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Risks in retirement
Adviser discussion

What are the issues that 

retirees most want your 

advice to address?

What are the risks that clients 

are most exposed to in 

retirement?
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Risks in retirement
Longevity risk – retirement could be a long time

1Australian Government Actuary ALT 2015-17, with 25 year improvement factors. Assumes a male and female exactly age 67, calculated at May 2022



6

Risks in retirement
Market and sequencing risk

Source: Challenger Retirement Illustrator model using Social Security rates and thresholds effective 20 March 2022. 2,000 simulations of market returns and inflation provided by Moody’s Analytics. 

$64,771 p.a. desired income increasing annually w ith price inflation. Amounts show n are in today’s dollars. See Challenger Retirement Illustrator for default fee assumptions and methodology guide
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Risks in retirement
Inflation

Source: RBA - Measures of Consumer Price Inflation | RBA

Consumer Price Inflation*
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Investor Priorities and Challenges

❖ High demand for income producing investments

❖ Heightened sensitivity to capital loss 

❖ Excessive bias towards large cap equities and index hugging managed funds

❖ As a result many investors have taken on unnecessary levels of risk

http://www.merloncapital.com.au/default.aspx
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Index unaware portfolio provides diversification

The ASX200 is skewed to ultra-large companies

Source: Bloomberg as at 31 December 2022.

ASX200 dividends are skewed to macro sensitive companies

Source: Bloomberg, average contribution to ASX200 gross yield over the next year.

Top 20

Iron Ore ~30%

Banks ~23%

More diverse sources of income and growth

http://www.merloncapital.com.au/default.aspx
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Current yields on 
different asset classes

Source: Representative ETF issuer holdings data (Vanguard, Blackrock, Betashares). This graphic is for illustrative purposes only and reflects current running yields of underlying 
assets within representative ETFs as at 1 March 2023. At different points in the market cycles this income and growth relatio nship will not be relevant or will change. This does not 
show the volatility of each underlying asset class to generate those returns.
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Looking at it another way

Source: Representative ETF issuer holdings data (Vanguard, Blackrock, Betashares) and Lonsec iRate for drawdown analysis. This graphic is for illustrative purposes only and 
reflects current running yields of underlying assets within representative ETFs as at 1 March by the ET2022. At different points in the market cycles this income and growth 
relationship will not be relevant. Drawdown shows the largest cumulative peak-to-trough loss that the asset class, as represented F or index, has suffered in the last 5 years.
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“Sustainable Income” means capital is largely preserved

Return based on implementing strategy over 22 years to September 2022 and includes estimated franking credits. Traditional As setAllocation represents 30% passive shares & 70% 
bank bills.  Alternative Asset Allocation represents 40% hedged value shares with 30% downside protection and 60% bank bills.

Capital 

(Post 7% 

Initial Income 

Growing at CPI)

http://www.merloncapital.com.au/default.aspx
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Accumulators – Illustrative Asset Allocation

Return & drawdown based on implementing strategy over 22 years to September 2022 and includes estimated franking credits.
Return on shares reflects AS200. Return on bank deposits & bonds reflects 30 day bank bill returns.

Bank 

Deposits 

& Bonds
70% Shares

❖ Return = 8% pa

❖ Biggest drawdown= 33% (Oct-07 to Feb-09)

❖ Income = Not important

❖ Liquidity = Less important

http://www.merloncapital.com.au/default.aspx
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Post Retirement – Illustrative Asset Allocation

Return & drawdown based on implementing strategy over 22 years to September 2022 and includes estimated franking credits.
Return on shares reflects AS200. Return on bank deposits & bonds reflects 30 day bank bill returns.

Bank

Deposits

& Bonds

30% Shares

❖ Return = 6% pa

❖ Biggest drawdown= 11% (Oct-07 to Feb-09)

❖ Income = 7% pa growing at CPI

❖ Liquidity = More important

❖ Residual capital = 0% of initial investment

http://www.merloncapital.com.au/default.aspx
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A focus on free cash flow provides downside protection

Portfolios are formed using enterprise-free-cash-flow-to-enterprise-value (EF/EV) and dividend yield. Portfolios are formed at the end of each month by sorting on one of the ratios and 
then computing equally-weighted returns for the following month. The “value” portfolios contain firms in the top one third of a ratio and the “glamour” portfolios contain firms in the 
bottom third. The analysis is based on S&P/ASX200 constituents and the raw data is from Bloomberg. Risk is defined as annuali sed standard deviation of monthly returns.

Free cash flow a better measure than dividends

Free cash flow ultimately funds dividends
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❑ Dividends sustainable if funded from cash flow

❑ Dividends sustainable if debt levels manageable

http://www.merloncapital.com.au/default.aspx
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High yield stocks vs. the Market – Value of $100,000

Return based on implementing strategy over 22 years to September 2022 and includes estimated franking credits
Source: Bloomberg, Merlon

❖ Value stocks

❖ Index unaware

http://www.merloncapital.com.au/default.aspx
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Post Retirement – Illustrative Asset Allocation

Return & drawdown based on implementing strategy over 20 years to June 2019 and includes estimated franking credits. Return on hedged shares reflects equally weighted portfolios 
of 30/60 ASX100/ASX200 constituents with highest dividend/free-cash-flow yields before/after April 2004 with equally weighted ‘hedge’ over 30/60 constituents with worst momentum 
characteristic representing 30% of portfolio. Return on bank deposits & bonds reflects 30 day bank bill returns.

Bank

Deposits

& Bonds

40% Hedged

Value

Shares

Incremental

Allocation

❖ Return = 7% pa

❖ Biggest drawdown= 14% (Oct-07 to Feb-09)

❖ Income = 7% pa growing at CPI

❖ Liquidity = More important

❖ Residual capital = 78% of initial investment

http://www.merloncapital.com.au/default.aspx
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Capital Preservation – 7% Initial Income Growing at CPI

Return based on implementing strategy over 22 years to September 2022 and includes estimated franking credits. Traditional As setAllocation represents 30% passive shares & 70% 
bank bills.  Alternative Asset Allocation represents 40% hedged value shares with 30% downside protection and 60% bank bills.

❖ Value stocks

❖ Index unaware

❖ Downside Protection

Alternative (40% Hedged Value Shares)

Traditional (30% Passive Shares)

http://www.merloncapital.com.au/default.aspx
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How the Merlon Approach is Different

Fundamental Research
Focused on 

sustainable cash flow

Portfolio Diversification
Benchmark unaware

Downside Protection
Through research & 

Downside Protection overlay

with capital preservation

Sustainable Income
Paid monthly and majority franked

http://www.merloncapital.com.au/default.aspx
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We believe people are 

motivated by short-term 

outcomes, over-emphasise

recent information and are 

uncomfortable having 

unpopular views

Independent Thinking

❖ We are always sceptical

❖ We are wary of popular opinion

❖ We do all our own research

Long-Term Perspective

❖ We only pay for what is sustainable

❖ We look through fads and fashions

❖ We aim to understand the risk of losing long-term capital

A Culture of Ownership

❖ We own our business

❖ We co-invest in our funds

❖ We actively engage with companies

Deeply considered investment philosophy

http://www.merloncapital.com.au/default.aspx
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Value: Stocks trading below fair value will outperform through time

❖ We measure value by sustainable free cash flow yield

❖ We value franking credits similarly to cash

❖ We take a long term view

Markets are mostly efficient: Cheap stocks are cheap for a reason

❖ We focus on understanding why cheap stocks are cheap

❖ To be a good investment, market concerns need to be priced in

❖ We incorporate these aspects with a “conviction score”

Implementing our investment philosophy

http://www.merloncapital.com.au/default.aspx
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Performance in down markets

Source: Merlon/Fidante Average relative return compared to ASX200 w here ASX200 monthly return is 

negative since July 2010 using gross returns including franking credits. Data to 30 April 2023. Past 

performance is not a reliable indicator of future performance.

1

64%

Risks in Retirement and the need for Downside Protection

26

S&P/ASX 200

Merlon

Sequencing and Market risk considerably impact savings longevity
Illustration of ABP^ strategy over retirement based on different market scenarios

Source: Challenger Retirement Illustrator model using Social Security rates and thresholds effective 20 

March 2022. 2,000 simulations of market returns and inf lation provided by Moody’s Analytics. $64,771 p.a. 

desired income increasing annually w ith price inf lation. Amounts show n are in today’s dollars. See 

Challenger Retirement Illustrator for default fee assumptions and methodology guide. Challenger 

Presentation ”Retirement Incomes” Nov 2022. ^Account Based Pension

http://www.merloncapital.com.au/default.aspx
http://www.merloncapital.com.au/default.aspx
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Historic distribution yield

Source: Merlon, Fidante

Past performance is not a reliable indicator of future performance.

Cumulative income on $100,000 invested in July 2012

Source: Merlon, Fidante at 30 April 2023. Assumes no reinvestment. Franking is accrued monthly and 

assumed to be paid to investor in Sept after the f inancial year end. Cash distributions beyond date of this 

presentations are forecast guidance. 

Average yield premium of 2.5% p.a. 7.3% p.a. gross income over 10 years
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Sustainable income, paid monthly and majority franked

http://www.merloncapital.com.au/default.aspx


Generating Reliable 

Retirement Income
Applications of lifetime income

Andrew Lowe

Head of Technical Services

Challenger



29

Applications of lifetime income
Introducing Emiko and Eric
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Emiko and Eric
Adviser discussion

How sustainable is Emiko 

and Eric’s drawdown 

strategy?

What strategies could we 

suggest to improve 

retirement outcomes?
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Emiko and Eric
ABP-only

Source: Challenger Retirement Illustrator (04/10/2022) using Social Security  rates and thresholds ef f ective 20 September 2022.  67 y ear old male/f emale client couple.  $750,000 each in account-based 

pension. Assumes returns of  3.0% p.a. f or def ensiv e assets and 6.0% p.a. f or growth assets bef ore f ees. $50,000 cash/TDs earning 3% p.a. interest.  Non-f inancial assets of  $20,000.  $75,000 p.a. 

desired income including $50,000 p.a. essential income.  Amounts shown are in today ’s dollars. CPI of  2.5% p.a. See Challenger Retirement Illustrator f or all assumptions. Ref erence number: 

RIC221004000264. 



CPI-linked 
lifetime income

65-year-old female. Challenger Liquid Lifetime annuity, 
monthly payments, CPI indexation.

Guaranteed payments for life: 

Irrespective of market performance 

or how long a client lives

An annuity that starts paying you lifelong 

income immediately. It has a withdrawal value 

and a guaranteed death benefit for a period 

based on your life expectancy.

Flexible Income
(immediate payments)
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Emiko and Eric
20% allocation to CPI-linked lifetime

Source: Challenger Retirement Illustrator (04/10/2022) using Social Security  rates and thresholds ef f ective 20 September 2022.  67 y ear old male/f emale client couple.  $750,000 each in account-based 

pension. Assumes returns of  3.0% p.a. f or def ensiv e assets and 6.0% p.a. f or growth assets bef ore f ees. $50,000 cash/TDs earning 3% p.a. interest.  Non-f inancial assets of  $20,000.  $75,000 p.a. 

desired income including $50,000 p.a. essential income.  Amounts shown are in today ’s dollars. CPI of  2.5% p.a. See Challenger Retirement Illustrator f or all assumptions. Ref erence number: 

RIC221004000264. 
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Emiko and Eric
20% allocation to CPI-linked lifetime

$1,800,000

$1,600,000

$1,400,000

$1,200,000

$1,000,000

$800,000

$600,000

$400,000

$200,000

$0

Total net w orth

Spouse 1

Spouse 2

67

67

69

69

71

71

73

73

75

75

77

77

79

79

81

81

83

83

85

85

87

87

89

89

91

91

93

93

95

95

97

97

99

99

101

101

103

103

105

105

Comprehensive lifetime portfolio Account-based pension only At least one of you is expected to be alive in 27 years time (your couple life expectancy)

Estate 
(bequest) value 
comparison

The chart on the left 
compares the median 
estate (bequest) value 
based on the 2000 
market scenarios.

Source: Challenger Retirement Illustrator (04/10/2022) using Social Security  rates and thresholds ef f ective 20 September 2022.  67 y ear old male/f emale client couple.  $750,000 each in account-based 

pension. Assumes returns of  3.0% p.a. f or def ensiv e assets and 6.0% p.a. f or growth assets bef ore f ees. $50,000 cash/TDs earning 3% p.a. interest.  Non-f inancial assets of  $20,000.  $75,000 p.a. 

desired income including $50,000 p.a. essential income.  Amounts shown are in today ’s dollars. CPI of  2.5% p.a. See Challenger Retirement Illustrator f or all assumptions. Ref erence number: 

RIC221004000264. 
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Emiko and Eric
20% allocation to CPI-linked lifetime

Source: Challenger Retirement Illustrator (04/10/2022) using Social Security  rates and thresholds ef f ective 20 September 2022.  67 y ear old male/f emale client couple.  $750,000 each in account-based 

pension. Assumes returns of  3.0% p.a. f or def ensiv e assets and 6.0% p.a. f or growth assets bef ore f ees. $50,000 cash/TDs earning 3% p.a. interest.  Non-f inancial assets of  $20,000.  $75,000 p.a. 

desired income including $50,000 p.a. essential income.  Amounts shown are in today ’s dollars. CPI of  2.5% p.a. See Challenger Retirement Illustrator f or all assumptions. Ref erence number: 

RIC221004000264. 
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Emiko and Eric
But what about market-linked lifetime income?
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Market-linked 
lifetime income

Regular payments 

guaranteed for life: 

Irrespective of how 

long a client lives

Based on a 65-year-old female client.  Diagram is illustrative only.



38

Emiko and Eric
20% allocation to market-linked (conservative-balanced) lifetime

Source: Challenger Retirement Illustrator (04/10/2022) using Social Security  rates and thresholds ef f ective 20 September 2022.  67 y ear old male/f emale client couple.  $750,000 each in account-based 

pension. Assumes returns of  3.0% p.a. f or def ensiv e assets and 6.0% p.a. f or growth assets bef ore f ees. $50,000 cash/TDs earning 3% p.a. interest.  Non-f inancial assets of  $20,000.  $75,000 p.a. 

desired income including $50,000 p.a. essential income.  Amounts shown are in today ’s dollars. CPI of  2.5% p.a. See Challenger Retirement Illustrator f or all assumptions. Ref erence number: 

RIC221004000264. 
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Disclaimer. The information contained in this presentation is current as at 15 November 2022 unless otherwise specified. It i s 

provided as shown by Challenger Retirement and Investment Services Limited (CRISL) ABN 80 115 534 453, AFSL 295642, 
Challenger Life Company Limited ABN 44 072 486 938, AFSL 234670 ("Challenger Life") and is intended solely for holders of an 

Australian financial services licence or other wholesale clients (as defined in the Corporations Act 2001 (Cth)). The information 
contained in the presentation must not be passed on to retail clients. It is presented for information purposes only and is i ntended 

as general factual information only rather than as financial product advice. It has been prepared without taking account of any 
person’s objectives, financial situation or needs. Because of that, each person should, before acting on any such information , 

consider its appropriateness, having regard to their or their client’s objectives, financial situation and needs. The information must 
not be copied or disclosed in whole or in part without the prior written consent of  Challenger Life and CRISL. In preparing the

information presented, the presenters have relied on publicly available information and sources believed to be reliable, howe ver the 

information has not been independently verified by the presenters. While due care and attention has been exercised in the 
preparation of this information, none of the presenters give any representation or warranty, either express or implied, as to the 

accuracy, completeness or reliability of that information. The information presented is not intended to be a complete statement or 
summary of the industries, markets, securities or developments referred to in the presentation. 

Neither  Challenger Life, CRISL nor their related entities, nor any of their directors, employees or agents accept any liabil ity for any 
loss or damage arising out of the use of all or part or, or any omission, inadequacy or inaccuracy in, the information presen ted. 

Challenger Life is the issuer of annuities under the Challenger Guaranteed Income Plan, Challenger Guaranteed Income Plan 

(Complying Annuity), Challenger Guaranteed Income Plan (Liquid Lifetime), Challenger Guaranteed Annuity, Challenger 
Guaranteed Annuity (Complying) and Challenger Guaranteed Annuity (Liquid Lifetime). CRISL issuers interests in the Challenger

Guaranteed Income Fund  ARSN 139 607 122. Offers of interests in these products are contained in the relevant current product
disclosure statements (“PDS”) which are on the website www.challenger.com.au. The relevant PDS should be considered before 

making any investment decision.  Past performance is not a reliable indicator of future performance. 

Any opinions expressed in this presentation (including any as to future matters) may be subject to change. This is because 
outcomes may be affected by known or unknown risks and uncertainties that are not able to be presently Identified. Examples a nd 

comparisons used in any presentation are for i llustrative purposes only. Neither  Challenger Life nor CRISL is l icensed or 
authorised to provide tax advice. Because this is a complex area, it is strongly recommended that investors obtain professional 

advice (including taxation and social security advice, if applicable) before making a retirement investment decision. No presenter is 
obliged to update the information in this presentation. Some or all of Challenger group companies and their directors may benefit 

from fees, commissions and other benefits received by another group company
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This material has been prepared by Merlon Capital Partners Pty Limited ABN 94 140 833 683 AFSL 343 753 (Merlon), the investment manager of the Merlon Australian Share Income

Fund ARSN 090 578 171 (Fund). Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (Fidante) is a member of the Challenger Limited group of companies (Challenger Group)
and is the responsible entity of the Fund(s). Other than information which is identified as sourced from Fidante in relation to the Fund, Fidante is not responsible for the information in this

material, including any statements of opinion.

It is general information only and is not intended to provide you with financial advice or take into account your objectives, financial situation or needs. You should consider, with a financial

adviser, whether the information is suitable to your circumstances. The Fund’s Target Market Determination and Product Disclosure Statement (PDS) available at www.fidante.com should
be considered before making a decision about whether to buy or hold units in the Fund(s). To the extent permitted by law, no liability is accepted for any loss or damage as a result of any

reliance on this information. Past performance is not a reliable indicator of future performance. Any projections are based on assumptions which we believe are reasonable but are subject
to change and should not be relied upon. Merlon and Fidante have entered into arrangements in connection with the distribution and administration of financial products to which this

material relates. In connection with those arrangements, Merlon and Fidante may receive remuneration or other benefits in respect of financial services provided by the parties.

Fidante is not an authorised deposit-taking institution (ADI) for the purpose of the Banking Act1959 (Cth), and its obligations do not represent deposits or liabilities of an ADI in the

Challenger Group (Challenger ADI) and no Challenger ADI provides a guarantee or otherwise provides assurance in respect of the obligations of Fidante. Investments in the Fund(s) are
subject to investment risk, including possible delays in repayment and loss of income or principal invested. Accordingly, the performance, the repayment of capital or any particular rate of

return on your investments are not guaranteed by any member of the Challenger Group.

http://www.merloncapital.com.au/default.aspx
http://www.fidante.com/
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