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MACQUARIE AUSTRALIA CONFERENCE 2019
PRESENTATION

Challenger Limited (ASX:CGF) attaches a copy of the presentation Managing Director and Chief
Executive Officer Richard Howes will deliver at 11.15am today at the Macquarie Australia
Conference 2019 in Sydney.

ENDS
About Challenger
Challenger Limited (Challenger) is an investment management firm focusing on providing
customers with financial security for retirement.
Challenger operates two core investment businesses, a fiduciary Funds Management division and
an APRA-regulated Life division. Challenger Life Company Limited (Challenger Life) is Australia's
largest provider of annuities.

For more information contact:
Stuart Kingham
Head of Investor Relations
Tel (02) 9994 7125
Mob 0401 139 067

Jane Keeley
Head of External Communications
Tel (02) 9994 7300
Mob 0402 663 522

Mark Chen
Senior Investor Relations Manager
Tel (02) 9994 7815
Mob 0423 823 209

Challenger Limited A.B.N 85 106 842 371. Disclaimer: The forward-looking statements, estimates and
projections contained in this release are not representations as to future performance and nothing in this
release should be relied upon as guarantees or representations of future performance.

Our vision and strategy
A clear plan for sustainable long-term growth
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Expanding strategic relationship with MS&AD
Diversifying and increasing access to Japanese market
MS Primary annuity relationship
• Currently Australian dollar product reinsurance
• commenced November 2016

~A$27bn market cap
Total assets ~A$280bn

(as at 30 September 2018)

1

• Expanding reinsurance to include US dollar product
2
• commences 1 July 2019
• at least ¥50 billion (~A$640 million) in total A$ and
3
US$ sales per year for minimum of five years
• provides reliable and diversified sales contribution
MS&AD strategic relationship
4
• Intention to increase Challenger ownership above 15%
4
• Representative to join Challenger Board
• Growth opportunities for both companies

1

2

3

Japanese general insurer
#1 market share

Japanese life insurer
#7 market share
#1 foreign currency annuity provider

International operations
operations in 45 countries
#1 ASEAN general insurer
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41,733 employees
5 business domains

1. Challenger Life has entered into a new agreement with MS Primary to commence reinsuring the US dollar version of the 20-year term product. Challenger will provide a
guaranteed interest rate and assume the investment risk in relation to those policies issued by MS Primary and reinsured by Challenger.
2. Subject to necessary approvals including regulatory, compliance and contractual requirements.
3. Subject to review in the event of a material adverse change for either MS Primary or Challenger Life.
4. Subject to necessary regulatory approvals, including the Australian Prudential Regulation Authority and Treasurer’s approval under the Finance Sector (Shareholdings) Act.

Highly engaged workforce
With a strong risk and compliance culture
Employee engagement

1

Category

84%
Sustainable
engagement

Total favourable score

Sustainable engagement

84%

Diversity and flexibility

94%

Risk culture

85%

Australian
National
norm

Global
Financial
Services
norm

Global High
Performance
norm

Exceeds

Strong risk and compliance culture
•

Risk management entrenched in corporate culture

•

Significant investment in risk infrastructure
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1. Willis Towers Watson – March 2019.
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No material difference

Fidante Partners capability
Adding new managers and expanding distribution footprint
Adding new managers
Fidante Partners FUM growth ($bn)
•
•

60
boutique sale

Boutiques formed pre-Dec 2010

1

•

50

•
40

Formed April 2019
Specialist small cap
manager
Experienced and highly
rated small cap team
Proven investment process
with long track record of
outperformance
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1. In July 2015 Kapstream was sold and $5.4bn of institutional FUM was derecognised. Fidante Partners continues to distribute Kapstream products to retail clients.
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Superannuation system
World class accumulation system with significant retirement savings
Not delivering retirees financial comfort
World class
accumulation system

Significant
retirement savings

Not delivering retirees
financial comfort
National Seniors Australia survey (April 2019)

Contribution rate
increasing to 12%1

1 in 4 super dollars
supporting retirement4

Financial comfort not
defined by a $ figure

4th largest global
pension market2

Wealth at retirement
$350k to $500k5

53% worry about
outliving their savings

Assets to double
over next 10 years3

~$67bn transferring to
retirement each year6

Risk appetite conflicts
with risk taking
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1.
2.
3.
4.
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Increases to 10% on 1 July 2021 and increases by 0.5% p.a. until reaching 12% on 1 July 2025.
Willis Towers Watson Global Pension Study 2018.
Rice Warner superannuation projections.
Based on APRA and ATO data.

5. Average household wealth includes superannuation and nonsuperannuation assets and excludes the family home.
6. Australian Taxation Office.
7. https://nationalseniors.com.au/research/retirement/feeling-financiallycomfortablequestion

Ongoing public policy enhancing retirement
Currently underdeveloped – longevity pooling part of the solution
• Retirees self insuring longevity risk
• under consuming capital
1
• ~31% of super balance not consumed
• inefficient application of tax concessions

3

Average superannuation balance and drawdown
For illustrative purposes only
500,000
450,000
400,000
350,000

• Successive governments reforming retirement
phase
• reforms to improve retiree outcomes
• encouraging take up of longevity protection
• making retirement system more sustainable
2

• New lifetime income means test rules
• simplified means test from 1 July 2019
• support lifetime income streams

300,000
250,000
200,000
150,000
~31% of
superannuation
balance
not consumed

100,000
50,000
-

25 28 31 34 37 40 43 46 49 52 55 58 61 64 67 70 73 76 79 82 85 88 91
Age

Additional benefit from lower superannuation tax rates

Retirement savings based on SG contribution rate and applying marginal tax rate

Super balance
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1. Australian Government Actuary 2014, Towards more efficient retirement income
products: Paper prepared for the Financial System Inquiry, November 2014. On
average 31% of initial balance at retirement will be left at death (in NPV terms).
2. Refer to Appendix for more information on new means test rules for lifetime
income products.

3. Based on a 25-year-old in 2019 earning $50k with 1.0% wage inflation above CPI and a pretax investment return of 3% above inflation. Drawdown based on minimum drawdown rates.

Lifetime annuity is a compelling product
Simple and good value product
• Provides regular and reliable retirement
income addressing the needs of retirees
• Provides protection from retirement risks
• longevity
• market
• sequencing • inflation
1

• Lifetime annuity IRR ~120 bps above
Australian government bond
• return includes mortality credits
• better the longer you live
• sharing risk premiums with customers
2
• compares well to bond fund index
• Works alongside other retirement income
Macquarie Australia Conference
1. Challenger Flexible Liquid Lifetime. Annuity pricing and Australian government bond rate as at 29 April 2019 and IRR based on Challenger’s assumed life expectancy.
IRR increases the longer you live.
2. Running yield on Bloomberg Credit Index is 97 bps above Australian government bond (as at 29 April 2019).
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Significant financial advice market disruption
Impacting Challenger annuity sales
Quarterly annuity sales by channel ($m)

• Challenger sales impacted by

Growth rate compared to pcp

• lower third-party adviser new
client acquisitions
• adviser churn

Domestic

+21%

-12%

-7%

Japan

-53%

-58%

-49%

$1,171m
$1,097m

8%

$1,192m
15%

19%

$970m
8%

• FY19 Q2 and Q3 domestic annuity sales

$761m

1

• major hub sales -25% on pcp

64%

60%

• Connecting to new platforms

23%

2

Q118

28%

Q119

25%

Q218

Domestic - IFAs
Domestic - Major hubs
Japan - MS Primary
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1. Major hubs include AMP, IOOF and the wealth management operations of major Australian banks. Represents combined FY19 Q2 & FY19 Q3 annuity sales
compared to prior period.
2. Challenger annuities expected to launch on Hub24 and Netwealth platforms in FY19 Q4.
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$662m
8%

61%

53%

25%

39%

Q318

Q319

58%

1

• IFA sales +26% on pcp

• Hub24 and Netwealth go live Q4

14%
54%

38%

Q219

Challenger well positioned
Market leader – long term fundamentals remain strong

• Strong systemic tailwinds including super system growth and ageing demographics
• Two complementary businesses both with leading market positions
• Leading retirement incomes brand and recognised as industry thought leader
• Strong track record in developing high quality products across both businesses
• Highly scalable business and operating platform
• Strong risk management culture and capability

Challenger well positioned to meet customer needs
Macquarie Australia Conference
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Appendix
Additional background
information
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Government enhancing post-retirement phase
New means test rules for lifetime income products from 1 July 2019
Assets pension test

Income pension test

Example - $100,000 lifetime income stream purchase price at age 65

Example - $100,000 lifetime income stream paying $7,000 per year

100,000
90,000
80,000
Annual income

Purchase price

70,000
60,000
50,000
40,000
30,000
20,000
10,000
0
65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 8384
84 85 86 87 88 89 90
Age

Annual payment
($7,000)
Annual deduction
amount ($5,000)
Assessable
income $4,200
(60% of $7,000)
Assessable
income $2,000
($7,000 - $5,000)
6566676869707172737475767778798081828384858687888990
Age

Existing asset test

Asset test (from 1 July 2019)

Existing income test

Income test (from 1 July 2019)

Asset amortises down
evenly over life expectancy

Asset value fixed at 60% until
age 84 then fixed at 30% for life

Includes payment less
annual deduction amount

Includes 60% of
payment as income
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7,500
7,000
6,500
6,000
5,500
5,000
4,500
4,000
3,500
3,000
2,500
2,000
1,500
1,000
500
0

Important note

This presentation was prepared for the purpose of a briefing to equity analysts and certain wholesale investors on 2 May 2019.
The material in this presentation is general background information about Challenger Limited activities and is current at the
date of this presentation. It is information given in summary form and does not purport to be complete. It is not intended to be
relied upon as advice to investors or potential investors and does not take into account the investment objectives, financial
situation or needs of any particular investor. These should be considered with professional advice when deciding if an
investment is appropriate.
Past performance is not an indication of future performance.
Any forward looking statements included in this document are by nature subject to significant uncertainties, risks and
contingencies, many of which are outside the control of, and are unknown to, Challenger, so that actual results or events may
vary from those forward looking statements, and the assumptions on which they are based.
While Challenger has sought to ensure that information is accurate by undertaking a review process, it makes no
representation or warranty as to the accuracy or completeness of any information or statement in this document.
.
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