average weekly
eamings.

Fortunately, these changes
never happened, and to the
best of my knowledge have
never been contemplated
since.

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

After the gloom, rainy-day savings shine bright

By LESLEY PARKER

PUTTING some aside for a rainy
day is back in vogue.

A new survey has confirmed that
saving is back in favour but finds
that, despite good intentions,
Australians are struggling to get
into a regular habit.

According to the latest Fin-Q
survey from global financial
services company Citi, 65 per cent
of Australians say they would save
extra cash if they had it, ahead of
investing in various assets or even
buying life insurance.

Only Koreans had a stronger
drive to put the extra cash into

savings (at 77 per cent) in the survey

of 5200 people in 11 Asia-Pacific
countries.

The result reported for Australia
is more than 10 percentage points
above the regional average.

However, while more than one in
two Koreans (52 per cent) say they
save money from every pay, just 36
per cent of Australians put money
aside each pay day.

Respondents from Indonesia (49
per cent) and India and Singapore
(both 46 per cent), also save more
frequently than Australians.

Credit card repayment habits
also differ among the nationalities.

Paying off the full monthly balance
is more common among Koreans

(87 per cent), Chinese and Taiwanese

(both 78 per cent), compared with
58 per cent of Australians.

Still, the apparent interest in
saving is in line with statistics

showing Australians are tending
towards debit cards and away from
credit.

Market researchers have been
reporting strong growth in the
volume of purchases made using
debit cards, especially since the
advent of Visa and MasterCard
debit cards able to be used online.

In mid-2009, East & Partners
reported that nearly 30 per cent of
merchant sales were now paid for
with debit cards, a sesubstantialee
increase of 19 per cent in the space
of six months.

A new report due imminently is
likely to confirm the trend.

The Citi survey found that as a
result of the global financial crisis,
66 per cent of Australians were
paying more attention to their

finances than before.

Some 42 per cent said they had to
make many tough changes to their
finances in the past year (compared
with top-ranked Thailand, which
registered 68 per cent).

Asked what concerned them
most, 65 per cent of Australians
nominated ssbuilding my savings
back upes.

Paying down credit-card debt
followed at 54 per cent, then eedoing
a better job of saving for
retirementes on 44 per cent.

Andrew de Graaff from Citibank
Wealth Management says a
common outcome across the 11
countries was the impact of the
crisis and the fact that people had
to make some sort of change to their
finances in the past 12 months.

«\\Veeve always talked about the
need for rainy-day savings,e* he says.

«|n the past this has fallen on
deaf ears but people seem to have
woken up to the fact you do need a
savings buffer to fall back on.

«s|In Australia, people have seen
their super take a hitand are
looking for safe places to park and
grow their money. We expect this
trend to continue.

«Banks need deposit funding and
are becoming increasingly
competitive. If consumers shop
around they can get some really
good rates.ee

The Citi Fin-Q Survey, designed
to measure the Financial Quotient
or financial wellbeing of
consumers, was conducted in
October. SMH




