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Keeping a
nest egg in
afe hands

Sufficient funds and diversification can lower the

financial risks for retirees

GILLIAN BULLOCK

THE prospect of living offyour savings in
retirement can be daunting after a life-
time of receiving a weekly pay packet.

It’s a balancing act between being able
to sleep at night and earning sufficient
funds through dividends and interest to
cover partifnotall your living expenses.

The more money you have in retire-
ment the lower the risk you need to take
to achieve your goals.

Structuring your portfolio correctly to
suit your needs is central to the success of
your retirement portfolio. And it's worth
noting that yourmoney works its hardest
inretirement.

Russell Investmentssays thatforevery
$1 you draw down in retirement, 10¢ will
come from your initial superannuation
contribution, 30c from your investment
earnings in the accumulation phase and
the remaining 60c from your investment
earnings in retirement.

The reason for this is you have the
most money as you embark on retire-
ment and that is why you stand to lose so
much should markets turn sour in those
first years.

Depending on who you talk to, there
are many so-called rules that can be ap-
plied to your retirement strategy, ranging

from different weightings of asset mixes
to choosing an annuity or guaranteed
product as part of your portfolio.

Percentages pop up frequently in plan-
ners’ guidelines. For instance, AXA
North’s general manager marketing and
strategy Barry Wyatt suggests people
take the 40-30-20-10 approach to their
retirement portfolio.

Assuming you have $500,000 in re-
tirement, Wyatt says 40 per cent should
go into a guaranteed income product
($200,000),30 per cent intoa moderately
defensive portfolio such as high-yielding
shares and fixed-income securities
($150,000), 20 per cent into a high-
growth portfolio ($100,000) and 10 per
centinto a cash strategy ($50,000).

Others who push the growth-asset
boat say there is no reason to stop your
70 per cent growth assets, 30 per cent
cash and fixed interest when you may
have 30 years ahead of you.

And many stress the importance of
diversification. Martin Murden of Part-
ners Superannuation Services warns
against having 100 per cent in one asset
class.

“Diversification is necessary in case
something goes wrong,” says Murden.
“Butthesplit depends on the individual. If
youwant$60,000 ayear then if you have
SLmillion you need a9 per cent return but
if you have $2 million you only need 4 per
cent plus afurther 3 per cent for inflation.

“The more money you have the more
conservative you can be. If you only need
7 per cent then it is less than the return a
middle-of-the-road retiree gets. But if

you only have $500,000 then you may
have to be more aggressive to fund your

And that's the point. If you have suf-
ficient funds — a minimum probably of
$1m — plus a life span of a further 30
years, you can afford to ride most down-
turns as you will live through three mar-
ket cycles. It's just a problem if the down-
turn is at the start of your retirement.

Colin Lewis, head of technical services
at Ipac Securities, warns against relying
too heavily on lumpy assets such as prop-
erty, where you may have insufficient
cash flow to meet your pension pay-
ments. If you can't meet your minimum
withdrawal requirement then you will
lose your pension tax exempt status. This
meansthe earnings and capital growth on
the assets supporting the pension will not
betax free, buttaxed up to 15 per cent as if
they had been in the accumulation phase
all along.

And this is an even greater tragedy if
you are over 60, running a transition-to-
retirement pensionand drawing down on
preserved benefits. If you can't meet your
minimum pension payment, the money
drawn down will nolonger be taxiree and
you may hayve to pay your marginal tax
rate andlose the 15 per cent tax offset rat-
her than paying nothing,

Flexibility is also important in a pen-
siomm-
per Advisers says Investments in retire-
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world circumstances change, you
should consider cEanging your invest-

mentstotake advantage ofmarket condi-

tions,” says Smith. “It's all about strategic

and tactical asset allocation.

§ say over the long term you want
to have 70 per cent o?xuur superinvested
in growth assets — that’s vour strategic

assetallocation. If markets drop by 30 per

cent then, all other things being equal
his would reduce the percentage of
growth assets to 62 per cent.
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emotion, then you should be buying back
info the market or at Jeast selling down
Tion-growth assets to fund pension pay-
ments.”

Andrew Heaven of Wealth Partners
agrees with the need to move away froma
set-and-forget approach to your retire-
ment investment strategy, stressing the
importance of ongoing financial advice.

“Say your portfolio comprises 70 per
cent growth:and 30 per cent defensive as-
sets, including one to two years in cash,”
says Heaven. “You don’t need to tie up
two years'worth of cash to provide for in-
come as dividends from growth assets will
top up your cash account. But it’s import-
ant to have an annual review with a pro-
fessional to make sure youare making the
most of the opportunity.”

Whatever investment mix you decide
on, it will largely be premised on yourrisk
profile. And given the global financial
crisis, many risk profiles have become
more conservative than in the past.

Wyatt uses the SMILE mnemonic to
describe risk. S stands for sequencing risk.
For example, if you get three negative
yearsinarowyoucan face negative dollar

‘It's important to have an annual
review with a professional to
make sure you are making the
most of the opportunity’
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costaveraging if you are drawing income.
M is market risk, whereby if the market
falls, say, 6 per cent you don’t have the op-
portunity to buy on the fall because you
are in the decumulation phase.

Tis for the inflation risk, and with infla-
tion running at 3 per cent a year this
means your money is halved every
24 years. L is the longevity risk: because
the average male now lives to 84 years
this means 50 per cent will still be alive
beyond 84. E is the emotional risk.

To handle these risks, Wyatt suggests
using a product such as North, in which
part of your money isin an account-based
pension that will pay a guaranteed mini-
mum return.

Equally retirees might look at some-
thing like the Challenger Guaranteed Al-
located Pension.

But such products and guarantegs
come at a price, not only in terms of ad-
ditional fees but also in opportunity costs
lost. And it’s important to check what
happens when you die. Is there any prin-
cipal left to return to your estate or is the
money gone?

If you have sufficient monies for your
retirement needs, you can probably don’t
need a guaranteed product.

“As you get up to the §1 million mark,
provided your income needs are not out-
rageous, you may not need a guarantee
butyoumightwantaproductthatoffersa
capital guarantee 50 you have money to
pass on to your children,” says Wyatt.

Macquarie's David Shirlow agrees,
saying wealthier clients can often man-
age thelongevitv risk through the under-

lying assets in their account-based
pension. |

“Others may want a pension arrange-
ment that is flexible enough to switch
guarantees on for limited periods such as
in the early years of retirement and then
offagain,” says Shirlow.

If you are in a self-managed super
fund, by choosing direct investments in
equities and fixed income rather than go-
ing through amanaged fund, you can give
yourself greater flexibility to take advan-
tage of changing market conditions while
reducingfees,

Murden cites the case of a couple who!
always made sure they had 10 months®
pension in cash or term deposits matur-
ing over the following 10 months. Every
six months the couple would look at how
much they needed to sell or redeem to
meet their retirement needs. As they
were getting regular dividends from their -
share investments, they had cash coming
in. The couple only sold shares when it
wasin theirbestinterestasthey had made
a capital gain. 4

“Ifyouareinamanaged fundyou have
less control than in direct share invest-
ments,” says Murden. ]

“With a fund you might have to put in
writing that you want to sell and it may
not happen as immediately as a direct in-
vestment.”

Of course with or without a guaran-
teed product, you can always fall back on
the aged pension, which acts as a safety.
net for all Australians. And this may co-
incidewith aperiodin yourlife when your
needs are less than when you first retired.

Diversification and flexibility in your
portfolio are the key components of a
successful retirement lifestyle, but most
important, make sure you have sufficient
fundsin thefirstplace tomeetyourretire-
ment needs. If you have that, you can
afford to take less risk.
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WHEN someone asks me if I've
changed my mind yet and now want one
of Apple’s new iPads, I tell them: “Well,
evenifIdid, I probably wouldn’t want to
snend $2000 on one.”




