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With markets off their highs, I think that 
if I recommend a lifetime annuity to a 
client, they will miss out on any rebound 
in markets. Should I wait?

A recommendation to restructure a client’s retirement assets and make a partial 
allocation to a lifetime annuity will need to consider a variety of factors.

Advisers and licensees may have in place frameworks or guidelines for this 
recommendation. For example, some advisers and licensees view a lifetime annuity as 
part of the defensive asset allocation of their client’s portfolio, while others will separate 
the annuity from the broader asset allocation of the portfolio altogether. 

Where an annuity is considered as part of the defensive asset allocation of the client’s 
portfolio, an allocation to an annuity does not reduce the portfolio’s exposure to 
growth assets.

Take, for example, a couple with $800,000 invested in a 50% growth/ 50% defensive 
portfolio, looking to allocate 25% of their total portfolio ($200,000) to a lifetime 
annuity to ensure guaranteed income for their lives. To ensure these clients retain their 
current exposure to growth assets, they could reallocate the lifetime annuity investment 
from existing defensive assets. Or, where the clients hold diversified investments, they 
could, at the time of the allocation to the lifetime annuity, re-balance the remaining 
assets accordingly.

Existing portfolio
Growth: $400,000 (50% total assets)
Defensive: $400,000 (50% total assets)

New portfolio
Growth: $400,000 (67% of assets excluding annuity)
Defensive:  $200,000 (33% of assets excluding annuity)
Annuity: $200,000

Where an annuity is 
considered as part 
of the defensive 
asset allocation of 
the client’s portfolio, 
an allocation to 
an annuity does 
not reduce the 
portfolio’s exposure 
to growth assets.



2 | Challenger Tech August 2020

Note that while the asset allocation of the residual assets (not allocated to the lifetime 
annuity) appears to be more aggressive at 67% growth/ 33% defensive, these clients’ 
allocation to growth assets remains unchanged in dollar terms – they had, and have, 
$400,000 invested in growth assets.

If growth assets were to subsequently rise in value, the new portfolio would rise by the 
same amount as the old portfolio would have. In this case, there would be no need 
to wait for markets to rebound for fear of missing future growth by investing in a 
lifetime annuity.

Please note, however, where a lifetime annuity is excluded from the total asset allocation 
of a client’s portfolio and residual assets (excluding the allocation to defensive assets in 
the form of the lifetime annuity) are not re-balanced and, instead, remain invested with 
the original asset allocation, the effect is to reduce the exposure to growth assets at a 
total portfolio level. This de-risking of the total portfolio can reduce the potential for 
returns over time and should be appropriately considered in any comparison of outcomes.

The information in this update is current as at 20 August 2020 unless otherwise specified and is provided by Challenger Life Company Limited ABN 
44 072 486 938, AFSL 234670 (Challenger, our, we, us), the issuer of the Challenger annuities. The information in this update is general information only 
about our financial products. It is not intended to constitute financial product advice. Investors should consider the relevant product Product Disclosure 
Statement and the Statement of Advice prepared by their financial adviser before making an investment decision. This information has been prepared 
without taking into account any person’s objectives, financial situation or needs. Each person should, therefore, consider its appropriateness having 
regard to these matters and the information in the Product Disclosure Statement (PDS) for the applicable product before deciding whether to acquire 
or continue to hold the product. A copy of the PDS is available at challenger.com.au or by contacting our Adviser Services Team on 1800 621 009. Any 
examples shown in this update are for illustrative purposes only and are not a prediction or guarantee of any particular outcome. This update may include 
statements of opinion, forward looking statements, forecasts or predictions based on current expectations about future events and results. Actual results 
may be materially different from those shown. This is because outcomes reflect the assumptions made and may be affected by known or unknown risks 
and uncertainties that are not able to be presently identified. Where information about our products is past performance information, past performance 
is not a reliable indicator of future performance. Neither Challenger nor its related bodies corporate nor any of their directors or employees, or associates 
of any of these, receive any specific remuneration or other benefits for any advice provided in this update in respect of the applicable product. Some 
or all of Challenger group companies and their directors or employees may benefit from fees and other benefits received by another group company. 
Financial advisers may receive fees if they provide advice to you or arrange for you to invest with us. Any illustrations involving taxation, Centrelink rules 
or benefits and/or Department of Veterans’ Affairs rules or benefits are based on current laws at the date of currency specified in this update and these 
laws may change at a future date. Neither Challenger, nor any of its officers or employees, are a registered tax agent or a registered tax (financial) adviser 
under the Tax Agent Services Act 2009 (Cth) and none of them is licensed or authorised to provide tax or social security advice. Before acting, we strongly 
recommend that prospective investors obtain financial product advice, as well as taxation and applicable social security advice, from qualified professional 
advisers who are able to take into account the investor’s individual circumstances. In preparing this information about taxation, Centrelink rules or 
benefits and/or Department of Veterans’ Affairs rules or benefits, Challenger relied on publicly available information and sources believed to be reliable, 
however, the information has not been independently verified by Challenger. While due care and attention has been exercised in the preparation of this 
information, Challenger gives no representation or warranty (express or implied) as to its accuracy, completeness or reliability. The information presented 
in this update is not intended to be a complete statement or summary of the matters to which reference is made in this update. To the maximum extent 
permissible under law, neither Challenger nor its related entities, nor any of their directors, employees or agents, accept any liability for any loss or damage 
in connection with the use of or reliance on all or part of, or any omission inadequacy or inaccuracy in, the information in this update.
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