Sample SOA Insert

1.1.1. Invest into a T-Zero or T Zero Plus investment

We recommend that your SMSF invests $100,000 into a T Zero Plus investment.

	Type
	From
	To
	Amount
	Owner

	Investment
	Available Cash
	T-Zero Plus
	$100,000
	SMSF


This is a unique unlisted Fixed Interest hybrid investment product offering Investors a high level of tax-exempt returns. T-Zero Plus securities are great value when viewed on a Risk / Return basis. There is an element of portfolio protection in the form of significant underlying capital guarantees, while the returns are highly attractive when compared to other fixed interest securities. In addition, the Issuer of this product has received an AA Credit Rating from Standard & Poors, which is the same as that awarded to the 4 major banks for their ability to pay the maturity value.

This type of security does not pay any income (Zero Coupon) and provides Tax Free returns. Upon maturity, all income and capital growth are realised. For superannuation investors the gains are Tax Exempt on maturity and do not need to be reported in the SMSF's return.

Investors are able to choose terms of either 5 or 10 years. By selecting the T Zero Plus option you are able to top up your investment with additional savings of approximately 2% of the original purchase price per annum. This is a key benefit of the T Zero Plus option over the regular T Zero option and is recommended for the SMSF's portfolio to improve flexibility.

It is important to note that there are no fees charged within the T-Zero Plus security and that the Management Expenses Ratio (MER) is also effectively zero.

1.1.2. Investing into the T-Zero Plus (Advantages and Disadvantages)

Before the popularity of Managed Funds emerged, most Australians used Whole of Life policies to save and invest. The Outlook Group Pty Ltd buys these, strips out the life insurance and converts these to 5 or 10 year Endowment policies. They are then marketed to investors under the brand name of T Zero or T Zero Plus securities. The policies have retained their prior asset value, even though the life insurance has been removed

Benefits of investing into the T-Zero Plus

· Tax Exempt / Tax Advantaged Gains (30% Tax credits or exemption with no annual tax reporting)

· No Fees → 0% MER

· 7-10 day liquidity

· Yields over Bond Rate - (typically 2.0-4.5%)

· No Income – Growth only Bond – (Zero Coupon Bond)

· Significant underlying Capital Guarantees

· ATO written opinion on tax outcome of investment (at time of transacting)

· No withholding taxes

· Hedge against capital loss in rising interest rate cycle

· Low Investment Volatility, due to rising guarantees

· Investors can Top up Investment by choosing a T Zero Plus

Disadvantages of investing into the T-Zero Plus:

· The Net Present Value (NPV) pricing model assumes when calculating the Forecast Maturity Value (face value), that the underlying bonus rates published by the Bond Issuer do not change between purchase and maturity. If they do change, then the estimated face value, could rise or fall based upon the underlying bonus rates that the Bond Issuer credits. The longer the bond duration, generally the lower the sensitivity to under or over performance of the bond by virtue of a change in the forecast face value

· Assets held in the Statutory #1 fund of the Issuer back the investments and the underlying bonuses being credited. A reasonable measurement of the default risk is the Standard & Poor’s rating of “Financial Strength Rating” of the issuer, which applies to the product. This is currently AA and considered a remote risk.

· The Bond Issuer must manage these statutory assets in accordance with the Commonwealth Life Act 1995, which provides prudential and capital adequacy disciplines upon the Issuer.

· The investment can be redeemed for cash on any working day for the Surrender Value of the underlying traditional policy. This payout may take up to 2 weeks to complete. The payout will be less than the forecast IRR of the bond as the Issuer discounts the true value of the security for early encashment. Investors would normally expect to receive more than the sum offered by the issuer if they sell their product back to the Secondary Market, thereby reducing the encashment discount. 

· The actuaries of the Issuer undertake a process of smoothing the crediting of bonuses to the underlying traditional policies. This process eliminates part of the bonus rate volatility risk, but not all. 

· Written ATO Advance Opinions have been obtained in relation to the securities. These are not a Product or Private binding ruling, but provide a strong measure of taxation certainty. The ATO’s administration of tax laws may change or the government may change the taxation regime after the date of purchase.

· The underlying policies provide significant Capital Guaranteed components of the investment. These are not fully available until maturity of the bond or earlier death of the original insured owner.

