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Retirement is different
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Retirement is different
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Your focus during retirement
Your goals 9

Cash flow to support your everyday needs, i.e. utility bills
Protect your income so you can spend
confidently in retirement
Make your income last for an unknown timeframe
Consider potential need for aged care

Grow your career and income
Support your children through school
Pay off your house
Save for retirement



As a transition into retirement
IS made, there needs to be a much
bigger focus on income stability
and wealth protection rather than
wealth accumulation.
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Retirement is different

Longevity risk

The risk of living longer than

expected, resulting in retirement
funds being insufficient to
finance your lifestyle for life




Making your money last
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Source: Australian Bureau of Statistics, Cat. 3222 — Population projection, Australia 2012 (base) to 2101, Series B. As at June 2017.



The number of Australians 85+
is expected to grow 35% by 2029.

In fact, an Australian who is 65 today, has a
good chance of living well into their 90s.

Department of Health 2018/19 Report -
The operation of the Aged Care Act 1997



Making your money last

Average life From age 66 with

expectancy From birth From age 66 mortality improvements
Males 81 85 88
Females 85 88 90

1. Australian Government Actuary, ALT 2015-17 with 25-year mortality improvement factors. 8



The average 65-year old underestimates
their life expectancy by almost
five years

— National Seniors research 2015
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Making your money last

Age group A::Vr:?iiee:::;itt:):c;f IntergReenpe;fttlonal Underestimation
50 to 54 81.4 88.5 -7.1

55 to 59 82.8 88.2 -5.4

60 to 64 83.5 88 -4.5

65 to 69 84 88 -4

70to 74 85.4 88.3 -2.9

75to 79 86.9 88.9 -2

Source: National Seniors Australia and Challenger, ‘How realistic are senior Australians’ retirement plans?’, July 2014. 10



Making your money last

L:‘:;Stme“t Initial withdrawal rate

3% 4% 5% 6% 7% 8% 9% 10%
20 years 100%  98%  88%  67%  55%  41%  28%  16%
25 years 100%  93%  69%  51%  38%  29%  18% 6%
30 years 100%  81%  60%  38%  28%  18% 7% 5%
35 years 9%6%  68%  53%  33%  20% 9% 4% 1%
40 years 3%  59%  A41%  25%  16% 5% 4% 1%

Source: Pfau and Cooper (2020), ‘The Yin and Yang of retirement income philosophies’, using Dimson, Marsh and Staunton Global Returns Dataset
(1900-2013).
Assumptions: investment mix of 50% Australian stocks, 40% Australian bonds, 10% Australian bills.


https://www.challenger.com.au/-/media/Challenger/Documents/Thought-leadership/CRIR-Yin-and-Yang-of-retirement-income-philosophies-paper-2020-edition.pdf
https://www.challenger.com.au/-/media/Challenger/Documents/Thought-leadership/CRIR-Yin-and-Yang-of-retirement-income-philosophies-paper-2020-edition.pdf

When investment returns can be negative,
the timing and order (sequence) of these
returns can be critical to the overall
Impact on your savings.
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Protecting your income from share
market movement

The average
return on all

three markets
is zero
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Source: Challenger. 13



Protecting your income from share
market movement

Cash flow in — Regular savings in accumulation
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1. Source: Challenger.
2. Assumptions: Initial balance of $50,000. Contribution of $10,000 in first year, increasing by 4% every year.

14



Protecting your income from share
market movement

Cash flow out - Regular drawdown in pension phase
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1. Source: Challenger.
2. Assumptions: Initial balance of $400,000. Withdrawal of $20,000 in first year, increasing by 2.5% every year. 15



...luck plays a huge factor in how long the
funds are going to last. And what we have to
do when we get to retirement is to minimise

the impact of luck. We have to invest in

things that don't expose us to this sort
of risk. We have to reduce the impact of
the sequence of returns.

Moshe A. Milevsky, Ph.D. Associate Professor of
Finance York University, Toronto.
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Protecting against inflation

Cash flow in — Regular drawdown in pension phase

Inflation
takes on a
new dimension in

retirement because
retirees’ savings are
disconnected from

wage rises
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Source: Challenger.

17



The average inflation rate over the last
25 years has been 2.4% per year.

That means a dollar today is worth around
half of what it was 25 years ago.

- ABS, March 2020
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Protecting against inflation risk

How many slices of bread will you get in the future?

W

Number of slices of bread

1 year 15 years 30 years

Number of years into retirement

The diagram is illustrative only.
Source: Challenger.
Assumptions: Average inflation of 2.5% p.a.
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In the later stages of retirement, these
retirement risks mean that if you only invest
in an account-based pension there is a real
chance you will no longer be able to meet
your regular expenses — this period is called
the retirement danger zone.

20



Consider a different approach in retirement

Required
cash flow
to cover
regular
expenses

<
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Total income

Account-based pension ~
(market-linked portfolio) R

Age Pension

Retirement danger zone
Where you risk being unable to
cover your regular expenses

Start of retirement

Late retirement
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regular living
expenses

not be enough
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A comprehensive retirement income plan

Investment portfolio

Total income - — —

Non-
guaranteed Account-based pension
income that (market-linked portfolio)
Defensive might run out

Regular/
guaranteed
income Age Pension

Guaranteed
income level

»
v

A portion of
\ _ your defensive Start of retirement
investments is used
to help protect
you against the
retirement
danger zone

Late retirement

Required cash
flow to cover
regular expenses
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Retirement can be emotional

Hyperbolic
discounting

The tendency to undervalue
future income in favour of
immediate income.

Source: Challenger Position Paper: Retirement really is different, April 2018.
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This information is provided by Challenger Life Company Limited ABN 44 072 486 938, AFSL 234670 (Challenger) and is current as at 15 July 2020. It does
not take into account any person’s objectives, financial situation or needs. Scenarios, examples and comparisons shown are for illustrative purposes only. They
should not be relied on by individuals when they make investment decisions. Before deciding whether to acquire or continue to hold a product, it is important
to consider the applicable product disclosure statement (PDS) and the appropriateness of the product to your circumstances. Where a person acquires
or holds a product, we will receive the fees and/or other benefits disclosed in the relevant PDS. Neither Challenger nor its employees receive any specific
remuneration for any advice provided. Financial advisers may receive fees if they provide advice to you or arrange for you to invest in a Challenger product.
Some or all Challenger Group companies and their directors may benefit from fees, commissions and other benefits received by another Group company.
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