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Good afternoon everyone, and thank you to Citigroup for the opportunity to talk here today.

The last year has been an exciting time for Challenger as the changing environment we have been 
witnessing in the financial sector has been constructive in growing peoples awareness of Challenger’s 
products and message.

These trends, if anything are accelerating and resonating more and more with investors.



Today I am going to spend time on three areas:

Firstly I would like to give you some insights into the strong growth we are seeing across our 
business and in particular the sales numbers we released last week.

There has been significant focus on our Annuity sales, which is pleasing, however we are also 
seeing strong growth across our boutique funds management business and in addition we are 
getting traction and developing a strong pipeline in our Aligned Investment  business.

Secondly I would like to talk to the changing face of the retirement sector. 

We believe that these changes are structural and permanent as opposed to transient or cyclical and 
are leading to an increased focus on fixed income style products. 

Importantly this is being driven by 
• demand from investors to own these products and 
• should be driven by a demand  from the financial sector and regulators to increase the supply of 

long-term finance in the economy.

And finally, I would like to talk to what Challenger is doing to capitalise on these trends and where 
possible supercharge them.

2



3

I’ll firstly focus on Challenger’s strong growth in annuities and funds under management.



As you may be aware, Challenger released numbers last week that reinforced the message that there is a 
long term structural shift going on in the retirement sector.

Challenger’s quarterly sales were once again a record, and have continued a trend that began in 2005, 
which has seen our sales increase at a 30% rate year-on-year for over 5 years now. 

This growth equates to almost a seven fold increase in sales over this period.

Specifically in the last 3 months our retail sales were up 40% on the prior corresponding period and up 47% 
from the average quarterly rate through the previous financial year.

Although still early in the 2011 fiscal year, these numbers put us in a confident position to hit our fiscal year  
targets of 20% growth in flow and 5% growth in FUM.

Over the course of 2010 we have spoken to the market about our new annuity product that sits on 
investment platforms. 

This product allows us to reach financial advisors who are 100% platform based. 

We had always estimated that traction on this product would kick in over this half and it is pleasing to see 
that these sales are materialising and are in line, if not better than our targets.

When we report on our half year results in February we will take the opportunity to update our sales targets 
for FY11.
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With our boutique funds management business we are seeing a similar story. 

Sales have been particularly strong with FUM now standing at circa 12billion, up 5 billion from last quarter.
We have seen a significant increase in FUM this quarter which has been led by the establishment of the 
Alphinity Investment Management business and the announcement of a new small cap boutique. 

Both these businesses were seeded with FUM transferred from Challenger. 

In addition to this we have seen a very strong organic sales into our boutiques totalling 1.5billion for the 
quarter and asset growth added a further 400million.

Pipeline continues to be robust across these funds and we would hope that the final quarter of the calendar 
year would also see a continuation of this trend. 

Importantly the performance of these funds has continued to be sound across the suite.



Aside from our boutiques we have been paying particular attention to our institutional clients and how 
Challenger can use its core investment and risk management skills to add value for these customers. 

Over the course of the year we have seen a material new flow of business into institutional guaranteed 
sales via our GIR product. 

This involved taking our core balance sheet skills which we had only offered to retail customers and 
designing products that would have relevance to institutional customers we had relationships with.  

This strategy has had significant early success and we continue to work on growing our business in this 
space.

We also have been having fruitful discussions with institutional investors around our ability to manage funds 
which are concentrated on our core competencies in fixed income, property and Infrastructure.

We have found that our Aligned Investments model resonates well with institutions for three main reasons:

1. People like to see skin in the game and alignment of interest via co-investment.
2. They take comfort from our APRA regulated investment and risk policies
3. They are seeking a manager who is also focussed on matching long-dated liabilities

So far this has led to a property debt mandate from one of Australia's largest industry funds which we have 
all but filled and we hope to be able to soon announce further mandates in this area. 

Currently we have circa 750 million of these mandates at a later stage of negotiation and a further pipeline 
we would hope to build throughout 2011.

In recent months we have also gained increasing support from asset consultants with our distinctive 
approach in this area.
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I would now like to spend some time on trends in the retirement sector.
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The first trend I would like to concentrate on is the trend to products providing absolute returns in 
retirement.

Australia has done a stellar job of building a retirement system, the size of which is enviable on a global 
basis. This system has been built up with a particular emphasis on asset allocations to equities. 

As the system only started in earnest in the 1990’s and will take 40 years to fully mature, it is perhaps 
understandable that the focus was more on accumulation via a riskier asset portfolio than on stable 
retirement income streams via products that offer a guaranteed outcome.

Given this bias, the focus and the mantra of the industry has been very much that “over the long term” a 
high weighting to risky assets is appropriate as “markets always recover”.

Unfortunately whilst this may be true for accumulators it is not correct for retirees.  Retirees start with 
essentially a finite pool of capital that they withdraw along the way.  This creates huge leverage to negative 
outcomes in the early years of retirement.  What this means is, whilst the market recovers over the long 
term a depleted capital position will not allow recovery of the retiree’s income stream.

If I can focus on the chart I have put in the slide pack, it shows the mathematics of retirement using the 
experience of the past 4 years.  If we start with the simple case of a 20 year annuity purchased in 
December 2007, it would have provided an income on a yearly basis of $8.93 per $100 invested. These 
are the blue bars in the chart. The green line in the chart shows the capital depletion through time of the 
annuity. As you can see that capital depletion is steady and dependable and the depletion low in the early 
years.

To demonstrate in a simple way the problem suffered by retirees, I have compared this to an allocated 
pension starting on the same date in December 2007 which is 100% invested in the All Ords Accumulation 
index.  So, by December 2008, as we would all be aware, the value of the portfolio had materially dropped. 
Remember the retiree will also draw his $8.93 annually to live, so after one year capital is down in total 
49%.

By now, almost two years later the market has recovered by circa 40%. This is where the problem for 
retirees is borne out. After two more years of retiree income withdrawals, capital is close to unchanged 

Why is this?
It is because, with capital halved his two circa $9 withdrawals are now two 18% withdrawals. So a 40% 
draw on capital in two years offsets all of his capital gains.
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What this means is at first glance is not intuitive but is significant...

That is, from a depleted base in retirement, it is almost impossible to recover as retirees battle their planned 
withdrawals.

The same effect that was working in his favour in accumulation is now working solidly against him.

So...  To see how that plays out lets go back to the chart.

Lets assume that for the final 17 years of the comparison, the market rallies 10% each year every year. 

This is CPI plus 7%...which would be above any target for the market going forward.  In fact CPI plus 5% 
would probably be a reasonable target.

This return, although strong, is just not enough to even come close to recovering the retiree’s income 
stream as the capital has been depleted too early in his retirement.

What this means is that even with a what would be a stellar recovery by the market the retiree will still run 
out of money eight years early.

So, what average performance would the market have to do to match the guaranteed return of the annuity?
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Well, it is 15.50% year in year out for the final 17 years.

This is CPI plus 12.5% for a very long term period, which is almost unthinkable.

As I said before, this example has been worked off an 100% allocation to equities to make it easy to 
understand. 

However another way of looking at this analysis is to say this analysis reflects how a marginal dollar of 
equity performs in a retirement portfolio.

As such, given we have a whole demographic of retirees who are in the midst of working through this 
dilemma I do not think that the mathematics of retirement will go unnoticed for too much longer.

To really bring this back to the average mum or dad retiree it is instructive the think about what we are 
asking them to believe?

Not that the market will recover……because it will, but that the market will have to recover by so much that 
it will have to look like the following



I have attached a chart showing the accumulated returns on the All Ordinaries  index from 1986 to 2010. 

I have then shown what scenario over the next 17 years a retiree would have to see to recover his entire 
retirement income stream.  

I do not think many retirees would believe that in the long run “the market coming back” would necessarily 
mean the Market going to 50 odd thousand.

To be fair of course, if we reverse the risky returns in the first three years to be positive we will get the 
opposite effect, but I believe this only in fact reiterates the key point for policy makers. 

1. That is, if you add volatile assets to a portfolio you will get a more volatile outcome.

2. In retirement the mathematics of withdrawal makes it much more leveraged than I believe retirees 
understand, due to the fact that retirees are consuming capital, not adding to it

3. For the Australian retiree we need policies that encourage a respectable retirement for all rather than 
asset allocations that create haves and have nots purely dependant on the swings of market cycles.
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Clearly the issue that follows on from what I have been discussing is the allocation of assets in our 
retirement system.

Australia is the most equitised retirement system in the world at circa 55% according to the OECD.  (Having 
come down from over 60% pre-GFC).

Importantly, our allocation to Bonds/Notes/fixed income, which includes products like annuities is at 13% , 
the next lowest major country in the OECD is the USA who hold more than double what we hold here (31%) 
and since the survey would have moved even higher. Even more telling is that the average holding of the 
survey participants is (48%).

We believe that this ratio will change over time to favour more guaranteed return products as:

1. We see more working baby boomers retire and therefore will look to more defensive allocations.
2. We see investors in both accumulation and retirement will have a more conservative risk profile post 

GFC – this is borne out of the most recent extensive survey by the ATO into superannuation consumers 
which found a “high level of anxiety” and investors who were “shocked” by the collapse in their savings.

3. Clearly this is not a transient trend, but a long term structural one.

Importantly, if Australia were to adjust its asset allocation more towards global norms I believe it would have 
significant positive consequences for the country.

I would like to direct your attention to the chart on the right.

You can see that if our super system grows at 12 – 15% over the next 5 years it will close to double in size.

If we change our asset allocation from being the lowest allocation in the OECD (by far) to being just the 
lowest allocation equal with the USA the implications are enormous.

This could create a demand for over 500 billion of extra long-term fixed income over the next decade.
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In this country policy makers are seeking ways to take the enormous pressure off the refinance task of the 
banking sector.

In addition policymakers are trying to find an answer as to how to develop and enlarge our corporate bond 
market.

We are also debating how to improve the flow of long term finance to the infrastructure sector and 
competitive sources of finance for the residential mortgage sector.

This structural shift in retirement saving can provide an answer to these problems in providing a significant 
source of long term finance for Australian business, be it for corporates, or infrastructure projects.

We believe the role of the retirement system in the future financing needs of the country is going to be 
particularly important over the coming years. This is because of the :
1. Significant growth of the retirement system and,
2. The constrained liability growth of bank balance sheets

Interestingly the retirement systems balance sheet is expected to surpass the banking balance sheet in size 
around 2016 based on current trends.

As such I think for policy makers to ensure we see
1. Stability of retirement income portfolios and
2. Stability of the long term refinance needs of the Australian financial system 

there should be a strategy put in place to encourage the better bringing together of 
• retiree portfolios and 
• The long term financing demands of our corporations.

So what does this all mean for Challenger?
The investment business of Life Insurance companies and in particular Annuities are the traditional 
facilitator of re-packaging long term fixed income assets into income streams for retirees. In most global 
systems Life Companies play a greater role in this area

This is one of the reasons why the long term debt capital markets function better and are deeper in other 
countries, the buyer of the paper are Life Insurance companies and pension funds.

With such a large pension system in Australia, it seems bizarre that when Australian Corporates look for 
long term financing they look to markets like the US Private Placement market….
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Finally

If we look at retirement markets around the world we can see that annuities or deferred annuities already 
play significant roles in all these countries. 
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I have talked today about how the financial world around us is changing and how that effects our products.

I would now like to finish with some of the ways that Challenger is intensifying its focus to grow sales in the 
Life annuities space.
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As an overall comment I would say that Challenger’s focus on organic origination has increased by 
multiples over the last 12 months however  I still feel we are at the early stages of what can be done to 
improve our market presence.

Firstly on product,
We have seen the rollout of our platform annuity which is gaining ever increasing traction.

We have seen an institutional product that capitalised on our core balance sheet skills and investor 
relationships.

Next on the rollout schedule is our liquid lifetime product which will be formally rolled out in the new 
calendar year.

We believe there is merit to, and saleability of, a deferred annuity product, however there are some minor 
technical changes to regulations that need to be overcome first.

Secondly on distribution and marketing
We have doubled our team distributing annuities and have been bedding that down over the last 6 months.

We have been running internal projects such as project ‘Welcome Back’ and ‘Project 10,000’ to target 
planners who we believe have the best chance to make a difference. 

Welcome back targets previous writers who have not written for 12 months.  

Project 10,000 targets those planners who do not like writing off platform products and so ignored Annuities 
until the GIF product was created.

In addition we have been targeting maturing annuities such that we have 3 out of 4 roll the return of capital 
back with us.

We have also been running research in a customer demographic sense, by way of customer focus groups 
and planner focus groups and surveys. 

These have been very insightful in helping us refine our product and distribution strategy.

Thirdly on Brand and Advertising
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In the retirement space, where our main competitors are generic allocated pensions and balanced funds, 
the performance of our core product stands out over 5, 10, 15 and 20 years.

Given the nature of Annuities, this long term outperformance will be here for many years. 

In addition, given the issues retirees have faced over the past 3 years, we feel Challengers message 
around a less risky savings system is resonating.  

You may have seen our initial advertising campaigns, in the print media and outdoor.

From this we will step up our efforts to a bolder more consumer orientated campaign in the new year.
This campaign will highlight these important issues to retirees

In addition, we have been doing a number of things to improve our marketing collateral and our website to 
support this push.



So in summary,

You can see our Retirement income sales are accelerating.

The drivers that are supporting this growth are long term and they are complemented by Challenger’s 
increasing product, marketing and distribution focus.

Our boutiques and Aligned investment sales are also growing strongly which bodes well for the future.

Importantly I hope I have been able to give you insight as to why retirees will, and should be more focused 
on absolute returns and risk management of their own retirement income streams.

In addition, the structural shift towards higher fixed income allocation provides a mechanism for our 
financial system to materially improve the way we finance the long term debt capital needs of our 
corporations and investment into domestic infrastructure.

Finally, guaranteed products like Annuities should play a vital role, like they do overseas, in the 
transformation of this long term debt capital into secure retirement streams for retirees.

Thank you
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