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How long will | need income?

It would make planning our finances so much easier if you knew exactly how long you
were going to live. So how can you estimate how long you need your money to last?

The best way is to work from average life expectancies. The Government produces details
of average life expectancies based on historical information. These are updated from
time to time, and the good news is that average life expectancies are getting longer.
While this is great news in one sense, it also means that our retirement money generally
needs to last longer.

By way of example, a male and female who are both age 65, would be expected to

live over 17 and 21 years respectively. Life expectancies in 5 to 10 years time may be
significantly longer, but this should provide some guide for planning your income needs
into the future.

A selection of the average life expectancy factors are shown in the following table.
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Male life expectancy Female life expectancy
Age (years) (years)
55 25.92 29.91
56 25.05 29.00
57 24.19 28.10
58 23.34 27.21
59 22.49 26.32
60 21.66 25.44
61 20.84 24.57
62 20.04 23.71
63 19.24 22.85
64 18.46 22.00
65 17.70 21.15
66 16.95 20.32
67 16.21 19.49
68 15.48 18.67
69 14.78 17.87
70 14.08 17.08
71 13.41 16.29
72 12.75 15.53
73 12.11 14.78
74 11.50 14.05
75 10.90 13.33
76 10.32 12.63
77 9.77 11.94
78 9.24 11.27
79 8.73 10.61
8o 8.24 9.98
81 7.77 9.38
82 7.32 8.81
83 6.89 8.27
84 6.48 7.76
85 6.11 7.28
86 5.77 6.83

Australian Life Tables, 2000-2002, Government Actuary
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Will my needs change?

There is a very high probability that your financial needs will change over time. It is very
unlikely that you will need the same amount of income over a long period of time for a
variety of reasons:

Inflation—while Australia has been experiencing comparatively low levels of inflation for
a number of years, there is still some inflation and there is always the possibility that it
could increase.

Spending changes —at various stages in retirement your income needs will change
simply because your spending patterns change. This might include specific holiday costs
which may not be part of your normal budget. There may be other items of expenditure
such as house maintenance costs which are unforeseen. There are lots of reasons why
your income needs will change from time to time.

Capital needs—similarly the need to have access to capital may change over time. There
is a strong chance that at some stage in retirement there will be issues to deal with such
as major car repairs, upgrading a car or moving house. There may also be significant
costs later in life associated with health matters, nursing care and using other services as
you become less capable of doing all the things you used to do. Having access to money
for key larger items of expense is sound planning.

How long will my money last?

How long your money will last depends on many things. The impact of income from other
sources will be very important. If, for example, you earn some money from part-time
employment in your early retirement years, you will be able to keep more of your capital
intact, or perhaps actually build on it for a while.

If you are entitled to a full or part age pension then this will assist in providing for your
income needs. If you are entitled to a part age pension, you may not need to draw down
your retirement capital as quickly and be able to spread your retirement savings out over
a longer time frame.
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Chapter 2
Getting started as an investor

It’s never too early to start thinking about your financial needs for retirement and it’s
never too late to start planning and saving for it.

Set a realistic budget—starting a regular savings or investment plan requires
commitment and may be easier to achieve by first setting a realistic budget.

Regular saving—even small amounts, saved regularly, do make a difference. A regular
savings habit adds to your future security and gives you more choices about your
future lifestyle.

Saving or investing? —money for short-term expenses or emergencies is best kept in low
risk, readily accessible accounts. Any extra money you have could be invested for longer
periods to earn you a higher return.

Learn as much as you can about
investments by attending investment
seminars or reading about investment
strategies in newspapers, investment
magazines and books.

Look after your investment

Always deal with licensed financial
advice and product providers. When
selecting a financial planner, get
information from more than one planner
before investing your money. Invest only
when you understand the products they
are recommending and you are satisfied
that they suit your needs.

Ask questions if you are unsure about any
implications of an investment, no matter
how simple they may seem. Ask questions
to find out how much risk you are taking
and make sure you are comfortable with
that level of risk. Where an investment
product has a prospectus or product
disclosure statement, read it carefully
before deciding whether to invest.
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Some investments may offer taxation or social security and Veterans’ Affairs
advantages. Consider these only where they allow you to invest with safety and to feel
comfortable with the amount of risk involved. A Centrelink FIS Officer can give you free
information about how your investments may affect your payments, and discuss how to
maximise your overall retirement income.

If you are retired and have limited funds to invest, make the safety of your investments
your first priority. Don’t just chase the highest returns available —higher returns involve
higher risks.

Above all, remember that it’s your money, so make your decisions for your own
reasons, not anyone else’s. The investments you choose should meet your requirements
by providing the right amount of income and/or capital growth without causing you
sleepless nights.

Take your time when making investment decisions—don’t be rushed into signing anything.

Never feel pressured into investing in something. Always take your time to think first,
gather information and ask questions before you sign anything. The following steps
are a guide:

1. Say ‘No’ or hold off
If something sounds too good to be true, it usually is. Do not be fooled by scammers
who pressure you to act immediately. If the investment is genuine, it will still be
available after you’ve had time to think about it.

2. Look further
Shop around to see how the offer compares with other options. Always do your
homework and give yourself plenty of time to think it over. Seek advice from a range
of people, including financial advisers and consumer protection agencies.

3. Question
Do not be afraid or embarrassed to ask as many questions as necessary until you are
sure you have all the information you need. Inquire about the investment and the
proposed benefits you will receive and make sure that the offer is credible.

4. Decide
If you follow these steps you will be better prepared to make a well informed
decision on how best to invest your money.

If it sounds too good to be true ... Indications of possible scams

Many consumers lose money each year to ‘get rich quick’ schemes that promise
everything and deliver nothing.

When there is any doubt at all about the investment or purchase, do not be pressured
into anything, do not let the emotions override the decision and say no. Even if the offer
is genuine, if there is any doubt it is better to say no at first so it provides the opportunity
to understand and be comfortable with it before making a decision.
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Some tips to help protect against being a victim of a scam

D Ignore and delete emails, letters and chain mail offering lump sum payments or get
rich quick offers.

D Take the time to examine the offer carefully. Do not commit to anything until fully
satisfied with its validity.

D Ask for identification from people offering an investment or requesting payments
or donations.

D Ask for proof that the business or charity is registered and that the person is employed
or registered with them.

D Don’tjust accept testimonials without proof they are real as they can often be made
up or dressed up to look good.

D Askifthereis a cooling off period and how easily the investment can be redeemed.

D Don’t accept offers from unknown sources over the phone. Ask how they got your
details and refuse to commit to anything, as verbal agreements can be enforced.

D Ask for details on all costs, fees and payments that are involved in the offer or request.

D Requests by letter or email requesting details and money should be reported to
the Australian Securities & Investments Commission (ASIC) and/or the Australian
Competition and Consumer Commission (ACCC).

D Investigate the scheme before parting with your money. For instance you could say
that you only deal with people you know, and that you need time to discuss the offer
with other people.

D Seek professional advice from a qualified financial adviser authorised by ASIC, or
legal advice, or discuss the offer with family or friends. Make it clear that you only
take advice from qualified financial advisers that you know personally.

D Checkthat the source of the offer is genuine, especially if the offer is made by email.
Normally it would be wise to disregard and delete all emails promoting get rich quick
financial schemes, chain letters or requests for cash to be sent through the mail.

D Ask questions about their company, including their Australian securities dealer’s
licence number, their ABN or their Australian Registered Body Number (ARBN) if
they are a foreign caller. If they provide you with these details be sure to verify them
with ASIC.

D Incase you suspect a scam, do yourself and literally thousands of people a favour, and
report the matter to the ACCC.

More information about investment situations that you should be aware of as a careful
investor can be found at www.fido.gov.au
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Chapter 3
Some investment basics

The higher the return, the higher the risk. This is an important investment principle.
Managing the level of risk is what investing is all about. There is no investment without
some risk, including putting money in the bank. Always check the potential risks when
quoted returns are unusually high.

The variety of investment products available can be very confusing. However, it becomes
easier to understand if you think of investment products under three main categories:

D income producing investments
D capital growth producing investments

D investments producing both income and capital growth.

As you read on, these categories will be explained. Despite the wide variety of
investment products available, they derive from three basic types:

D interest bearing products
D shares
D property.

Keep this in mind as you read about the individual products described later in this booklet.
Before you invest in a particular product, you should think about the following guidelines.
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1. Decide on your investment needs

Do you want your investments to earn income or capital growth?

Be realistic in your expectations of how much income you will get from your available
capital. You may need to use up some of your capital, as well as its earnings, to meet
your living expenses.

Income producing investments pay you a regular income. They can:
D preserve your capital and pay only income,
D provide the return of your capital through the income, or

D provide anincome but your asset value can rise and fall depending on what is
happening in the investment markets.

Products that preserve your capital are considered to have lower risk because the
number of dollars invested remains the same, unless you withdraw funds, but there is
no potential for capital growth.

The majority of products that return your capital through the income are commonly
known as income stream products (see pages 61— 68). These are usually managed
investment products and their value may increase or decrease depending on the
movement in value of the underlying investments and markets. This is reflected by
changes in the unit price.

There are managed investments that do not return your capital, preserving the number
of units you have in the investment. Any capital growth can be converted to income by
cashing in some of your units. Sometimes this can be complicated, have tax implications
and incur fees. Managed investments have the potential for capital growth but they can
be more volatile and may need to be held for at least five years.

2. Invest for the right length of time

Do you need emergency money, longer-term investment money, or both?

Before you choose your investments, work out when you will need the money. If you
need regular extra income to pay your bills, consider income producing investments, or
combined income and growth products.

The investments you choose should depend on how long you want to invest your money.
Money you need for short-term expenses and emergencies should be placed in more
secure, readily accessible savings accounts.

If you are prepared to invest your money for a longer term, for example more than five
years, and are prepared to accept some short-term losses in exchange for expected
overall long-term gains, you may want to consider growth investments. Remember—
a loss is not made on an investment until the units or shares are sold.
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3. Use quality investments

Does the company—and its products—have a reliable track record?

Wise investors invest in companies with reliable reputations that have been established
over time. It may be better to earn a lower return but know that your money is more
secure. Investing in a less reputable company may give you a higher return, but you risk
losing your money. Past performance does not predict future returns.

Most funds offer no guarantees about income or capital because they depend on market
conditions. Carefully check any guarantees that are offered to see exactly what they
cover. Remember—guarantees are only as good as the company providing them. Satisfy
yourself that the investment is reputable by asking questions and carefully reading all
the information provided.

4. Diversify or spread your investments
Are you varying your investments to reduce the risk?

Check how long it takes for your money to be returned if you decide to cash in
an investment early. Find out what costs or potential losses there are. Ask if your
investments have early withdrawal penalties or tax implications.

Diversification aims to reduce the risks by investing money in a range of companies or
products and by ensuring it is available at different times; that is, not putting all your
eggs in one basket.

You may want to spread your money with several different institutions, with various
investment types and across different markets, such as cash, fixed interest, shares
and property.

If you are investing in fixed interest investments, it may be wise to spread your money
so that you have different maturity dates. This reduces some of the risk if interest rates
change. It can also provide you with income on a more regular basis. While you should
always spread your risk over several investments, having many small investments may
involve a lot of supervision, and the returns may be lower. Further, investing in similar
types of products with different companies may not necessarily reduce your risk.

5. Balance the risks and returns

What level of risk are you willing to take for the returns involved?

Decide how much income you need to meet your planned lifestyle. Assess how much risk
you are prepared to take. Don’t just chase the highest return.
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Risk refers to the chance or possibility of loss, or not getting the return you expected.
Risk levels can vary with:

D the performance of the economy

D movements in interest rates

D the expertise of those managing the company or fund
D currency exchange rate movements between countries.

Many investors who have been attracted by promises of high returns have lost money
by not carefully assessing the risk. Investing safely means not investing in a product just
because everyone else is. When the interest rate being offered is unusually high, always
check the risks involved. If a return looks too good to be true, it probably is.

You should consider not only the risk of losing some or all of your money, but also the
risk of not getting the returns you expected. To minimise your risks in these areas,
your best investment may be more secure accounts such as savings accounts and
term deposits.

If you have already retired you may not be able to replace any losses. Therefore you may
prefer to settle for a lower, but steadier, return rather than to risk your life savings on an
expectation of greater returns. If you are a younger investor, you should consider growth on
your investments. Remember—growth means some level of risk.

6. Manage your debts

How much debt can you afford?

If you have loans or credit cards, make sure you can afford them and control your
spending on them. If you are retired or about to retire, think carefully about taking on
debt. When you are no longer working, debts can be much harder to repay. Pay off all
your loans if you can. Exceptions to this rule may include loans with low interest rates
such as Defence Service Home Loans.

If you are retired and get a social security or Veterans’ Affairs pension, you may find it
difficult to get loans from financial institutions. You may consider keeping credit cards
and loan facilities open to cover emergencies, although controlling how much you spend
on them is important.

Home Equity Conversion loans are different from other types of loans in that the loan
repayments can be deferred—they can be paid from your estate. (See ‘Your home as
an asset’, page 48).
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7. Take advantage of compounding earnings

How does compound interest work?

Interest earned on most investments can either be paid to you to spend, or it can be
reinvested. When you reinvest the interest earned, that interest earns more interest. This
is called compound interest.

Compounding interest helps your investments grow faster. Reinvestment of share
dividends or distributions from managed investments compounds the number of shares
or units held.

If you compound the interest, tax is still assessable on the interest earned each year.
Depending on your circumstances, you may need to set aside money to pay the tax.

Leaving your money in a superannuation fund until your final retirement, or contributing
more money earlier in life, is a very effective way to compound returns.

Comparing the effect of compounding

Say you invest $10 0oo in an interest bearing account for 10 years and earn 5 per cent
interest per year.

D With no compounding: at the end of 10 years you would still have your original $10 ooo0.
You would have earned $5 ooo in interest, giving you $500 each year to spend.

D With compounding: at the end of 10 years your original $10 ooo would have grown
to $16 289. You would have earned $6 289 in interest, although this would not have
allowed any spending money. By compounding your money, this investment would
have earned you an extra $1 289 over 10 years.
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