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FOR years | have been
hooked on rags to riches
stories, because they destroy
the myth that success
depends on a privileged
background.

If you are having a
challenging day itis inspiring
to read how Ray Kroc
stumbled across a little
restaurant in San Bernardino,
California owned by the
McDonald brothers, and
made himself a fortune by
turning it into the most
successful fast-food operation
in the world.

Or how Kerry Stokes made
the incredible journey from
street kid to one of Australiass
self-made billionaires.

They are both household
names, but just last month |
read another success story
about a person who is not so
well known.

That is Bert Dennis, the
founder of Dennis Family
Homes, the largest home
builder and private land
developer in Victoria.

He was one of five kids who
experienced the Depression
and who were raised in
extreme poverty by a single
mother.

What caught my eye was his
statement that an
understanding of the Rule of
72 had been one of the most
significant factors in his
success.

When | rang him to talk
about it, he told me he uses it
as a tool to check any set of
projections that is presented
to him.

The best partis that you
donsthavetobe a
mathematician to use the
Rule of 72.

Ites simple, but once you
understand how to use it,
youell wonder how you got by
without it.

It goes like this: divide the
number 72 by the expected
rate of return, or by the
expected rate of inflation.

The answer is the number
of years it will take for a given
sum to double at the expected
compound rate of return, or
for your dollar to halve in
value at your predicted rate
of inflation.

Here are some examples.
Your house is worth $450,000
today. You predict it will
increase by 7 per cent a year.
Divide 72 by 7 per cent and
the answer is close to 10. If
your prediction is correct,
your house will be worth
about $900,000 in 10 years
time.

Or you work out that your
cost of living is $50,000 a year,
and you forecast inflation will
be 4 per centayear.

Divide 72 by 4 per cent and
the answer is about 18.
Therefore you can expect
your cost of living to double to
$100,000in 18 years.

The Rule of 72 can also help
you to learn valuable lessons.
Most investors believe that
the fact that an investment
has risen by 35 per cent a year
for two years is a virtual
guarantee that it will keep on
going up at that rate. Using
the Rule of 72 you can work
outin aflash that at 35 per
cent it will double in value
every two years.

Imagine the value in 16
years of a $5 share that
doubled every two years. It
would be a staggering $160.
Thatis highly unlikely. Wise
investors know that a rise of
35 per cent a year for two
years inarow is almost a
guarantee that the
performance in the next few
years will be mediocre.

That figure is as ridiculous
as the claim that property

profit

Whether you are flipping burgers or
building houses, the Rule of 72 is a
valuable guide to investment growth.

always doubles every seven
years but, to check it for
yourself, all you have to do is
think about your own home.
Suppose itss worth $400,000
today. If it doubles every
seven years it will be worth
$800,000in 2017, $1.6 million
in 2024 and an incredible
$3.2 million in 2031.

Can you imagine what the
economy would be like inthe
next 21 years if the average
house were to rise at that
rate?

There is a strong link
between wages and house
prices, so after-tax wages
would have to rise by at least
10 per cent a year otherwise
nobody would be able to
afford a house.

There is also a link between
wages, inflation and interest
rates ... if wages were climbing
by 10 per cent a year interest
rates would almost certainly
be around 15 per cent. Does
anyone seriously believe that
a first homebuyer in 14 years
will be paying $1.6 million for
a starter home? To do this
they would need a deposit of
at least $100,000 and be able to
make mortgage payments of
$19,000 a month.

Of course thatss not going to
happen, unless we become a
banana republic. If it did, you
would have to take a
wheelbarrow full of bank
notes to the bakery every time
you wanted to buy bread.

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

YARDSTICK: A simple
formula has been a key
factor in amassing one
manes personal fortune.

Please advise what tax
% we would be expected
to Pay if we sell a house that
iS not our main residence.

We live in our own home. My
wife and | have a taxable
income of $30,000 a year
each. In 2006 my in-laws
transferred ownership of

their home to my wife and |,
and continued to reside in it.
Since then my father-in-law
passed away and so the plan
is to sell that house and buy
something with a granny flat
so we can look after her.
What would we be taxed for

if we sell the house for
$650,000?

| assume the property

is notincome
producing and was gifted to
you. Ifthis is the case the
cost base for CGT purposes
will be its market value at
the time you acquired it and
you are able to add to that

base all costs incurred by
you during the period of
ownership. These include
rates, maintenance and land
tax if appropriate. The gain
will be calculated by
deducting the base cost after
allowance for these
expenses from the net
proceeds of sale and then
halved so you can take
advantage of the 50 per cent
discount for owning the
property for more than a
year. As the property is in
joint names, one half of that
amount will be added to the
income of each of you in the
year the sales contract is
signed.

My granddaughter is
% six months old and |
anTputting aside $50 a
month for her. When | reach
$500 | would like to start to
contribute to some
investment for her. Is it

better to build a share
portfolio or put the money
into some other type of
investment? If shares are
the way to go can | do this
myself ordo | need a
broker?

| prefer insurance

bonds because you can
have an investmentin
shares if you choose the
right type of bond, there is
no tax to pay each year as
profits accrue in the form of
bonuses, and when
appropriate the bond can be
transferred to your
grandchild free of capital
gains tax. An adviser will be
able to help you choose an
appropriate one.

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

Time for self-diagnosis on private medical cover

By BARBARA DRURY

1.5 per cent Medicare levy. Couples

IF you donet already have private
health insurance and your taxable
income is likely to creep above
$73,000 this financial year, or you
recently turned 31, you have a few
weeks to decide whether to take out
health insurance or face the
penalties.

The Medicare levy surcharge is a
tax on higher-income earners who
do not take out private health
insurance. The good news is that
you can earn a bit more this
financial year before the surcharge
kicks in. Single taxpayers with no
dependants can earn up to $73,000
of taxable income before being
slugged with the 1 per cent
surcharge on top of the normal

and families can earn a combined
taxable income of $146,000 plus
$1500 for each dependant child
after the first.

To stop people opting for the
cheapest cover to avoid the
additional tax, health insurance
policies taken out since 2004 must
have an excess no greater than $500
for singles and $1000 for couples.

Tax penalties are not the only
weapon in the governmentss
armoury.

Under the Lifetime Health Cover
rules, if you donet buy hospital
cover by July 1 in the year after
your 31st birthday and
subsequently take up private
health insurance, you must pay an
additional 2 per cent in premiums

for each year you are aged over 30,
up to a maximum 70 per cent
loading. For example, if you delay
taking out insurance until you are
40, it will cost you 20 per cent more
and if you wait until you turn 50, it
will be 40 per cent more. The
loading is dropped after 10 years

Tax penalties are not the
only weapon in the
governmentes armoury.

provided you donet cancel your
insurance.

The government has adopted a
carrot-and-stick approach to
encourage Australians to
contribute towards the cost of their

own healthcare. The carrot is the
30 per cent rebate for private
health insurance premiums. The
government has proposed means-
testing this rebate, but legislation
has been blocked by the senate.

While the penalties for not taking
out health insurance can be severe,
a financial planner and director of
WLM Financial Services, Laura
Menschik, thinks penalties are a
secondary issue.

sThe first thing we say to younger
clients is that their most important
asset is therr life, their health and
their income-earning ability,se she
says.

s\\\e like to ensure they are
covered for any contingency.s

An analyst at Canstar Cannex,
Joshua Zenas, says the most

important thing with health
insurance is to make sure you have
the right coverage.

«|f youere young you donet need
cover for hip replacements and
mature people donst want to
continue with the same policy each
year and discover they are still
covered for obstetrics at age 60, he
says.

Health insurance premiums
continue torise ... up by an average
of about 6 per cent ... and funds are
dropping features and cutting
prices on some policies to target
particular groups of consumers.
Zenas urges people to check
whether their policy is still
appropriate and to shop around to
see if there are better, cheaper
policies on offer. SMH




