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WELCOME to Meritum News, your source of information  
on wealth management and investment advice topics.

In this edition, we look at the key ways to  
de-stress your mortgage.

We go through a guide for investors on  
the topic of bonds.

Plus, we cover strategies and tips to 
maintain your family’s living standard.

If you would like more information on 
any of the topics in this newsletter 
or any other investment advice, 
please contact our experienced 
and professional advisers.
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We all have a tendency to be overconfident 
in our ability to repay loans and we tend  
to underestimate the likelihood of things 
potentially going wrong1. But in life things 
can, and sometimes do, go wrong.

What causes mortgage stress?
A study completed in 2009 for the Royal Melbourne 

Institute of Technology (RMIT)2, looked at the specific 
causes of Australian households not being able to meet 
their mortgage repayments. The following graph details 
the initial causes and, if they changed, the final causes of 
mortgage stress.

Tips to reduce mortgage stress
Like most things in life, it’s difficult to completely 

remove stress from a mortgage, but there are a few things 
you can do to reduce it.

Don’t borrow the maximum amount
Unless you’re disciplined with your budgeting, 

borrowing the maximum amount offered to you by a 
financial institution may stretch you financially.

Build up a buffer
It’s a good idea to keep (or build up) a cash reserve in  

a mortgage offset account, to provide a buffer which can 
be drawn upon in emergencies.

Consider personal insurances
ü  Income Protection Insurance – can replace up to 75%  

of your income if you are unable to work due to illness  
or injury.

ü  Critical Illness Insurance – can help you service or pay  
off your mortgage and meet a range of expenses in the 
event you suffer a specified illness, such as cancer or a 
heart attack.

ü  Total and Permanent Disability (TPD) Insurance – can 
help you service or pay off your mortgage and provide 
an ongoing income if you become totally and 
permanently disabled.

ü  Life Insurance – can be used to service or pay off your 
mortgage and provide your family with an ongoing 
income if you pass away.

Consider fixing your interest rate
This can protect against rising interest rates.  

The downside is you’re often restricted from making 
additional payments into a fixed rate loan. Many people 
find a split fixed and variable rate loan works best, as 
additional repayments can be made into the variable  
rate portion of the loan.

Don’t add fuel to the fire
Steer away from using credit cards to compensate for 

the difficulty of meeting your mortgage repayments. 
Using debt to service debt is very likely to compound  
the problem.

Keys to de-stressing  
a mortgage

1 Understanding human behaviour in financial decision making: Some 
insights from behavioural economics. Paper to accompany presentation to 
No Interest Loans Scheme Conference “Dignity in a Downturn” June 2009. 
Ian McAuley, Centre for Policy Development and University of Canberra.

2 Mortgage default in Australia: nature, causes and social and economic 
Impacts. Authored by Mike Berry, Tony Dalton and Anitra Nelson for the 
Australian Housing and Urban Research Institute, RMIT Research Centre, 
March 2010.
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The investor’s 
guide to bonds

 ● Regular income
  The interest payments (coupons) that a bond investor 

receives are usually a fixed amount, rather than being 
paid at a company’s discretion like dividends on shares.

 ● Capital protection
  Unlike shares that provide no capital guarantee, most 

bonds do repay principal at maturity. However, capital 
preservation is only assured if you hold a bond until 
maturity, and the issuer of the bond does not default.

 ● Potential for capital gains
  Bond prices can rise for many reasons, including falling 

interest rates, slowing growth, lower inflation 
expectations and an upgrade to the issuer’s credit 
rating. If you sell a bond after it has risen in price, and 
your selling price exceeds what you initially paid for the 
bond, you will make a gain.

Significant risks
Whilst bonds are often viewed as being less risky than 
shares, investing in these still carries some risk. Here are 
the most significant risks.

 ● Interest rate risk
  The risk that market interest rates change may adversely 

impact the bond’s price.

 ● Credit risk
  Bonds usually are rated according to the quality of the 

issuer’s credit rating. If a bond’s credit rating changes 
(or is expected to change), it can impact the value of  
the bond.

 ● Default risk
  The risk that a bond issuer defaults on its obligations, 

including failing to make interest payments during the 
life of the bond, and/or repaying the principal of the 
bond at maturity.

Bonds make up a significant part of the 
investment space, however investors are 
often less familiar with how these work 
compared to shares. This guide introduces 
you to bonds – what they are, their benefits 
and risks.

What is a bond?
A ‘bond’ is a type of fixed interest investment and may 

also be referred to as a ‘debt security’.

The simplest way to explain a bond is to liken it to an 
IOU. When you purchase a bond from a government, 
semi-government authority or a corporation, you are 
effectively lending them your money for a period of time. 
In return, the issuer agrees to make regular interest 
payments to you (also known as coupon interest) for the 
term of the bond, and also repay the face value of the 
bond to you at the end of the bond’s life (at maturity).

Types of bonds
The universe of bonds is quite broad, so for simplicity,  
here are some of the main categories.

 ● Australian bonds
  Are generally investment-grade bonds issued by 

governments, semi-government bodies and companies.

 ● Global government bonds
 Sovereign and treasury-issued bonds.

 ● Global non-government bonds
  Investment-grade bonds. Issuers include companies  

and government agencies.

 ● High yield bonds
  Issued by companies with a credit rating below 

investment grade, also known as sub-investment grade. 
They usually pay higher interest because of their higher 
risk of default.

 ● Inflation-linked bonds
  Similar to conventional bonds, except coupons and 

principal (or face value) are linked to changes in the 
Consumer Price Index (CPI) over the life of the bond.

What are some of the benefits of bonds?
 ● Diversification

  Bonds usually provide higher returns than cash, however, 
unlike shares, they are not generally included in an 
investment portfolio to generate high returns. Rather, 
they are used to increase diversification, as they tend to 
perform well when shares are doing badly, and vice 
versa. They generally help protect against the risk of 
sudden drops in share markets.
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Important information and disclaimer

This Financial Focus newsletter has been prepared by Meritum 
Financial Group Pty Ltd (ABN 93 106 888 215 Australian Financial 
Services Licence Number: 245569) (‘Meritum’), for use and 
distribution by its authorised representatives. Meritum is a member 
of the National Australia Bank Limited group of companies (‘NAB 
Group’), Registered office Level 15, 60 Albert Road South Melbourne 
Vic 3205 Telephone: (03) 9284 3700 Facsimile: (03) 9284 3799 
Website: www.meritum.com.au. 

Any advice in this publication is of a general nature only and has not 
been tailored to your personal circumstances. Please seek personal 
financial and tax and/or legal advice prior to acting on this information. 
Information in this publication reflects our understanding as at the 
date of issue. In some cases the information has been provided to us 
by third parties. While it is believed the information is accurate and 
reliable, the accuracy of that information is not guaranteed in any 
way. Opinions constitute our judgement at the time of issue and are 
subject to change. Neither Meritum nor any member of the NAB 
Group, nor their employees or directors give any warranty of accuracy, 
nor accept any responsibility for errors or omissions in this document.

MERITUM FINANCIAL GROUP PTY LTD ABN 93 106 888 215
Australian Financial Services Licence Number: 245569 
Level 15, 60 Albert Road South Melbourne Vic 3205  
Telephone: (03) 9284 3700 Facsimile: (03) 9284 3799
Website: www.meritum.com.au

Maintain your family’s living standard

What are the benefits?
 ● you could provide your family with an ongoing source  

of income, and
 ● enable them to meet their living expenses.

How do you prepare?
It is important to make sure you consider having enough 
Life insurance, to enable your family to meet their ongoing 
living expenses if tragedy struck and you suddenly  
passed away.

As a starting point, you should consider: 

ü  working out what your family spends each year on 
groceries, education, household bills and other living 
expenses, and 

ü  how long your family needs to be financially supported 
in your absence.

Once you determine these two elements, your financial 
adviser can help you calculate the level of Life insurance 
cover you’ll need to provide the necessary income over the 
desired time period.

When doing this, a financial adviser can also take into 
account tax that may be payable on the income your 
family will receive, and allow for the impact of inflation. 

To find out if this strategy suits your needs and 
circumstances, speak to your financial adviser.

You should also consider other types of cover, such as 
Income Protection Insurance, Critical Illness Insurance and 
Total and Permanent Disability Insurance. They could help 
secure your family’s future in the event that you do not 
pass away, but are permanently or temporarily disabled, 
or suffer a critical illness.

For example, 59% of Australian males and 42% of 
Australian females are likely to suffer a critical illness prior 
to age 704:

Tips and traps
 ● When determining the amount of Life insurance you 

require, it’s also important to take into account how  
you cover funeral and estate costs, in the event you  
pass away.

 ● You may want to review your Life insurance cover 
regularly as your needs may change over time.  
Your financial adviser can assist you with this.

 ● If you are the primary income earner, you should also 
consider insurance which enables your family to meet 
their ongoing living expenses, in the event you become 
ill or injured.

 ● If your partner is not working, they should consider 
insurances which cover medical, childcare and 
housekeeping expenses, if they become critically ill  
or pass away.

 ● There may be some advantages in taking out Life 
insurance through a super fund; however there are 
restrictions on who you can nominate as a beneficiary. 
Tax charges may also apply to eligible beneficiaries 
when a death benefit (including insurance proceeds) is 
paid as a lump sum, pension or a combination of both, 
by the super fund.

 ● It may be more cost-effective over the longer term to 
pay level premiums, rather than stepped premiums 
which increase each year as you age.

3 The Lifewise / NATSEM Underinsurance Report, Understanding the social 
and economic cost of underinsurance, February 2010.

4  Munich Reinsurance Group in Australasia, 2009. This is general population 
data based on those who are currently 30.

Did you know, one in five families will be impacted by the death of a parent, a serious accident or illness that renders  
a parent unable to work3?

Life insurance is one way you can consider using insurance to provide financial protection  
for your financially dependent family, in the circumstance that you unexpectedly pass away.

Before the Age of 70

Source: Munich Reinsurance Group in Australasia, 2009.


