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Introduction

We explain to potential clients that our objective is to help them become financially well organised and
make smart choices, so they have the best chance of enjoying the financial future they want. We introduce
them to processes we have developed that are designed to ensure that this objective is achieved. We
emphasise that these processes draw on both our considerable experience and the work of eminent
researchers in the fields of financial economics, behavioural science and decision making.

But what does this fine sounding rhetoric mean, in practice. This publication aims to make the value of
financial planning more concrete by examining actual client experiences 6 A G K G KS &2 SI £ 0 K
2 | & 1€ aonymously overviews the changes in the financial situations of ten clients who have agreed to
share their progress over the time they have beenworkingg A G K | 2 S f 1 K C2dzyRlI A2y &

The selected clients are characterised by the length of time they have been with us (minimum of five years)
and their faithful adherence to our advice. Eight clients are in the accumulation stage and two are retired

and in the drawdown stage.

¢2 aasSaa 2dzNJ Of A Sy, énd Qeir progiedIBwaitl acHieving ItheirQiasired findaclk £ (0 K
futures, we track a number of metrics. We briefly explain a couple of the most important and their
relevance (below) before looking at the experience of our ten clients.

Hopefully, what stands out, particularly against the backdrop of fairly unfavourable investment markets
over the periods under examination, is the steady (and sometimes, spectacular) progress of the
accumulators and the resilience of the retirees.

While our clients do most of the hard work, it is their disciplined adherence to the processes -4 KS &2 S £
C2dzy RI U A 2tifaéirBliabR dcteges the desired results. We leave it up to readers to compare their

financial progress with that of our clients and decide whether our approach to financial planning adds

value.
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Key Metrics

The following metrics provide important information regarding I Ot ASyiQa Odz2NNBy i T
Monitored over time, they provide clear evidence of progress toward achieving the financial future desired

by each client.

1. Net Worth:

2. NetInvestment Wealth:

3. Net Investment Wealth/
Net Worth:

The total value 2 ¥ I BdstlleSisfeiis had investment assets,
less their liabilities® LG A& F YSFadaNBE 2F | Of
things being equal, higher net worth suggests a greater capability to

support a desired future lifestyle. However, if too much wealth is
held as lifestyle assets rather than investment assets, net worth
Y& 6S | L3 2N 3dzA R Salong ghe dath tOf A
financial independence.

(p))
<,
[N

It measures the wealth immediately available to live off in the event
the client has insufficient personal exertion (i.e. earned) income to
meet ongoing lifestyle expenditure. Itis O £ Odzt | G S Rnetl
worth less the value of their lifestyle assets. Alternatively, it is
investment assets less liabilities. As a guide to achievement of

Q)¢

financial independence, it is superior to net worth. Again, other
things equal, higher net investment wealth indicates a greater
capability to support a desired future lifestyle. For a more detailed
discussion on the importance of net investment wealth, see & | 2 &
FIN G2 FAYIYOALFT FTNBSR2YE

This ratio focuses on the division of total wealth between lifestyle
and net investment assets. It measures the percentage of net worth
that is held as held as net investment wealth. A low percentage
indicates a high proportion of lifestyle assets while a high
percentage is evidence of a low proportion of lifestyle assets. An
increase in the ratio reveals that an increasing proportion of wealth
is being dedicated to the aim of financial independence.

! The glossary at the end of the document provides explanations of terms used.
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Key Metrics (continued)

4. Retirement Expenditure

Multiple: This critical metric measures the number of years of retirement
expenditure that could be financed from current net investment
wealth. It is calculated as Net Investment Wealth divided by desired
annual retirement (or financial independence) spending (in G 2 R & Q&
dollars). The higher the multiple, the closer the client is to achieving
financial independence. As to how high the multiple needs to be for
FAYFYOALI € AYRSLISYRSyOSs 4SS dzaSs
times. However, it is a complex topic, that is further addressed in
@ 26 YdzOK R2 L ySSR (G2 06S FotS G2
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In the pages that follow, the experience of our ten selected clients is provided in terms of the metrics
discussed above. While the tables and charts provided hopefully tell their own story, we highlight the
following:

At the time of becoming a client, some had made little progress toward meeting their retirement or
financial independence goals. However, since becoming clients, as measured by the metrics, all
accumulators have made steady to dramatic progress toward achieving their desired financial
future;

e This progress was achieved despite occasionally volatile and not particularly favourable investment
markets. While the Global Financial Crisis © & D Gdt t8adk all clients, the accumulators are now in

better financial shape (as measured) as at April 2011 than they were in 2007, just prior to the GFC;

e The retirees have managed to either maintain or increase their net investment wealth, despite the

impact of the GFC and steady drawdowns to meet their retirement lifestyles;

e In addition, while not captured in the metrics, the selected clients had unfettered access to their
investment funds at all times (i.e. they were not invested in any funds that were closed or
restricted) and suffered no permanent loss of capital due to the GFC; and

e Based on conditions as at April 2011, all the selected clients remain on track to achieve their
desired financial futures.
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Client 1: Professional (Accumulation Stage)
Aged 42 when became a client in 2000

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2000 42 1.74 0.23
2001 43 2.47 0.70
2002 44 2.53 0.40
2003 45 2.81 0.43
2004 46 3.86 0.86
2005 47 4.38 1.38
2006 48 5.04 2.04
2007 49 5.95 2.94
2008 50 5.68 2.51
2009 51 5.29 2.14
2010 52 5.94 2.79
2011 53 6.28 3.13
Charts of Key Metrics:
chart1 Growth of Net Worth and Net Investment Wealth

Professional: Client aged 42 in 2000
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Observation: There has been strong growth from a low base in both net worth (12.4% p.a.) and net
investment wealth (26.8% p.a.) over the period.
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Chart2 NetInvestment Wealth as % Net Worth

Professional: Client aged 42 in 2000
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Observation: Other than a fall in 2002 and 2003, reflecting expenditure on planned housing renovations

and a resulting transfer of wealth to lifestyle assets, net investment
has increased strongly.

wealth as a percentage of net worth

chart3 Retirement Expenditure Multiple

Professional: Client aged 42 in 2000
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Observation: The retirement expenditure multiple has risen strongly since 2000 and the client is on track

to achieve financial independence within their desired timeframe.
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Client

2:

Professional (Accumulation Stage)
Aged 44 when became a client in 2000

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2000 44 0.53 -0.20
2001 44 0.73 -0.27
2002 46 0.95 -0.07
2003 47 1.43 0.12
2004 48 1.65 0.34
2005 49 1.91 0.60
2006 50 2.22 0.85
2007 51 3.57 1.24
2008 52 3.49 1.16
2009 53 3.16 0.89
2010 54 3.73 1.44
2011 55 4.38 1.69
Charts of Key Metrics:
Chart1 Growth of Net Worth and Net Investment Wealth
Professional: Client aged 44 in 2000
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Observation: There was strong growth from a low base in both net worth (21.2% p.a.) and net investment
wealth over the period, with the latter initially negative (i.e. borrowings were greater than investment

assets).
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Chart2

NetInvestment Wealth as % Net Worth
Professional: Client aged 44 in 2000
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Observation: A focus on the need to build net investment wealth
precarious position in 2000 but further gains are required.

has seen a strong rise in this ratio from a

Chart3 Retirement Expenditure Multiple

Professional: Client aged 44 in 2000
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Observation: The retirement expenditure multiple has risen strongly since 2000 (from a negative starting
point) and the client is on track to achieve financial independence within their desired timeframe.
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Client 3: Professional (Accumulation Stage)
Aged 46 when became a client in 2001

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2001 46 0.90 0.19
2002 47 1.24 0.42
2003 48 1.50 0.45
2004 49 1.71 0.66
2005 50 1.88 0.42
2006 51 2.24 0.79
2007 52 2.50 1.05
2008 53 2.52 1.04
2009 54 2.49 1.01
2010 55 3.14 1.61
2011 56 3.62 2.09
Charts of Key Metrics:
Chart1 Growth of Net Worth and Net Investment Wealth

Professional: Client aged 46 in 2001
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Observation: There was strong growth from a low base in both net worth (14.9% p.a.) and net investment
wealth (27.1% p.a.) over the period.
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Chart2 NetInvestment Wealth as % Net Worth
Professional: Client aged 46 in 2001
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Observation: Other than a dip in 2005 when housing renovations were completed (transferring wealth to

lifestyle assets), this ratio has risen strongly.

chart3 RetirementExpenditure Multiple
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Observation: The rise in the retirement expenditure multiple is consistent with the client achieving

financial independence within their desired timeframe.
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Client 4:

Business Executive (Accumulation Stage)

Aged 51 when became a client in 2003

Table 1: Net Worth and Net Investment Wealth:

Age of Client

Year

2003 51
2004 52
2005 53
2006 54
2007 55
2008 56
2009 57
2010 58
2011 59

Charts of Key Metrics:

Net Worth (Sm)

6.31
6.89
8.62
11.31
14.57
16.73
17.01
17.59
18.21

Net Investment

Wealth (Sm)

4.22
4.78
5.73
8.24
10.45
12.62
12.89
12.60
13.31

Chart1
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Observation: There has been strong growth from a reasonable base in both net worth (14.4% p.a.) and net
investment wealth (15.5% p.a.) over the period.
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Chart2 NetInvestment Wealth as % Net Worth
Business Executive: Client aged 51 in 2003
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Observation: There has been steady improvement in this metric over time. The client under took planned

increases in lifestyle assets in 2006 and 2010.

chart3 Retirement Expenditure Multiple
Business Executive: Client aged 51 in 2003
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Observation: There has been dramatic progress inthe Of A Sy (1 Q&
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pre-retirement years. The client is on track to achieve financial independence within their desired

timeframe.
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Client 5: Professional (Accumulation Stage)
Aged 50 when became a client in 2004

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2004 50 1.22 0.02
2005 51 1.30 0.10
2006 52 1.42 0.18
2007 53 1.79 0.26
2008 54 1.79 0.26
2009 55 1.72 0.18
2010 56 2.02 0.46
2011 57 2.27 0.71

Charts of Key Metrics:

Chart1 Growth of Net Worth and Net Investment Wealth
Professional: Client aged 50 in 2004
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Observation: Coming off a low base, there was solid growth in net worth (9.3% p.a.) and strong growth in
net investment wealth (66.5% p.a.) over the period.
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Chart2

NetInvestment Wealth as % Net Worth
Professional: Client aged 50 in 2004
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Observation: From an initial position where virtually all net worth was held in lifestyle assets, a disciplined
focus on investment wealth accumulation is bearing fruit.

Chart3
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Observation: The attention to investment wealth accumulation has seen a dramatic rise in the retirement

expenditure multiple. The clientQ a
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Client 6: Business Executive (Accumulation Stage)
Aged 37 when became a client in 2004

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2004 37 2.52 1.09
2005 38 3.12 1.67
2006 39 3.86 2.23
2007 40 4,78 0.34
2008 41 6.99 2.22
2009 42 6.62 2.43
2010 43 8.87 4.39
2011 44 10.02 5.43

Charts of Key Metrics:

Chart1 Growth of Net Worth and Net Investment Wealth
Business Executive: Client aged 37 in 2004
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Observation: There was strong growth in net worth (21.8% p.a.) and in net investment wealth (25.8% p.a.)
over the period.
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NetInvestment Wealth as % Net Worth
Business Executive: Client aged 37 in 2004
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Observation: Other than a dip in 2007 when the family residence was upgraded, the ratio indicates that
the client has successfully resisted the temptation to direct an increasing proportion of rapidly growing

wealth into lifestyle assets.

Chart3 Retirement Expenditure Multiple
Business Executive: Client aged 37 in 2004
16.0
14.0 —
rd
”’
’
s
‘I
120 7
!
/’
7’
10.0 s
’
/
4
8.0 ,’
[
’
-
6.0 i
Y -
”’ N ’l
-~ N ’
4.0 e “‘ !
- . 7
P \ ’
- ’
s ’
2.0 a v
‘ S
\I
0.0
2004 2005 2006 2007 2008 2009 2010 2011
= == = Retirement Expenditure Multiple

Observation: The retirement expenditure multiple needs to continue to rise to meetthe Of A Sy (i

for early financial independence, but they remain on track.
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Client 7: Professional (Accumulation Stage)
Aged 47 when became a client in 2006

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2006 47 3.71 1.57
2007 48 4.54 2.41
2008 49 5.20 3.06
2009 50 491 2.78
2010 51 6.01 3.85
2011 52 6.42 4.26

Charts of Key Metrics:

Chart1 Growth of Net Worth and Net Investment Wealth
Professional: Client aged 47 in 2006
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Observation: There has been strong growth in net worth (11.6% p.a.) and in net investment wealth (22.1%
p.a.) over the period.
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NetInvestment Wealth as % Net Worth
Professional: Client aged 47 in 2006
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Observation: A disciplined approach has seen this client direct surplus income towards their net

investment wealth, resulting in a high (and improving) ratio of investment wealth to lifestyle assets.

Chart3 Retirement Expenditure Multiple
Professional: Client aged 47 in 2006
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Observation: The Of A f‘di;fciﬁliéeﬂ adherence to their planned investment schedule throughout the
period has seen them progress steadily, largely unaffected by the GFC. The client has reached their goal of

financial independence within 5 years.
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Client 8: Business Executive (Accumulation Stage)
Aged 58 when became a client in 2006

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2006 58 6.10 4.12
2007 59 6.28 4.30
2008 60 6.59 4.61
2009 61 6.78 4.55
2010 62 7.96 5.58
2011 63 8.33 5.95

Charts of Key Metrics:

Chart1 Growth of Net Worth and Net Investment Wealth
Business Executive: Client aged 58 in 2006
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Observation: There has been good growth in net worth (6.4% p.a.) and in net investment wealth (7.6%
p.a.) over the period, despite difficult financial markets and the fact that the client has had little
opportunity to add to wealth from net personal exertion income. The chart shows steady progress and
masks significant improvements in long term tax structuring.
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Chart2
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Observation: There has been steady and sound progress over the past 5 years to allow for the planned
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Chart3
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Observation: The client has increased this metric by almost 50% over the past 5 years. In addition, the
Retirement Expenditure Multiple now required for financial independence is significantly lower due to
future tax benefits created. The client remains well placed to realise their desired financial future.
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Client 9: Professional (Retired)
Aged 56 when became a client in 2001

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2001 56 3.86 2.11
2002 57 3.98 2.24
2003 58 5.04 2.27
2004 59 5.21 3.35
2005 60 5.43 3.57
2006 61 6.05 4.19
2007 62 6.26 4.4
2008 63 6.21 4.37
2009 64 5.52 3.67
2010 65 6.08 4.23
2011 66 6.12 4.27
Charts of Key Metrics:
Chart1 Growth of Net Worth and Net Investment Wealth

Retired Professional: Client aged 56 in 2001
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Observation: Both net worth and net investment wealth remain above their respective levels at the time
2T GKS Of A Sn2ad3 @spited $170,808 praSrafifemeht lifestyle and the GFC.
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Net Investment Wealth as % Net Worth
Retired Professional: Client aged 56 in 2001
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Observation: A disciplined focus on growing investment assets rather than lifestyle assets meant that the
client was well placed to handle the GFC without the need for lifestyle adjustments.

chart3 Retirement Expenditure Multiple

Retired Professional: Client aged 56 in 2001
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Observation: A retirement expenditure multiple above 35 indicates a very strong capacity to handle

financial storms.
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Client 10: Professional (Retired)
Aged 59 when became a client in 2005

Table 1: Net Worth and Net Investment Wealth:

Year Age of Client Net Worth (Sm) Net Investment
Wealth ($m)
2005 59 3.20 1.80
2006 60 3.38 1.99
2007 61 3.47 2.06
2008 62 3.26 1.89
2009 63 3.01 1.63
2010 64 3.19 1.81
2011 65 3.18 1.80

Charts of Key Metrics:

Chart1 Growth of Net Worth and Net Investment Wealth
Retired Professional: Client aged 59 in 2005
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Observation: Despite an $80,000 p.a retirement lifestlye since becoming a client in 2005 and the GFC, net
worth and net investment wealth remain at around 2005 levels.
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NetInvestment Wealth as % Net Worth
Retired Professional: Client aged 59 in 2005

Chart2
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Observation: The GFC resulted in this ratio falling below 2005 levels, but it has since largely recovered.

RetirementExpenditure Multiple
Retired Professional: Client aged 59 in 2005

Chart3
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Observation: While the GFC resulted in the retirement expenditure multiple falling below our preferred
retirement level of about 25, the client remains well placed to realise their desired financial future.
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Glossary

Accumulation stage:

Business Executive:

Financial Independence:

Investment Assets:

Liabilities

Lifestyle Assets:

Net Investment Wealth:

Net Worth:

Professional:

Retired or Drawdown stage:

The client is not drawing on net investment wealth to fund lifestyle
needs. After-tax earnings exceed ongoing lifestyle expenditure, allowing
the accumulation of investment wealth.

E.g. a company director, senior business executive, banker.

The situation when a client has sufficient net investment wealth to
support their desired lifestyle, without the need to work. Work is a
choice, rather than a necessity.

Assets that are expected to provide income and/or capital growth to
fund ongoing lifestyle expenditure when a client has insufficient personal
exertion (i.e. earned) income. The assets may be held either inside or
outside the superannuation environment.

Amounts owing to third parties, mostly comprising borrowings and
outstanding tax obligations.

Assets that are essentially used for personal enjoyment or consumption
e.g. the family home, a holiday house, motor vehicles, personal effects.
These assets are not intended to be disposed of to fund lifestyle needs.

t Saa GKS ¢
It is a measure of the funds

I OfASyiGQa ySi ¢2NIK
is investment assets less liabilities.
immediately available to live off when the client has insufficient personal
exertion (i.e. earned) income to meet ongoing lifestyle expenditure.

Thevalueof i KS G201 f 2F |
less their liabilities i.e. their total wealth.

Ot ASy Qs f

E.g. a doctor, dentist, partner in a law or accounting firm, engineer,
teacher.

The client is drawing on net investment wealth to fund lifestyle needs.
Even though there may be some personal exertion income, it is
insufficient to meet ongoing lifestyle expenditure.
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About Wealth Foundations

Wealth Foundations is an independently owned personal financial advisory and wealth management firm.
We distinguish ourselves by helping people make smart decisions to better manage their wealth and
achieve their desired financial future.

Matters relating to money, finance and wealth are highly emotional. Everybody seems to have opinions,

usually based on anecdotes rather than evidence. Fear and greed, together with other negative emotions,

often drive decisions. There is also a massive product driven industry out there preying on and exploiting

those emotions.

LY FTRRAGAZ2YZ |y |fyzald dzyft AYAGSR | @lnforindtionfinfthed @ 2 F
media masquerades as and is often confused with financial knowledge and wisdom. There is a high level of

Ay 2Nl yOS NBIIFINRAY3I gKIG g2N)Ja FyR ¢gKFiG R2SayQi
with an alarming lack of awareness or acknowledgement of that ignorance.

Not surprisingly, people often make poor decisions that objectively are not in their best interests.

We can help you avoid the common and not so common personal wealth management pitfalls. We help
you handle the inevitable emotional pressures and make decisions that our experience and the best
available science suggest are most consistent with the life outcomes you want. As a result, not only are you
more likely to achieve your financial objectives, but you can devote more of your valuable time and energy
to pursuits where you have genuine expertise and/or enjoy.

If you would like to take a first step towards:

. having your personal wealth managed with a level of professionalism that you demand of
yourself in your field of expertise;

o Syea2eiy3a GKS LISIFOS 2F YAYR GKIFG O02YSa FTNRY |
decisions most likely to secure the financial future you want for you and your family; and

. the confidence and assurance that comes from having a partner committed and most capable
of contributing to your wealth management success

then call us on 02 8249 8176 to discuss if our service would be of value to you.

Please feel free to send this eBook to friends and colleagues.

To find out more about our service, visit www.wealthfoundations.com.au. For our views on typical financial planning
issuessignupforourd { Y NII 5SOAaAirzyaé¢ of 213
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