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PERSONAL
INFINANCE

When it comes to managing our money and avoiding costly mistakes, we
could all do with a bit of revision. Johanna Gornitzki takes us back to the
classroom and shows how to get your finances back on track

hat do you

think of when

vou hear the

word  CISA”

While most

Moneywise
readers would know immediately that it's a
tax-free savings account, an astonishing 150
of 18-t0-24-year-olds think it's an iPod
accessory, while 10% believe ic's an energy
drink, according to a recent survey by
Scottush Widows.

Given this lack of finanaal awareness, i's
not surprising that many young people find it
hard to make the right decisions when it
comes to their finances. Bur ifs not just
voungsters who are guilty of making mistakes
with their money. Most of us, at some pointin
our lives, have squandered money on a point-
less insurance policy, made a dud invesument
or been hic with a surprisingly large tax bill.

So, in the interests of better financial
educaon, and to help vou protect vourself
from making some of the most common
money  mistakes, Moneywise wkes vow
finances back to school with s wp 10
lessons in personal finance,
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LESSON ONE: LEARN
TO LIVE WITHIN
YOUR MEANS

According o uSwitch, 1 mind-boggling
4.8 million adults in Britain currently spend
more than they cam, and another 9 million
only just break even acthe end of cach month.
While it's nice to treat vourself to a weekend
away or a new car, living bevond your means
1s ot sustainable
more apparent in the coming months as
houschold bills conunue to nse.

and this will become even

“Me're about o go chrough a recession,
s0 people will have o start saving and pay
off their debrs. If they don’t do that, theyll
be in for a shock” wams Mark Dampier,
head  of 1FA
Lansdown,

rescarch  ar Hargreaves

If vou find vourself going ovendrawn every
month or vour aedic card bill is growing
bloated, it's dme to go back to basics and write
a budget. Onee you know how much vou
have coming in every month and how much
vouneed o shell our on regular expenses like
food, mongage or rent, and bills, you'll have a

berrer idea of how much vou can atford to

spetd onemoying vourself. And if vou're
tempted to borrow, stop and think first abouwr
how and when you'll pay it back.

LESSON TWO: DON'T
SAVE WHEN YOU
HAVE DEBTS

Saving money can make vou feel good. Bueif
vou've got a big eredic card bill hanging round
vour neck, pumping all your spare cash into a
savings account is unlikely to be the best use
of your moncy. Even if vou're caming 5% o1
60 on vour savings, with nterest rates on
crediv cards typically around 159 to 200 (or
30% if vou have a store card) it doesn't take a
mathemandan to see that vou would be bet-
ter off dearing vour debes first as thev'll be
growing aca faster rate.

Take a ovpical credin cand balanee of £1,812,
According 1o uSwitch, if vou just paid the

minimum balance of 2% each montdh, with an
\PR of 18.33%, itwould take you 29 vears to
clear the bill and cost vou £2.857.55 in inter-
est. So it makes sense pay off as much as vou
can every month, Fven by stepping up your
repayments to just 3% vou would cut the
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Q. WHAT IS AN ISA?
A) AN IPOD ACCESSORY?

8) AN ENERGY DRINK?

C) A TAX-FREE SAVINGS
ACCOUNT?

A. A tax-free
2%  savings account.
S Worryingly, 15%
PR of 18-24 year olds
3\ thought it was an

s B
§ e

. 1B% ipod accessory,
' while 10% believed
it was an energy
drink

S FINANCIAL PLANNING WEEK
. Between 8 and14 September the Institute of
Financial Planning will be hosting Britain's first

. Financial Planning week to help people take
" more control of their finances, Each day it will be
. looking at a different area of financial planning,

! from setting goals and budgeting to learning
© how to make the most of what you've got. It will

| also look at how to protect yourself from the

unforeseen, and offer advice on building your

own savings and investment strategy.
For more info go to;
financialplanningweek.org.uk,
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a month.

However, after seeking advice from IFA firm CBK Colchester,

CASE STUDY: HOW WE SAVED
MONEY BY SEEING AN IFA

When Kelly and Lee Abbott, from Clacton, Essex, bought
their first home together they shopped around for their
£100,000 mortgage and found what they initially thought was
a good deal. In order to keep repayments as low as possible,
they opted for a 35-year term, which would cost them £490

Kelly (28) and Lee (30), were encouraged to consider the bigger
picture and see whether they could afford paying more than
£490 a month. It turned out that they could comfortably
afford a monthly payment of £600, which meant they could
knock their mortgage term down to 20 years and save almost

£62,000 in interest.

Kelly, an operations assistant for an investment company,
says: "It was our first mortgage, so we went into it a little bit
blind. Originally, we were just thinking about getting away
with paying as little as possible and we didn’t even consider a
20-year option. But our adviser showed us that paying off the
mortgage over a shorter term is much better.”

After this experience, they say they would definitely
recommend seeking professional advice. Lee, a self-employed
painter and decorator, adds: “"Now, even my mum and dad are

using our IFA.”

repaviment nme and vour total interest cost
almost by half.

Of course, 1t's sensible to have a small
emergency fund, but once you've pur that
away, should

vou concenirate [§1}]

paving off vour debes.
LESSON THREE:
FINANCIAL ADVICE
ISN'T AS EXPENSIVE
AS YOU MIGHT THINK

Thereare many areas of finandal planning tha
are casy 1o do vourselt, bur there will always be
some areas, such as wax, pensions and
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mongages, where professional advice can be
incredibly usetul. Bur while alor of consumers
assume they can't afford to see an 1FA, this
needn't be the case.

AILTEAs offer a choice of pavment options.
This wall cither be a fee or they wall cam a
commission based on the products they sell, so
voudon’t lave to pay a penny.The rules reg-
ulating TFAs mean they do have o jusafy
every product they offer vou, nonetheless
any consumers are more comtortable paying
a fee as it guarntees that their IFA won’t
factor his or her commission mto the advice.

Fvenif yvou do pav a tee tor vour 1TFA, vou
could sull save money in the long mn,

Peter Chadborn, prindpal of [FA CBK
Colchester, says that nine out of 10 of his new
clients come o him having bought the wrong
product.“T had a couple who came in with two
life and enncal illness insuranee polides, for
example, Only one was a guaranteed policy [if
vou have a reviewable policy your premium is
likely to inerease with ame | and both of them
only covered 13 aitcal illnesses. The monthly
premium for both was £45. \We found them a
new policy, which offered a guaranteed pre-
mium and covered over 30 illnesses, for a toral

uft‘.lh’.?-’r;n'l'numl]l asaing of 360"

LESSON FOUR: TAX
PLANNING ISN'T JUST
FOR THE RICH

UK aduls will pay more than £9.3 billion in
unnecessary taxes s year, according o [FA
Promotion’s latest Tax .Actron vepor. Given
how much we all hate paving taxes, Alan
Phillips, divisional director for finandal plan-
ning ar Brewin Dolphin, siys, “it's surprising
how nmany people don't look ar what they can
do to mingate their tax burden”,

While tax planning may sound dauntng,
there are pleney of things the average person
can do to reduce the amount of tax they pay. If
vour have sivings, vou should make sure you
use vour ISA allowanee as all interest will be
paid tx-free. If you're a couple, remember that
vou have two allowances that vou could use.

If vou aren't a taxpaver, double-check thar
you aren't paying tax on your savings. If vou
discover that vouare, FIM Revenue and Cus
toms or vour bank can provide vouwith a 2







