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HOW INVESTORS CAN DOUBLE THEIR MONEY IN 10 YEARS

e By Stephen Hart
Stephen Hart outlines a low-risk strategy to double an investor’s money in 10 years.

Property investors commonly discuss 7 per cent compound returns as enabling investors to
double their money in ten years. My simple calculation below shows this to be the case. While
| don’t quite arrive at $200 in year ten, interest in this instance is only compounded annually.
So having

7 per cent interest compounding more frequently should enable me to double my money in
ten years.

Residential and commercial property returns have started to decline and those with a vested
interest in the sector have begun stating the investment should be for the long-term of 20 or
30 years. These returns look far more attractive than those of the past few years.

The RP Data-Rismark Home Value Index has shown a national decline in average home
prices of 1.5 per cent in the year to April 2011, partly offset by a rise in rental yields over the
same period, with houses returning a gross 4.2 per cent and apartments a gross 4.9 per cent.

Figure 1

Start value Rate of Return Interest earned in End value
1 £100.00 7.00% $7.00 $107.00
2 £107.00 7.00% $7.49 $114.49
3 £114.49 7.00% $8.01 $122.50
4 £12250 7.00% $8.58 $131.08
5 £131.08 7.00% $9.18 $140.26
B £140.26 7.00% $9.82 $150.07
7 $150.07 7.00% $1051 $160.58
] £160.58 7.00% $11.24 $171.82
9 $171.82 7.00% $12.03 $183.85
10 $183.85 7.00% $1287 $196.72

Seurce: G Sacorme Overall, the

median returns would be well short of the sought-after 7 per cent compound return (see
Figure 1).

According to research by the Australian Prudential and Regulation Authority, the average for
superannuation returns (from 255 entities surveyed with at least $50 million in assets) in 2010
was just 4.1 per cent — a poor result.

Worse still, if you consider the UBS Composite Government Bond Index (0-5 years) returned
5.46 per cent in 2010 and we consider these bonds “risk free” assets. Superannuation funds



obviously invest in a range of assets, but they also charge management fees. No wonder
there has been such a big shift to self-managed super funds (SMSFs).

Volatile equity markets make returns uncertain, but if investors want a known return for a set
period without committing to the very long-term as property advisers advocate, or need a
better return than 4.1 per cent to sustain themselves through retirement, fixed income
investments can provide known 7 per cent returns.

Figure 2  For retail investors (350,000 minimum investment)

Issuer Coupon Type Coupon,/IM Yield
HBOS Pic Fixed 6.75% 19.87%
AXA SA* Fixed 7.50% 10.35%
Prasco Pry Lid Fived 7.13% 8.00%
Veno Insurance Ltd Fined 6.15% 1.0r%
National Wealth Management Fined 6.75% 7.54%
Suncomp Metway Insurance Lid Fied 6.75% 7.45%
Rural Bank Fined 9.50% T.43%
Leighton Finance* Fixed 9.50% T.41%

Modes: *Mindmum § 100, 000 parceds
Source: FIG Secunbes - yekd af 20 June 2011

Ll Figure 2 and
Figure 3 show a range of securities available to retail investors that will deliver a yield as
stated, if they hold the security to maturity. Each of the securities has different risk/reward
characteristics.

The best option for a known return is to invest in fixed rate bonds. The coupon you receive
will not change through the life of the bond.

Figure 3  For retail investors (550,000 minimum investment)

Issuer Coupon Type Coupon,/IM Yield

HBOS Pic Floating 0.26% 19.28%
AXA SA® Floating 1.40% 10.33%
Dalrymple Bay Coal Terminal (BEI) Floating 0.37% 7.82%
Vem Insurance Lid Floating 0.70% 7.70%
Suncormp Metway Insurance Ltd Floating 1.00% 758%
National Wealth Management Floating 0.63% T.28%
Morgan Stanley Floating 0.47% 7.16%

Notes: *Masimum £ 100,000 pavels
Source: NG Securibes - pekd al 20 Juse 2011

Wikncatah You'll see in
Figure 2 that the yield can be higher than the coupon. In this instance, the bond is trading at a
discount to (less than) the face value of $100. The reverse is also true, where a lower yield
means the bond is trading at a premium (higher than) face value.

For example, the Rural Bank bond — the bank now being 100 per cent owned by Bendigo and
Adelaide Bank — was trading at $106.50 with accrued interest of $3.359 to give a total price
for $100 face value bond on 20 June of $109.859. If an investor paid the premium to acquire
this bond and held the bond until maturity when they would receive $100 face value, they
would incur a capital loss.

There are also some floating rate notes available that deliver yields of over 7 per cent,
however, the coupon component of the return is linked to an underlying benchmark, in most
cases the Bank Bill Swap Rate (BBSW).



The coupons are reset quarterly so that the ultimate yield will be influenced by changes in
economic conditions that are reflected in BBSW and the cash rate. In other words, the yield is
not guaranteed to return over 7 per cent for the life of the security.

Figure 4.  For wholesale investors ($50,000 minimum investment)

Issuer Coupon Type Coupon/IM Yield*

Swiss Reinsurance Fixed 7.64% 1039%
Suncorp Metway Insurance Lid Fixed 6.75% 8.16%
Rabobank Nederland Freed 6.42% 7.65%
Stockland Trust Management Fixed 8.25% T.16%
Mirvac Captial Pty Ltd Fieed 8.00% 7.09%
Swiss Reinsurance Floating 117% 10.58%
Bank of Queensland Floating 3.75% 8.42%
Rabobank Nederdand* Floating 0.67% 7.66%

Notes: “Minimam 5 100,000 parcels

Sowrce: FNG Secoaities - ek at 20 june 2011
MO Figure 2 and
Figure 3 show bonds available to retail investors. Those that satisfy the “wholesale investor

test” also have access to the following bonds (see Figure 4).

Rabobank and Investec also offer term deposits with a 7 per cent interest rate or more (see
Figure 5). One of the downsides with five-year term deposits is that you lock away your funds,
and if you require access before maturity, banks usually charge a break-fee. Bonds compare
well here, as they can be sold at any time.

Figure 5.

Term Deposit Issuer Min Imvestment Term Rate Interest Paid
Rabobank £1,000 5 years 7.00% Annually
Invesstiec - Retail Client $25,000 5 years T.18% Annually
Imesstec - Wholesale Client $150,000 5 years 7.33% Annually

SR WWW, o - 24 June 2011
i, BvTCkEPOSIE G0 - pricess 8 24 June To double your

money in ten years you will need to reinvest returns to compound the interest. The current
Rabobank term deposit with a minimum investment of only $1,000 would help achieve your
goal.

Stephen Hart is head of planner services at FIIG Securities.

Note: This article was written on 20 June 2011.
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