
The first mistake 

  

 Spend in the wrong 
order 



Remember... 

The average person will pay 
their commitments  but will 

never save a cent! 



The Average Budget 

Fun 

Investing 

Essential  

Spending 

Discretionary 

Spending 



The Winner’s Budget 

Fun 

Investing 

Essential  

Spending 

Discretionary 

Spending 



The second mistake 

 

Don’t understand 
compound interest 



Compound Interest – the 8th wonder of the world 

 

Time and rate 



Two years 

$1,000 a month @ 
6% = $25,000 

 

$1,000 a month @ 
12%  = $27,000 

 

 



Thirty years 

$1,000 a month @ 
6% = $1 million 

 

$1,000 a month @ 
12%  = $4 million 

 

 



$100,000 loan @7% - Total Interest 

5 years  $19,000 

10 years  $39,000 

30 Years  $140,000 

50 years  $260,000 



The third mistake 

  

 Don’t understand how 
little things add up   



Just $2.80 a day ($1,000 a year) 

• Start October 1981  

 $164,000 
 

• Start May 1983 

 $122,000 
 

• Start May 1985 

 $89,000 



$1,000 a year 

$164 000  

@ 10% for 40 years  

= $9,000,000 



Target = $9 million 

Invest $1,380  

for 40 years  

= $662 400 



The fourth mistake 

  

 Think property is the 
only investment 



    BRISBANE SYDNEY PERTH 

Year AWOTE House prices Times earnings House prices Times earnings House prices Times earnings 

1977 14,410 31,000 2.15 43,000 2.98 33,400 2.32 

1987 23,608 62,000 2.63 119,900 5.08 61,200 2.59 

1993 31,356 125,000 3.99 186,500 5.95 107,200 3.42 

1995 34,372 134,000 3.90 200,700 5.84 127,500 3.71 

1997 36,972 134,000 3.62 235,000 6.36 131,000 3.54 

1998 38,688 142,000 3.67 266,000 6.88 139,600 3.61 

2000 41,600 143,000 3.44 301,600 7.25 152,800 3.67 

2006 55,016 330,000 6.00 521,500 9.48 415,000 7.54 

2010 65,000 443,000 6.82 637,000 9.80 575,000 8.88 









Bought May 1990 

 

Cost    $500,000 

 

Value now  $1,000,000 



Bought May 1990 

Cost     $500,000 

Value now   $1,000,000 

 

$500,000 invested in ASX Accumulation Index in 
May 1990 

 

= $3,486,000 

 



The fifth mistake 

  

Don’t understand risk 



Credit Risk 

You lose your money as the 
institution goes broke 



1960 



1960 





2006 



2007 



Market Risk 

The value of your asset drops 

 

E.g. gold or BHP shares 











February 2009 



Source: Courier Mail, 1 August 2009, page 68 



Source: All Ordinaries Index return – Source GSJBWere, Perennial, IRESS. 

Source: The Financial Review, 3 October, 2009 





Quality Assets (in theory) 



Quality Assets (in practice) 



Quality Assets (in practice) 



Returns of Australian shares since 1880 

All Ordinaries Accumulation Index 

(capital growth + dividends) 
 
 

 

 



Decade vs Average Return 

Decade         Average Return 

1880s   +15% 

1890s   +7% 

1900s   +12% 

1910s   +8% 

1920s   +14% 

1930s   +10% 

1940s   +9% 

1950s   +14% 

1960s   +13% 

1970s   +10% 

1980s   +21% 

1990s   +13% 

2000s   +14% 

 
 

 

 



Negative Years Per Decade 

Decade    Negative Years 

1880s   1 

1890s   2 

1900s   1 

1910s   2 

1920s   1 

1930s   2 

1940s   1 

1950s   2 

1960s   2 

1970s   4 

1980s   4 

1990s   3 

2000s   1 

 
 

 

 



Best Year and Return 

1883   +29% 

1895   +26% 

1903   +22% 

1919   +19% 

1922   +21% 

1933   +26% 

1942   +18% 

1959   +44% 

1967   +43% 

1975   +55% 

1983   +67% 

1993   +44% 

2009   +34% 

 
 

 

 



Worst Year and Return 

1889   -1% 

1891   -10% 

1901   -3% 

1915   -4% 

1929   -5% 

1930   -30% 

1941   -6% 

1952   -13% 

1965   -8% 

1974   -26% 

1982   -14% 

1990   -18% 

2008   -40% 

 
 

 

 



This decade to end 2008 

 

2000  5% 

2001  6% 

2002  9% 

2003  16% 

2004  26% 

2005  18% 

2006  19% 

2007  15% 

2008  40% 

 



This decade as at NOW 

2000  5% 

2001  6% 

2002  -9% 

2003  16% 

2004  26% 

2005  18% 

2006  19% 

2007  15% 

2008               -40%  

2009  34% 

2010    8% 

2011                6% (to end June) 

 
Source: www.asx.com.au 



The sixth mistake 

  

 Always back last year’s 
winner   



The  tale of 2 switchers 

• Start 1900 

• Invest $1 

• Psychic switched to best on Jan 1 

• Other switched to last years best 



The  tale of 2 switchers 

• By 2000… 

 Psychic has $US 9 quintillion 

 

• Other person has just $783!!! 



Budget Measures 

• 50% Tax Discount on interest income 

• Applies to interest from accounts or from bonds  

• Starts July 2011 (now 2012) 

• Limit $1000 a year  

• Worth $150 for a 30% tax bracket person – young? 



Better Options 

• Pay off mortgage 

 

• Place in offset account 

 

• Place within super 



Super co-contribution 

• Reduced from $1,500 to $1,000 

 

• Thresholds $31,920 to $61,920 (frozen til 20/11/2013) 



Employer Super 

• Currently 9% - to be progressively raised to 12% by 
2019/20 

 

• Does not start to change till 2013/14 when it moves 
to 9.25% 



Private Health Insurance! 

• Health Rebate 

 

• 30%  to $160,000 ($80,000) 

 

• 20%  to $186,000 ($93,000) 

 

• 10%  to $248,000 ($124,000) 

 

• Then ZERO 

 

 



Medicare Levy Surcharge! 

• 0%  to $160,000 ($80,000) 

 

• 1%  to $186,000 ($93,000) 

 

• 1.25%  to $248,000 ($124,000) 

 

• Then 1.5% 

 

 



Super - Concessional Caps 

• Now $25,000 indexed for under 50’s 

 

• $50,000 (non-indexed) for 50 and over till June 2012 

 



Super – Concessional Caps May 2010 

• After June 2012 can still put in $50,000 if super 
balance under $500,000 

 

• Super - Concessional Caps May 2011 

 

• Changing to $25,000 plus standard indexed cap 

 

• Assume $55,000 by June 2012 

 



Breaching the cap! 

• Potential penalties up to $139,500 

 

• From 1 July 2011 $10,000 excess OK if first offender 

 

• NO RETROSPECTIVITY 



Some clever strategies... 



Don’t confuse the box with the contents… 



Superannuation – basic principle 

Superannuation is NOT an asset. 
 
It is a basket that holds other 
assets, such as cash, shares and 
property. 



Salary Sacrifice 

• Reduce your salary 

 

• Have the boss pay the bill 

 

 



Salary Sacrifice 

• Earn $80,000  

 

• Reduce to $65,000 

 

• Boss pays $15,000 of expenses for you  

 

 



Pay Life Insurance from Super 

• $2,000 a year premium 

 

• If after tax need $4,000 pre tax  

 

• Sacrifice $2,400 = $2,040 net 



Co-contribution 

• Tapers from $31,920 a year to $61,920 a year 
 

• Under 71 
 

• Up to $1,000 per year paid directly to your super fund 



$20 a week! 

• Age 18 

 

• Contribute $1,000  

 

• At 23 $20,000 with co-con 

 

• Leave alone – earn 10% 

 

• $1.3 million EXTRA at 65 
 

 



How much is enough? 

Rule of thumb: 

12 x your expected expenditure 



Mr Average: age 51 $58,000 p.a. 

• $125,000 in super now 
 
• Needs $757,000 at 65 
 
• To produce $3,500 a month (today's dollars) 



Super at retirement 

Age 65  =  $560,000 
 
Age 66  =  $617,000 
 
Age 68  =  $747,000 



Age 44 - $29,000 p.a. 

Rely on 9% from boss 
 

$209,000 at age 65 
 

Add $5,000 a year via salary sacrifice 
 

Extra $296,000 at age 65 
 

Add $1,000 a year undeducted plus $1,000 co-contribution 
 
Extra $177,000  

TOTAL  $682,000 



Boost returns 

Age 40 - $90,000 a year  
 
$50,000 in share trusts 
 
At 65 if left outside super $223,000 less CGT 
 
Cash in now 
 
After CGT $46 000 
 
In super $383,000 
 
Gain = $160,000 plus 



Transition to retirement 

Age 58, with $400,000 in super  
 
Earns $130,000 a year  
 
Salary sacrifice $50,000 a year 
 
Loss to net pay $30,250 
 
Gain to super $35,000 
 
Start Retirement Pension $20,000  
 
Outcome = $146,000 extra in super at age 65 



Transition to retirement 

Age 55 
 
Super $150,000 
 
Earns $55,000 a year  
 
Salary sacrifice $18,500 a year 
 
Start Retirement Pension $15,000 
 
Outcome = $57,000 extra in super at age 65 



A smart strategy 

Start a sinking fund! 



A case study 

P & I loan   $150,000 
 

Interest rate  7% 
 

Payments   $1,742 a month (10 years) 

 



A case study 

P & I loan $150,000 
 

Interest rate  7% 
 

Payments   $1,742 p.c.m. ($2,879 pre tax) 
  over 10 years 



Interest only 

Loan repayments   $875 p.c.m. (interest only) 
 
Sinking fund           $2,004 p.c.m. 



Sinking fund super contribution 

Contribution $2,004 
Entry Tax            300 
 
Net    $1,704 



After 10 years 

$330,000 extra in super 
 
Withdraw $150,000 for loan 
 
= $180,000 over 



Or… 

Leave $330,000 to grow  
 
Withdraw $10,500 a year for interest  
 
= $640,000 in another 10 years 



Contact us 

Sign up for your free newsletter at www.noelwhittaker.com.au 
 

 

 


