IN CONFIDENCE

02 January 2007

Office In charge of Complaints

Sunshine Police Station 

497 Ballarat Road

Sunshine 

VIC 3020

Respected Sir or Madam

Re: Fraudulent behavior of West Pac Banking corporation + Banking and Financial services ombudsman’s rush to end the complaint without keeping up their commitment to me- additional information to my letter dated 28/11/06 and 04th December 2006 and 18th December 2006.- Evidence of compound interest shown in 2 excel sheets – in general a sample.

I have attached 2 excel sheets. One excel is with just 5 transactions in the current method of interest calculation by lenders, as how they show in their statement to customers. I have separated the cash transactions as one group and derived the balance and non cash (interest calculations and the interest due) interest transactions as another group and shown below that the balance due arrived by separating the two sets of transactions DOES NOT match the balance shown in the current style of statement by lenders. You will notice that the difference is due to the interest calculated for the second month in my analytical non-cash transactions statement. This is due to the fact that in the second interest calculation, in my analytical statement, I did not include the interest debited in the first month. This is because, if I add the interest to principal and then calculate interest on the total, it is called compound interest. 

In the attached second excel sheet, working column C and D up to row number 175 shows actual cash inflow and outflow between the bank and the customer is exhibited (regardless of the character of the money exchanged).

Interest can be defined as the reward entitlement of the lender, for the ‘time taken’ by the borrower to repay the ‘sum’ lent by the lender. Accordingly you can see that the borrower has taken 155 installments in repaying the actual cash borrowed. If simple interest is what is applied in the calculation of interest, I have shown in column E, the appropriate interest on the actual cash that the lender was deprived from using, due to having lent such sum.

So if the borrower was (a) lucky and won a lottery and wants to pay off the interest at one go as the loan is repaid on 155th repayment, the total interest payable is $ 39,051.98. So if one had this money available either by (a) above or by borrowing this from another source or due to bad luck decided to sell the property and settle the dues, the total simple interest expense for the borrower is $ 39K appox. But the borrower would have already paid Interest alone $ 66,535.57, about 41% more than actual interest due and payable!!

Assuming that the tax payer is entitled to a tax deduction for expenses all the way through at 48.5% of this interest, ATO would have lost $ 18,940.21 in tax refunds in total for the entire period. 

But due to the compound interest calculations, the same borrower if decided to settle the loan at the same period (due to funds obtained from various sources), the borrower would have paid total interest till the 155th repayment is $ 66,535.64. Assuming the same tax rate, ATO would have refunded $ 32, 269.79, an amount of $ 13,329.57 or nearly 83% of total simple interest is refunded to tax payer by ATO. The remaining interest paid by borrower is due to compound interest.

The impact of this is that out of the income earned by the lenders about 35% of the interest earned by them is due to the fact ATO allows the tax deduction of this compound interest on the investment and commercial loans. Of this income earned by lenders ATO gets back income tax from these entities about 30% of what ATO has refunded in excess 35%. Isn’t this interesting that ATO, a revenue collection department for the government is helping the individual tax payers to pay the compound interest, effectively losing 35% of such compound interest in refunds and obtaining an income tax of 30% of this 35% in the name of income tax from lenders!!

This calculation above has taken into account only 155 installments and related interest, but the total interest over the term of loan is $ 93,290.42 and a tax refund of $ 45,245.85, that is total actual simple interest + about $ 6000 bonus!!!

So obviously, this has been let loose for many years and so there would be considerable resistance from all corners to make changes, even if every one understands that my approach to viewing this is exactly correct. The members of parliament, including Treasurer’s office and mass communication media etc. all aware of my concern over this in the last few months, but certainly a common person would be eager (I assume) for  announcement in relation to this, as to what & how this situation would be corrected.

I have contacted ACCC, APRA like organizations including Institute of Chartered Accountants of Australia, but strangely everyone is tight-lipped about the matter, may be because might is right (as lenders are mighty ones), but then my concern is whether mighty ones need protection or weak needs protection, law protects which group?

Do you know, when you borrow from any lending institution, if they say interest rate 6% on a 25 year loan, it is the compounding interest rate and its equivalent ‘simple interest’ rate is 10.12% but this is hidden due to the way they show the calculations in the statement. If the rate is 6%, on a 10 year loan for $ 50,000, its equivalent simple interest rate is 8.0697% , and if the rate is 6 % on a 5 year loan for $ 20,000, its equivalent simple interest rate is 7.014%.

You may like to add these excels and my general concerns to my file, I assume you may have created one for me when I sent communications earlier for my personal loss on my home loan with Westpac.

Hari Iyer

Ph (03) 9500 0121

Email hhiyer@hotmail.com
PO box 71, Caufield East, Victoria 3145

