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 Protect your income
without affecting your cash flow

Most people feel six months without 
a significant percentage of their 
current income could bring them 
close to financial ruin. Despite this 
only 31 per cent of Australians insure 
against loss of income, even though 
the income we earn over our lifetime 
is often our most valuable asset.*

One reason cited to explain this low level of 
income protection insurance is a belief that 
premiums are somehow too expensive. 

Fortunately there is a way to afford income 
protection insurance. You can use your super 
fund as a tax-effective vehicle to purchase 
insurance, and protect yourself and your 
family from financial stress; all with little or 
no effect on your day-to-day cash flow. 

Income protection insurance allows you 
to insure up to 75 per cent of your income 
in the event that you can’t work due to 
accident or illness. The income can be used 
to pay your normal expenses. In fact the 
benefits may be paid to you each year until 
age 65 while you are unable to work.

Some useful tips
Purchasing income protection insurance 
through super is tax deductible to your 
super fund, but there are some important 
factors to consider.

1	� If you nominate a portion of your personal 
or employer compulsory contribution to 
be earmarked for insurance, you reduce 
your superannuation fund’s investment 
power by the same amount. A better 
option might be to increase your super 
contribution through salary sacrifice so 
your insurance premiums are covered by 
additional concessionally taxed dollars and 
don’t affect your retirement nest egg.

2	� Superannuation fund managers buy 
insurance in bulk and often pass on 
the savings. However, individual fund 
managers have relationships with 
different insurance companies and the 
policy premiums charged can vary from 
fund to fund. You should also take 
care to compare apples with apples – 
benefits paid for income protection can 
vary greatly from policy to policy.

Whether income protection is acquired 
inside or outside of super, you can make 
choices about the waiting period before 
payments start and the term of the 
benefit period. Different insurance policies 
offer different features, so to protect 
what is likely to be your most valuable 
asset, your income, you need to make an 
informed decision. 

Income protection should be an integral 
part of your overall financial plan. We can 
help you determine the right amount of 
cover to protect you and your family.* �http://www.money-au.com.au/finance-news/

insurance/do-you-have-enough-life-insurance-
cover-6354/
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Education

Save now to 
invest in your 
child’s future
The Australian Scholarships Group 
estimates the total formal* cost of 
education for a child in 2010 is over 
$100,000 in a government school or 
$420,000 for private schooling. 

It’s not surprising with figures like these, that 
parents wonder how they will afford to give 
their children the best start in life!

One way of dealing with these costs for 
parents is to commence a savings plan with 
a tax-effective insurance bond. It’s simple, 
flexible, effective and tax free to the investor 
after 10 years.

This is because the insurance company pays 
the tax at a rate of 30 per cent throughout the 
investment period on behalf of the investor. 
If the investor’s marginal tax rate is above 
30 per cent, it’s a great strategy.

*	� Summary amounts include tuition fees and levies, 
requisites, clothing, incidentals, computer and 
internet costs.

How does it work?
You can make a one-off investment, invest 
every year, or invest every month, with as 
little as $1,000 a year or $100 per month. And 
you can increase your contribution by up to 
25 per cent each year. 

Case study – growth and flexibility
The table below shows the effect of an initial 
investment of $5,000 in a balanced portfolio 
insurance bond, with additional amounts of 
$250 per month over 10 years. The table also 
shows the effect on your investment if you 
take advantage of the optional 25 per cent 
annual increase. 

In this example, Year 1 contributions were 
an initial $5,000 plus $250 a month for both 
bonds. In Year 2 bond B regular contributions 
increased to $312.50 per month, and by a 
further 25 per cent each year thereafter. 

Either way, after 10 years it’s an impressive 
result. To take advantage of an insurance 
bond’s tax-paid status, there is a minimum 
investment period of 10 years. After 10 years 
you can withdraw the capital or earnings as 
you require. If you do withdraw the capital 
or earnings in those first 10 years you have 
to pay some of the tax otherwise paid by the 
insurance company. 

The bonds have a special tax status because 
they are classed as life insurance policies, not 
as investment assets. 

There is also a choice of investment categories 
and you can make changes any time you need 
to – subject, of course, to the rules of the 
company offering the bond.

So get smart, and plan ahead now for your 
children or grandchildren. 

Insurance bond A 
  

$250 per month

Insurance bond B 
$250 per month in Year 1 

plus annual increases of 25%

After 2 years $12,169 $12,944

After 5 years $24,986 $35,577

After 7 years $35,150 $62,864

After 10 years $53,320 $137,377

Assumptions: Average return of 7% per annum

News bites
Where is your cash stashed?
There is currently $610 million in unclaimed 
money lying lost or forgotten with the Australian 
Securities and Investments Commission (ASIC) 
and some of it could be yours.

Unclaimed money generally ends up with ASIC 
and the Commonwealth Government after it 
has lain dormant for more than seven years in 
accounts with insurance companies, banks, 
building societies, credit unions or friendly 
societies. It also includes money from company 
takeovers or from companies that have been 
unable to contact shareholders for six years.

ASIC is encouraging all Australians to search 
the ASIC database. It’s free to search the 
database and if any of the money is yours 
there is no cost involved in claiming it back.

How to find missing money – Log on to 
ASIC’s online database at www.fido.gov.au/
unclaimedmoney and type in your name. If 
you find money you think you may be entitled 
to, just lodge a claim to prove it’s yours or that 
you’re the beneficiary. 
Source: www.fido.gov.au

Research supports Australia’s 
underinsurance epidemic
A recent survey carried out by Lifebroker Life 
Insurance has shed some light on Australia’s 
continuing underinsurance epidemic. 

Results showed men and women vastly 
overestimated the cost of life insurance by 
49 per cent and 65 per cent respectively, even 
though premiums for life insurance can be 
lower than car, home and health insurance.

Lifebroker managing director Chris Eade said 
it was this overestimation that was dissuading 
people from buying insurance, with 36 per cent 
of survey respondents stating the perceived 
expense was a major factor in their not 
having coverage.

The overestimation of premiums is believed to 
arise from buyers not shopping around enough 
to compare options and life cover typically 
being sold through face-to-face contact.

The research also revealed other contributing 
factors including a lack of awareness on the 
financial risks of illness, injury and premature death.

Source: www.lifebroker.com.au. The Lifebroker Life 
Insurance Report 2010 was an online survey of 1000 
Australians conducted by Sweeney Research.

Have you got leave up your sleeve?
Australians are working longer hours and 
taking less annual leave, leading to a rise in 
obesity, fatigue, substance abuse and stress.

Research indicates that full-time employees 
in Australia had accrued 123 million days 
of annual leave, equating to $33.3 billion in 
wages, as of December 2008.

While there can be perfectly good reasons 
for accruing leave, such as saving for a big 
overseas trip, many Aussies simply aren’t 
taking the leave they’re entitled to. As a 
result, many people are not achieving a 
healthy work/life balance, resulting in mental 
fatigue and in some cases burnout. Such 
factors can often make people unhappy in the 
workplace and less effective at their job. 

So if you haven’t had a holiday in a while, 
do yourself a favour and take a well-
earned break. 
Source: Roy Morgan Research, December 2008
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Chasing a rainbow
How to miss the pot of gold 

When investors read the financial 
press and hear commentators analyse 
the best performing companies or 
asset classes, they might be tempted 
to move their investments around 
to capture better returns. 

And when the share market produces 
negative returns – and 2008 saw the worst 
returns Australian investors have faced – a 
common response is to talk about moving out 
of shares into something less risky and with 
reliable returns; perhaps cash or fixed interest. 
After all, cash and fixed interest produced 
much better returns than shares in 2008. 

It is easy to understand the lure of the ‘if only’ 
argument: ‘If only I had invested in cash last 
year …’ or ‘If only I was in property in 2000 
…’ We have all heard this chatter, even if we 
haven’t said the words ourselves. 

But, take this path and you risk falling into 
the trap of becoming a ‘chaser’, potentially 
reducing your chances of financial success. 
While it might seem like a normal response to 
go after the best, in this case it can lead down 
a road with some very big potholes.

So, what is a ‘chaser’ and what difference 
does it make to your wealth if you are one, 
compared with being a stable investor with a 
long-term plan who sits tight in tough years?

The past – a forecast of the future?
Comparing the performance of the major asset 
classes between 1987 and 2009 shows that 
the best performing category usually varies 
from year to year. As a result, when investors 
move between asset classes to chase last year’s 
best returns, it usually means they miss out on 
a better year in a different category. It reminds 
us – yet again – that past performance does 
not guarantee future returns!

The table to the left covers a 23-year period 
and it tells a sad story for chasers – as well as a 
cautionary tale for those who may be tempted 
to join them. 

Notice that 1987 was a terrible year for 
Australian shares but a great year for bonds. 
Typically, the chasers shifted to bonds in 1988

•	 Unfortunately for the chasers, Australian 
shares bounced back in 1988 while the 
return on bonds dropped by half, so …

•	 The chasers went back into Australian 
shares in 1989. But oops! While Australian 
shares did quite well in 1989, international 
shares did so much better, therefore …

•	 They chased international shares in 1990, an 
asset class that fell by 15% that year. Ouch!

It’s true that this response does work 
sometimes: the table shows chasers ‘won’ in 
1998–99 if they had jumped into international 
shares after it topped the table in 1997; and 
again in 2001–02 if they moved into Australian 
property after it led returns in 2000. But four 
winning years out of 23 is not a great score! 

Discipline is the essence of 
successful investing
It’s important to define your investment 
goals, know the level of risk you can happily 
live with, diversify your investments to help 
smooth out the ups and downs that happen 
from year to year in each asset class, and think 
long term for optimum results. This is the best 
way to avoid the trap of becoming a ‘chaser’. 

That does not mean that you ‘set 
and forget’, and never change your 
investment mix. Review your investment 
portfolio every year and adjust the 
balance of your portfolio as necessary.

Historical asset class performance
Major market – calendar year returns, 1987–2009

Year

Australia International  
SharesShares Property Bonds Cash

1987 -7.9% 5.7% 18.6% 14.2% 7.5%

1988 17.9% 16.1% 9.5% 13.2% 4.5%

1989 17.4% 2.3% 14.4% 18.6% 26.6%

1990 -17.5% 8.7% 18.1% 15.9% -14.3%

1991 34.2% 20.1% 24.4% 11.0% 21.1%

1992 -2.3% 7.0% 10.2% 6.7% 5.3%

1993 45.4% 30.1% 16.5% 5.3% 24.6%

1994 -8.7% -5.6% -6.7% 5.3% -7.6%

1995 20.2% 12.7% 22.8% 8.0% 26.5%

1996 14.6% 14.5% 13.0% 7.6% 6.6%

1997 12.2% 20.3% 12.2% 5.6% 41.7%

1998 11.6% 17.9% 9.5% 5.1% 32.6%

1999 16.1% -5.0% -1.2% 5.0% 17.5%

2000 4.4% 19.7% 12.1% 6.1% 2.6%

2001 10.3% 14.7% 5.4% 5.2% -9.4%

2002 -8.1% 11.0% 8.8% 4.8% -26.9%

2003 15.9% 8.8% 3.1% 4.9% 0.0%

2004 27.6% 32.0% 7.0% 5.6% 10.8%

2005 21.1% 12.5% 5.8% 5.7% 17.6%

2006 24.7% 34.0% 3.2% 6.0% 12.3%

2007 18.0% -8.9% 4.0% 6.4% -1.7%

2008 -40.4% -55.3% 16.5% 6.7% -24.9%

2009 39.6% 9.6% -2.0% 3.3% -0.3%

Best 45.4% 34.0% 18.6% 5.3% 41.7%

Worst -40.4% -55.3% -6.7% 3.3% -26.9%

Denotes highest return in that calendar year

Shares = S&P/ASX All Ordinaries Accumulation Index
Property = S&P/ASX 300 Property Trust Accumulation Index
Bonds = Australian Commonwealth Bank All Series/All Maturities Accumulation Index
Cash = RBA Cash Rate
International Shares = MSCI World Accumulation Index ($A) unhedged
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If you are over 55, there may be a quicker 
way to build up your nest egg while you 
access a generous concessionally-taxed or 
tax-free income stream at the same time. 

Or, if you are a little nervous about retiring 
completely in these turbulent times, how 
about the opportunity to make a gradual 
transition into retirement while continuing to 
work part time and build your super?

Both these options are available right now 
through a special retirement income plan 
called a non-commutable allocated pension 
(NCAP). And the best thing about it is that 
you don’t actually have to retire to start one. 
Anyone over 55 can commence an NCAP 
from their superannuation fund and draw 
a tax-advantaged income stream from it, 
yet continue to work full or part time and 
make ongoing super contributions out of 
their salary.

How does it work?
If you are over 55, you can elect to convert all 
or part of your super into an NCAP, which is 
a pension fund that, like a super fund, offers 
you a choice of portfolios. You then nominate 
and draw an income stream from your pension 
fund each year. Your age determines the 
minimum drawdown you must make. If you 
are under 65, for example, the minimum 
withdrawal is normally 4 per cent of your 
account balance.* This income is tax free if you 
are aged 60 or over and attracts a 15 per cent 
tax offset if you are aged between 55 and 
59 (inclusive).

You are entitled to keep on working full or 
part time while receiving the income from 
your NCAP, so you can continue making 
superannuation contributions to a super fund 
from your salary. That means you can reduce 
your taxable income while continuing to build 
your nest egg. It is quite possible to receive 
the same amount of money to live on from 
your combined NCAP and salary as you were 
before starting an NCAP, and at the same 
time make larger super contributions through 
salary sacrifice.

If you’re looking for a way to boost your 
retirement savings without cutting your 
living standards, a transition to retirement 
strategy could give your superannuation a 
boost this year.

Working smarter  A super future

*	 The minimum drawdown has been reduced by 50% for the 2010/11 financial year.
†	� Assumptions: The projections in this strategy are based on various assumptions, including, but not limited to: maximum pension payment = $32,237 in year 1; salary sacrifice 

= $40,100 in year 1; no change in take-home pay before/after strategy; no change in risk profile; estimated investment return (Growth portfolio) = 6.4% pa (super), 7.3% pa 
(pension); all investment earnings figures are after tax and after fees; no change in Super Guarantee contributions, ie 9% of $110,000; administration fees and charges are 
not included.

Note that taxable pension income from an NCAP qualifies for a 15 per cent tax offset if aged 55–59. The payment is tax free if over age 60.

Sarah’s story

Sarah, aged 55, is an engineer and plans to retire at 65. She earns $110,000 per annum and 
has $450,000 in super. She wants to maintain her disposable income while increasing her 
super account balance. 

To achieve these objectives, Sarah commences an NCAP while salary sacrificing a larger 
pre‑tax portion of her income into super.

The NCAP’s tax advantages work for Sarah to reduce her personal income tax: the 
investment earnings and growth on her pension account are tax free, plus her NCAP 
income is taxed at a concessional rate. Using this strategy, Sarah can salary sacrifice to 
boost her superannuation by around $64,000 by the time she is 65.†

This information is provided by Charter Financial Planning Limited (Charter FP) ABN 35 002 976 294, an Australian Financial Services Licensee, Licence No. 234665, a wholly 
owned subsidiary of AXA Australia and a member of the Global AXA Group. It is believed to be correct at the time of publication, however, no representation or warranty is given 
as to its accuracy. No liability is accepted by any company within AXA or their respective employees or directors for any statement or opinion or any error or omission or for 
any loss arising from reliance on the information contained in this document. Investments may only proceed by completing the relevant application form attached to a current 
Product Disclosure Statement (PDS). Fund managers will receive fees for their services out of which authorised representatives of Charter FP may be paid commission. Neither 
the return of capital nor the investment performance of any investment is guaranteed by Charter FP. Past performance is not indicative of future performance. Any advice 
given in this document has not been prepared taking into account your particular investment objectives, financial situation or needs. Any case studies in this publication are 
hypothetical are not meant to illustrate the circumstances of any particular individual. You should assess your particular investment circumstances prior to making any financial 
decisions. This taxation information is based on the continuation of present laws and their interpretation and is a general statement only. Individual circumstances may vary.
From time to time we may bring to your attention products, services and other information that may be relevant to you. If at any time you no longer wish to receive information, 
you may opt out by contacting our office.


