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Applications of Finance

When Tim retires at age 67, he wishes to withdraw all his superannuation as a
lump sum and use that to invest in an annuity that pays him $60,000 each year for
16 years. This $60,000 income comprises of part principal draw down on the lump
sum he invested and part interest he earns from the return on his lump sum. Tim
can earn a 4% p.a. return on his lump sum investment. By the final year, he will
have drawn down his initial investment to 0. Based on these terms, calculate the

lump sum amount of superannuation Tom needs to have at 67, in order to achieve

his target payment of $60,000 each year for 16 years. Answer: s

Tim now wishes to know whether he can reach the lump sum of superannuation
required. He is currently 21 years old and having just moved to Australia, has $0 in
superannuation. He earns $35,000 each year which he expects to increase by at
least the annual inflation rate of 1.5% p.a.. He has to contribute the mandatory
9.5% of his annual salary into a superannuation fund which is forecasted to earn
5% p.a. in the long run. Upon reaching retirement age, calculate the amount of

superannuation accumulated and identify whether it is sufficient or not to meet his

retirement plans. Answer: s

(Each blank completed correctly is worth 5 marks)




