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Parity: but what now?

When the Australian dollar reached parity with the US dollar there was
jubilation among some in the media, as if we had won a hard-run race.

Had we? And, if so, where’s the prize?
Why should we have this sense that we
have achieved some holy grail?

The Australian dollar breached parity
three times in as many months late in
2010; by New Year it was commonplace.
The reasons vary: weakening currencies
in the major economies of the US, Europe
and Japan; strong commodity prices

on the back of demand from Asia, and
particularly China; the widening interest
rate gap between Australia and other
countries whose currencies are also
traded frequently.

It's hard for overseas investors not to
want to invest in fixed interest here when
our rates are around the 6 per cent mark.
Offshore rates are significantly lower.
While our official rate is 4.75 per cent,
the official rates of the US, Europe and
Japan are all below 1 per cent.

Monetary easing in the US has kept the
greenback under the hammer. The US
Federal Reserve introduced its second
quantitative easing program (named QE2
but bearing little resemblance to a luxury
cruise). This has seen a flood of money
onto the US market in a bid to stimulate
the economy but there are plenty of
doubters who believe it won't work the
second time around. Printing money

to stimulate national economies has a
bleak history.

Another factor bolstering the Australian
dollar is that we have displayed solid
economic fundamentals, being the
only OECD country to come through
the 2008/09 crisis without going

into recession.

Rebalancing world currencies

Some see the strength in the Aussie
currency as merely a rebalancing of world
currencies between those countries with
high levels of consumption and/or private
debt, and those with low debt.

Whatever the reasons, the strong Aussie
dollar gives us the opportunity for cheaper
travel overseas and to enjoy cheaper
electronic equipment, flat screen TVs

and cars. Lower prices constrain inflation,
which should also help to limit any future
interest rate rises as it will keep annual
consumer price index (CPI) increases
within the Reserve Bank’s preferred 2 to
3 per cent range.

Other winners from a high dollar are
those businesses reliant on imported
materials as they can enjoy the benefits
of lower input costs, and industries such
as agriculture or mining which require
imported machinery.

But can the strength last? Having broken
through the $US1 mark, will our dollar
drop back? The balance of opinion
seems to favour the dollar being around
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Parity: But what now? continued

parity through 2011 — some even think
as high as $US1.10 due to the strength
of demand for our resources.

Of course it's not good news for everybody.
Exporters in particular can feel the chill
from the strong currency. One area hurting
is tourism; another is higher education with
a drop in the number of overseas students
wanting to study in Australia, undermining
an export industry which earned $18 billion
in 2009.

Should you hedge?

To ‘hedge’ is to take steps to insure against
loss. Some resource companies hedge
against currency fluctuations, others don't:
Rio Tinto hedges, BHP doesn’t.

Because the Australian share market
represents less than 3% of the world

share market (MSCI), many investors seek
exposure to iconic international businesses
like Microsoft, Toyota or Apple. In doing so,
these investors may feel some pain from

a strong dollar and wonder if they need

to hedge.

If your money is invested overseas there
will inevitably be currency risk. Indeed,

if the Aussie dollar were to rise enough,
any positive returns could well turn south.

Let’s take a simple example in Aussie
dollars to illustrate the point. Say you had
$10,000 invested in US assets with a return
after fees of 6 per cent and the dollar was ™
at parity. Your return would be $600. But if
the Aussie dollar rose to US$1.05 then the
value of your $10,000 capital investment
would fall to $9,524 and your $600 becomes
$571. So instead of having $10,600, your
principal and return is only worth $10,095.
Conversely, if the dollar were to fall it

would magnify your gain.

%

There is no right or wrong when determining
if it is appropriate to hedge international
investments. There is a small cost involved
as with any form of insurance. If you

don’t hedge, swings and roundabouts will
inevitably influence the return in the short
term but over time the currency impact on
your total return will generally even out.

Parity may well be here to stay for at least
the short to medium term but as in all races
there are winners and losers. If you need
any advice on your international investments
please don't hesitate to contact our office to

discuss your needs.

Aussies remain positive about retirement years

Despite increasing talk about
‘longevity’ risk and the realisation
that people will be living longer
lives, Australians generally have
a positive, active and responsible
attitude towards retirement,
according to a global survey on
retirement conducted by GfK.

The AXA 2010 Retirement Scope survey
revealed an impressive 95 per cent of
working Australians saw their retirement
years as a period in life they had to prepare
for financially. Second only to Canada with
97 per cent and followed by the Czech
Republic with 93 per cent, and the UK and
Belgium with 92 per cent.

But beyond the need to prepare financially for
retirement, working Australians also saw it as
a time to dedicate to leisure, new activities
and socialising.

Eighty-seven per cent of Australians surveyed
saw retirement as a time to take care of
themselves and an opportunity to get
involved in group projects, while 83 per cent
saw it as a time to start or create a new
activity. Spending more time with relatives
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also rated highly, with 78 per cent of
respondents agreeing.

Overall Australians were less focussed on
the negative aspects of retirement, such as
ill health and dependence (38 per cent),
and more focussed on positive aspects

of retirement, such as getting involved

in new activities and having more time

to themselves.

In general, the trend across all the countries
surveyed was for people to put the greatest
emphasis on preparing for retirement,
seeing retirement as a time to take care of
themselves and a time to spend with family.

If you would like to find out
more about the best retirement
strategy for you please make an
appointment with our office.



Ensuring your future

There is little debate that income
protection (IP) insurance is

a valuable form of insurance

for any working Australian.

How does IP work?

IP pays a monthly benefit, usually equal to
a maximum of 75 per cent of gross income,
if you are unable to work due to sickness,
iliness or injury. Your benefit payments
commence after an agreed waiting period
(usually 30, 60 or 90 days), and continue
for the period specified in the policy (the
benefit period), or until you return to

paid employment.

Making it affordable

Many people who want to take up this type of
insurance say that affordability is a barrier.

If they then choose not to take it out, they
are effectively choosing to ‘self-insure’,

ie they hope they won’t need it. However,

the numbers are not reassuring. Each

year approximately 1 million Australians
experience serious injuries or iliness that
either require hospitalisation or prevent them
from working, while approximately 117,000
Australians are ‘permanently unable to

work’ due to illness or injury.? Sobering
figures indeed.

One solution for working Australians is

to take out IP insurance through their
superannuation fund. The superannuation
fund pays the premiums so day-to-day cash
flow for the individual and the family is

not compromised.

Matthew’s story

A common question people ask when
considering this strategy is, ‘What’s the
effect on my long-term retirement savings in
my super fund?’ Each case will be different
and must be assessed on its merits, but the
following case study may provide you with
some insights.

Matthew is a 35-year-old management
consultant, a non-smoker in good health,
and earning an annual salary of $100,000.
He is considering ‘level’ IP premiums, ie

the premiums do not increase with age but
increase via cost of living adjustments or
CPI. He has selected a waiting period of 30
days and wants benefits to be payable until
he is age 65. He also wants the benefits paid
to be the equivalent of 75 per cent of his
salary, adjusted annually for inflation. With a
mortgage and two young children, Matthew
can't squeeze the insurance into an already
stretched budget but he decides to pay for
the insurance from his super fund.

Matthew reviewed four leading insurers, and calculated that the average level premium was
$1,607 per year.

If Matthew does not make a claim over the next 30 years, $70,552 in premiums will be
deducted from his superannuation. This dollar amount is not the full cost to Matthew as he
forgoes the opportunity to earn a return on those funds each year. If his super fund earned an
average of 7 per cent per annum, the foregone compounded return on those funds would have
been $13,785 by the time Matthew turns 65. Taking out income protection through super in
effect reduces Matthew’s available retirement capital by $84,337.1 2

Cost versus benefit

The cost of not being able to work is real. If Matthew was unable to work for a period of
time, what would be the impact on his retirement? There are two aspects to consider.
There is the lost wage itself. But Matthew would still need to fund his living expenses so he
would need to either access existing capital or borrow money to live, both of which are a
cost to his retirement.

Self insure and
cannot work

IP insurance within
super and cannot work

IP insurance within
super and no claim

Matthew is At age 65, At age 65, reduction in At age 65, total loss

unable to reduction in funds funds within super plus from salary and

work for: within super ($) 24% of lost salary and interest foregone or
interest foregone or interest paid ($)
interest paid ($)

1 year 119,040 148,602

2 years 84,337 153,970 298,176

4 years 224,640 600,796

The table above highlights the effect on Matthew’s wealth at age 65 if he was unable to work
for one year, two years or four years. It illustrates some of the dramatic financial (and personal)
effects that occur in these situations.

Assuming the cost of money is 7 per cent, the total cost to Matthew by age 65 would be
$148,602 if he didn't work for one year. There is $107,689 from his loss of income (adjusted
for inflation), plus $40,913 from the compounded interest foregone on existing capital, or paid
out on borrowings to replace the lost earnings. If Matthew had taken out IP insurance, his
available funds at age 65 would be $64,265 higher.

A happy balance

In this case, the significant benefits of taking out IP insurance within superannuation are quite
stark and should be considered seriously. Please contact our office if you would like to discuss
this option further.

1 Assumes inflation of 2.5%. Assumes base premiums remain stable. Taxation is not taken into account under
either scenario.

2 ABS
3 Assumes inflation of 2.5%. Assumes base premiums remain stable. Taxation is not taken into account in either scenario.
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Power of Attorney - taking the first step

Giving your power of attorney to someone is a major step.
It means giving them the right to make financial and
other decisions for you if you are not able to do so.

While their names and specific rules vary
among the Australian states, there are four
different types of power of attorney.

General: gives your financial decision-making
powers to someone else until a specific

date. It lapses on that date or if you become
incapable of making your own decisions.

Enduring: gives another person (or persons)
the power to make your financial and

legal decisions, and continues to apply
even when you are no longer capable of
decision making.

Enduring Medical: appoints a person or
persons to make decisions regarding your
medical treatment on your behalf if you are
not capable of doing so. (This is not a ‘Living
Will’, which is a document recording your
express wishes regarding resuscitation and
other important medical decisions).

Guardianship: empowers someone to act
for you in all areas of your life should you
be incapable of making decisions. It is not
strictly a power of attorney but it works
like one.

Keeping your balance

“Remember that credit is money”
Benjamin Franklin

Remember life without credit cards? It is not
so easy to recall or to imagine what it was
like before the ‘plastic fantastic’ changed
our shopping lives, gave us flexibility in the
way we spend our money, and provided
chances for spontaneous purchases we

did not have before.

But for some people credit cards have
also brought fear, trouble and debt.

Yes, you can cut up your cards and remove
the temptation but that does not increase
your financial discipline. Is there a way to
find the right balance so you can retain the
benefits of credit cards but still maintain
your financial health?

The answer lies in a slightly unexpected
direction - by tightly tying your credit
card spending in with regular budgeting.

Playing your cards right

Many people are attracted to all the good
things about a credit card: ease of use,
monthly repayments, reward schemes, and
less need to carry cash.

To sign over power of attorney you must
be capable of appointing someone and
understand the implications of your action.

But what happens if you haven't signed a
power of attorney and an accident or medical
condition removes your option?

In that case, a statutory official - a Public
Advocate or Guardian - appoints a guardian
for you. The appointee may or may not

be a family member or close friend, and

as a result, decisions regarding your life
and finances could possibly be left to the
Public Trustee.

Most states also have a body which can
review enduring powers of attorney, remove
an attorney, or substitute one if the original
person is no longer able to fulfil that role; or
require the attorney to provide accounts or
submit a financial management plan.

You can buy or download a standard Power
of Attorney form, but if your financial affairs
are complex or cross state borders, or you
have estate planning issues, you should

Recent figures from the Reserve Bank

of Australia (RBA) show people have reduced
cash advances on their cards, no doubt
aware this is an expensive loan option.t
Unfortunately, RBA figures also show that
72.5 per cent of card holders still carry

a card balance forward from one month

t0 the next.?

Stepping forward

What are some practical steps to incorporate

credit cards into your life while avoiding or

managing debt problems?

1 Complete a budget and review it
regularly - it works.

2 Use credit cards to fund personal
short-term cash flow imbalances,
but never to fund cash flow deficits.
If you can’t pay off your credit card
balance after the interest free period
(44 to 55 days from purchase date),
you will go backwards. It's that simple.
Interest of 20 per cent plus is applied
from the purchase date, not the day
after the interest free period ends.

Sources

discuss the details with your financial adviser
who may recommend that you also need
legal advice.

Take action now, because by
the time you need it, it may be
too late.

3 Restructure your debt.
Debt funded by a credit card is expensive,
so consider accessing cheaper funds in
order to pay off debt, like redrawing equity
from your home loan, or taking out a
personal loan with a lower interest rate.

Become conscious of linking your card
spending with your budget. By joining
the two at the hip, you gain the benefits
of sustainable shopping but avoid the
pitfalls of excessive expensive debt.

Good luck!

1, 2 RBA, Credit and Charge Card Statistics: C1, and Additional Credit Card Statistics.

http://www.rba.gov.au/statistics/tables/index.html
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