Security and Risk

The level of security depends on the type of
bond and the strength of the institution
invested in. If investors have only small
amountstoinvestor cannotreplace lostcapital
they should favour capital guaranteed bonds.

Capital guaranteed bonds provide a
guaranteed return of money and may
guarantee earningsonce credited tothe bond.
Thereisusually no guarantee of the earnings
rate. Guaranteed bondsare now rare.

Managed or growth bondsare market linked
bonds and their value will rise and fall with
marketchanges. They usually investinhigher
risk assets, eg. shares, which have a potential
forgreater gainaswell asloss.

Capital secure/stable bonds are also market
linked butmainly investinlower risk assets, eg.
government bonds and limited exposure to
shares. The value of these bonds can also rise
andfall.

Itis essential to know the type of investments
purchased in the bond and to choose a bond
suitableaccordingtoacceptablerisklevel.

Fees
= Entry fees range from nil to 5%.
= Additional deposits may attract fees.
= Withdrawal feesmay apply.

= Annual management fees are normally
deducted beforethereturnisdeclared.

Investing With Safety

e Past returns are no indication of future
performance.

= Insuranceandfriendlysociety bondsshould
notbe the only investment held.

= Theyshould notberegardedasshortterm
oratcall investments.

= Regular withdrawals should be avoided
and money requiring ready access should
notbe placedinbonds.

= Fully understand the product and its
consequences before investing. Investors
should read thefine printinthe PDS before
investing as this may avoid problemsin
the future.
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What are Insurance &
Friendly Society Bonds?

Bothinsurancebonds (IBs) and friendly society
bonds (FSBs) areinvestmentsmadewithasingle
payment which have a nominal ten year term.
The term may continue pasttenyears.

Investmentearningsaccumulate withinthebond
onaregularbasisand arereceived tax paid after
ten years. Most bonds are unit linked so the
value of the investment, including earnings, is
reflected inthe unitprice. Bondsaremostsuitable
for accumulating money but not for providing
regularincome payments.

Beneficiaries may be nominated including the
proportionoftheassettheyaretoreceive. Inthe
eventofthe death of the owner the proceeds of
the bond are paid, free of further tax, to the
beneficiariesand does not passthroughtheestate
ofthe deceased.

IBsare provided by Life Insurance companies
while FSBsare provided by Friendly Societies.
Life Insurance companiesand Friendly Societies
are regulated by the Australian Prudential
Regulation Authority (APRA) and by the
Australian Securities and Investments
Commission (ASIC).

Product providersmay restricttheamountan
investor canplaceinanindividual bond orwith
aparticularsociety. Theserestrictionsand details
oftypes of assetsthat may be purchased should
be detailed inthe Product Disclosure Statement
(PDS).

Features
e Medium to long term investments which
accumulateearnings.

= Earningsarenotincludedintheinvestor'stax
return unless received within ten years. In
these casesataxoffsetapplies. Aftertenyears,
investmentreturnsare received tax paid.

= Additional contributions of up to 125% ofthe
previousyear'scontributions may be made.
These countas having the same starting date
as the original contribution for taxation
purposes. Thisoption mustbe commenced
by the end of the second year.

= Whereadditional contributions of more than
125% of previousyear'scontributionare made
the 10 year cycle is recommenced from the
date of theadditional deposit.

= Switching between different investment
optionswithinthebond (eg. market linked to
capital guaranteed) is usually possible for a
fee and does not affect the 10 year cycle.

But Remember...
e Earnings are not paid until they are
withdrawn.

= Taxbenefitsmay notbe helpful for pensioners
and otherson lowtaxrates.

= While money inbondsisaccessible they are
notsuitable for regular withdrawals.

= Bondsare deemed for governmentincome
support income test assessment despite
earnings generated not being actually
received. Earningsare reinvested.

Taxation
Insurance and friendly society bondsare often
sold as "tax free" investments. Tax is actually
paid by the company/society each year before
earnings are added to their account. Earnings
oninsurance bondsandfriendly society bonds
are taxed at 30%.

Personal income tax is due upon withdrawal
only. Theamountdue dependsontheinvestors'
tax rate, thetax offsetavailable fromtaxalready
paid by the bond and the timing of the
withdrawal isasfollows:

When withdrawn: Result:

eInthefirst8years: Allearnings
taxable, less tax offset.

2/3rdsofearnings
taxable, lesstax offset.

1/3rd of earnings
taxable, less tax offset.

eInthe 9thyear:

eInthe 10th year:

=After 10years: No tax due, no tax
offset.
eDeath: Taxfreetoestate.

Government Income Support

The full balance is assessed under the assets
test. Incomeisassessed for mostbonds under
the deeming rules. For further details on
deeming rules contact Centrelink's or the
Dept Veterans' Affairs Financial Information
Service or refer to NICRI leaflet Deeming
Accounts.



