
your money your future
FINANCIAL PLANNING NEWSLETTER

Protecting your capital
History tells us that investing for the long term pays off, as 
markets have invariably rebounded following a downturn.

But with share prices almost halving in 
the space of a year, this knowledge is 
understandably offering cold comfort 
for investors.

You may have heard about capital 
protected products as a possible solution. 
Some enable you to insure against 
market downturns while remaining fully 
invested in the share market to capture 
sudden recoveries.

Some capital protected products guarantee 
that you never lose the investment over 
the period of the guarantee. After paying 
an ‘insurance’ premium that will protect 
the capital value of your investment, your 
funds can be invested safely in a diversified 
portfolio with various mixes of shares, 
property, fixed income and cash. 

The right capital protected product can 
help in situations where:

You are sitting in cash, but don’t want to  ∙
miss the market rebound.

You have accumulated wealth –  ∙
especially superannuation and pensions 
– and want to protect it from capital loss.

You need to be a more aggressive  ∙
investor to achieve your investment 
goals, but are wary of increasing your 
risk tolerance level.

You have leveraged your existing assets  ∙
using a gearing strategy and you are 
looking for capital protection.

Protection at every stage of life
Regardless of your individual 
circumstances, capital protection is a 
potentially useful strategy for all investors. 

If you’re approaching retirement, your 
priority is to safeguard your future savings. 
Capital protection allows you to ensure 
what you have built up remains intact.

And, if you are currently drawing a pension 
from your superannuation balance, a 
capital protected product can guarantee 
a fixed level of income each financial year, 
even if the underlying account balance 
declines. The level of fixed income is 
generally set each financial year based on 
the underlying account balance.

If retirement is still some time away, 
capital protection can help to avoid any 
unpleasant surprises which could delay 
your retirement plans.

If you are concerned about 
market volatility and would 
like to find out more about 
protecting your investments, 
please call us today. 
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Insuring against a 
cancer shock
Cancer is a devastating illness 
– not just for the person 
who suffers from it, but also 
for those around them.
When cancer strikes, money is usually the 
last thing on anyone’s mind, but once the 
dust settles, the financial stress caused by 
cancer can be much greater than expected 
and may even lead to new problems.

Sarah’s story

Working as a primary school teacher in 
regional New South Wales meant that Sarah 
led a hectic life. At age 46, with two small 
children and a class of Grade 4s during the 
week, there was rarely a dull moment.

Sarah had visited her local doctor for a 
pap smear. Three days after the screening 
test, her GP had called to say the test had 
returned an abnormal reading and that 
she was referring Sarah to a specialist 
gynaecologist in Sydney.

The following week, Sarah took a day off work 
and drove to Sydney. The specialist arranged 
for a biopsy and explained that the results 
would reveal whether cancer was present. 

The result confirmed the presence of 
abnormal cells on her cervix with a ‘CIN 3 
grading’. The specialist explained that this 
was a pre-cancerous growth that had been 
picked up at a very early stage.

Sarah would need a minor operation to 
remove the area where abnormal cells were 
present, followed by pap smears every six 
months for the first two years. If the results 
were normal, she’d then have check-ups 
annually. The good news was that she’d more 
than likely make a complete recovery.

A year before Sarah’s initial screening, she’d 
discussed her insurance needs with her 
financial adviser. Her adviser recommended 
a Trauma Insurance Plus Plan with a sum 
insured of $200,000.

Once Sarah was diagnosed with the early 
stages of cervical cancer, she notified her 
insurer and received a lump sum payment 
of $20,000*. The insurance payment meant 
she didn’t have to worry about taking time 
off work or the cost of travelling to and from 
Sydney for appointments, allowing her to 
focus on her treatment and getting better.

*  The sum insured (benefit) is $200,000, so Sarah would 
be entitled to claim 10 per cent of the benefit ($20,000) 
for this trauma event, based on having purchased a 
Trauma Insurance Plus plan.

With rapid improvements in modern 
medicine, many people who suffer a trauma 
such as cancer, heart attack or stroke can 
expect to survive and recover to live long into 
the future. 

Trauma insurance can step in to provide 
a financial helping hand and help you to 
maintain the quality of your life, in the event 
that you suffer a traumatic event.

For further information about 
trauma insurance to suit your 
needs, please call our office. 

If you are self-employed as a sole trader, or 
as a partner in a partnership, you are not 
required, by law, to contribute to a super fund. 

However, you may wish to consider using 
super as a form of retirement savings and 
claim tax deductions for your contributions.

If you are self-employed, you can choose to 
make pre-tax deductible (concessional) or 
post-tax (non-concessional) contributions.

Personal tax deductible (concessional)  ∙
contributions in 2008/09 – If you are 
under age 50, you can make concessional 
contributions of up to $50,000. If you 
are over 50, you can contribute up 
to $100,000.

Personal tax deductible (concessional)  ∙
contributions from 1 July 2009 – The 
Government has announced a proposal 
to halve the concessional contributions 
cap to $25,000 (indexed) each financial 
year for individuals under age 50. For 
individuals aged 50 and over, the cap will 
be halved to $50,000 for the 2009/10 to 
2011/12 financial years, after which it will 
revert to $25,000 (indexed).

Post-tax (non-concessional) contributions  ∙
– A cap of $150,000 each financial year 
applies to these contributions. This amount 
can be averaged over a three-year period to 
allow for a larger one-off contribution of up 
to $450,000 if you are under age 65.

Penalty rates of tax may apply where you 
make contributions in excess of these caps.

Also, people who are self-employed and earn 
business income from running a business 
as a sole trader, or in a partnership, may be 
eligible for the Government superannuation 
co-contribution. 

The superannuation co-contribution is a 
Federal Government initiative to assist lower 
and middle-income earners to build their 
super savings. To be eligible you must:

make a personal non-concessional  ∙
contribution to a complying super fund or 
Retirement Savings Account (RSA)

have total income (assessable income  ∙
and reportable fringe benefits less 
certain business deductions) of less than 
$60,342 for 2008/09

receive 10 per cent or more of your total  ∙
assessable income and reportable fringe 
benefits from eligible employment, carrying 
on a business or a combination of both

be less than 71 years of age at the end of  ∙
the relevant financial year, and

lodge an income tax return for the  ∙
relevant year.

Note that the amount you receive as a 
Government co-contribution depends on the 
level of your income.

Contact us to find out more 
about the rules and tax benefits 
associated with making 
superannuation contributions.

Super benefits for the self-employed
It is important to consider your superannuation 
when you become self-employed.
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Establishing a business succession 
agreement together with  
comprehensive insurance can help 
prevent future complications.
Business succession agreements play an 
important role in ensuring that a business 
and its owners are protected in the event of 
the voluntary departure of an owner, or an 
unexpected event.

Consider what happened to Helen and Sarah, 
a couple of talented young graphic designers.

A cautionary tale
After graduating from university in 1998, 
Helen and Sarah take a big risk and establish 
a graphic design company together, each 
holding a 50 per cent shareholding.

By 2005 they are making a good living and 
have developed strong relationships with 
their customers and employees.

Helen’s only concern is Sarah’s new 
husband, James, who is starting to interfere 
in the business with grandiose and 
inappropriate schemes. Sarah knows how 
Helen feels and keeps James at arm’s length.

As their business thrives, Helen and Sarah 
consult a financial adviser about how 
they can minimise their tax and invest 
surplus cash. Their financial adviser 
recommends they both draw up wills and 
also consider setting up a separate will for 
their business – in other words, a business 
succession agreement.

Their adviser also suggests they both take 
out life, total and permanent disability 
(TPD) and trauma insurance as part of 
their business succession agreement so 
if one of them were forced to leave the 
business because of an insurable condition, 
funds would be available to buy out that 
person’s share.

Both Helen and Sarah establish wills shortly 
after the meeting with their adviser. But as 
they are still young and very happy working 
together they decide there’s no need to 
establish a buy/sell agreement at this stage 
or take out insurance.

Tragedy strikes
One day in 2007 Sarah collapses in the 
office. An ambulance is called, but the 
paramedics can’t revive her and she 
dies in front of Helen and her staff. The 
cause of death is later established as a 
brain aneurism.

Helen is deeply affected by Sarah’s death, 
initially closing the business. After her initial 
grief subsides Helen decides to go back 
to work.

On the day of the office reopening Helen 
is reasonably upbeat until she meets her 
new business partner – James. As the 
sole beneficiary of Sarah’s will, James 
has inherited all her assets, including the 
50 per cent shareholding in the graphic 
design company.

Over the next month, James makes Helen’s 
life very difficult. He insists on being 
involved with all business decisions, even 
though he has limited business acumen 
and no understanding of graphic design. 
Furthermore, one of Helen’s staff members is 
becoming increasingly uncomfortable around 
James and wants to resign.

One day while out for lunch Helen bumps 
into her financial adviser. She immediately 
remembers her adviser’s recommendation 
about setting up a business succession 
agreement, and wishes she had entered into 
a buy/sell agreement prior to Sarah’s death.

A business succession plan 
would have:

provided Helen with a greater ∙ 
level of control over who will 
replace Sarah

funded buying out Sarah’s share ∙ 
of the business via additional 
insurance covering events 
such as death, TPD or serious 
medical illnesses

prevented James’ involvement in ∙ 
the business as he is unsuitable 
and cannot work constructively 
with Helen and her staff, and

offered greater peace of mind for ∙ 
everyone involved in the business, 
including customers, suppliers 
and employees.

Had Helen taken out the recommended 
insurance policies, she would have the funds 
readily available to exercise an option under 
the buy/sell agreement to buy Sarah’s shares 
from her estate for a set price.

This is just an example of what 
can happen. If you would like any 
information or help establishing a 
business succession agreement, 
please contact our office.

Future proofing your business with succession planning 
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The extreme volatility of share prices over the 
past year has eroded many investors’ faith 
in the markets. Substantial daily fluctuations 
have made it very difficult to pick the best 
time to invest.

One weekend in October 2008 provided 
a snapshot of the extreme turbulence. On 
Friday 10 October the All Ordinaries Index 
suffered its worst daily percentage loss for 
more than two decades, shedding 8.3 per 
cent. But the following Monday a market 
rebound saw the index post its biggest one-
day gain for 11 years, jumping 5.5 per cent.

With this degree of unpredictability, investors 
could be forgiven for being wary of dipping 
their toes back into the sharemarket.

But playing a waiting game can backfire.

Missing out
During periods of market volatility, some 
investors try to guess when share prices 
have reached rock bottom, trying – and 
usually failing – to time their investment. 
Other investors can end up paralysed by 
inaction, only reinvesting when a recovery is 
obviously underway.

Either way, you can miss out on the bulk of 
the market recovery by coming in too late 
when prices have already firmed.

That’s exactly what happened during the last 
market downturn in 2003. Investors moved 
in large numbers to ‘safer’ defensive assets 
such as cash and fixed interest offering low 
returns exactly at the wrong moment. The 
market rebounded strongly by more than 
20 per cent in the space of a few months, 
leaving these cautious investors behind.

Staying in the hunt
In uncertain times, it’s understandable if 
you’re loath to invest the bulk of your savings 
all at once. But there is another strategy that 
could reward you.

Dollar cost averaging – for the smart investor
Dollar cost averaging is a useful investment strategy that can help 
smooth the ups and downs in a volatile market.

It involves making regular contributions into a particular investment – shares or a managed 
fund – over a set period of time. Your fixed investment buys more shares or units when the 
price is lower, and fewer when the price is higher.

Dollar cost averaging is a deceptively simple strategy that can reap surprising rewards. It can 
help reduce risk over a period of market volatility, compared with investing a lump sum. While 
you won’t necessarily obtain shares at a bargain price, you won’t pay too much either. And it 
also saves you worrying about how much to buy or when to buy, giving you peace of mind.

Dollar cost averaging will smooth out the effects of short-term 
market volatility.

Dollar cost averaging at work
Let’s have a look at how dollar cost averaging can work in practice. Imagine you have 
$100,000 to invest in a managed fund.

You have two options:

Option 1. Invest the whole amount at once. Your unit price fluctuates to finish at $1.10 at the 
end of the period. Your initial investment gains 10 per cent to finish at $110,000.

Year Amount invested Unit price Units purchased
Value of investment  

at end of period

1 $100,000 1.00 100,000 $100,000

2 $100,000 0.80 0 $80,000

3 $100,000 0.70 0 $70,000

4 $100,000 0.90 0 $90,000

5 $100,000 1.10 0 $110,000

Option 2. Stagger the investment in regular payments over a set period of time, for example 
$20,000 each month. As the unit price falls, your regular $20,000 investment buys more 
units. When the price increases, the investment purchases fewer units. At the end of the 
period, your initial investment has increased by more than 25 per cent to over $125,000 – 
a significant advance on the lump sum investment. Each unit has cost an average of $0.88.

Year Amount invested Unit price Units purchased
Value of investment  

at end of period

1 $20,000 1.00 20,000 $20,000

2 $20,000 0.80 25,000 $36,000

3 $20,000 0.70 28,571 $51,500

4 $20,000 0.90 22,222 $86,214

5 $20,000 1.10 18,181 $125,371

The difference in the initial investment at the end of the period shows that dollar cost 
averaging has smoothed out the effects of short-term market volatility.

Smooth passage
Dollar cost averaging doesn’t guarantee a profit and isn’t necessarily the optimal strategy for 
every investor in every situation. Investing a lump sum can still be advantageous under certain 
market conditions.

But dollar cost averaging can help smooth out the ups and downs of market volatility and allow 
you to stay in the market while minimising your risk.

And the regularity of the payments means you can easily incorporate the strategy into your 
monthly budgeting.

Contact our office for more information on how dollar cost averaging 
could benefit your financial situation.
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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.


