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Longevity uncertainty and life expectancy
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Optimal timing of annuitisation

Comparing market returns to mortality credits

Delayed purchase as possible explanation of the annuity puzzle
Milevsky & Young (2007 & earlier papers)

« Annuitisation benefits increase with age, but are independent of market returns. This implies there is an optimal time to
switch from a market investment to a traditional lifetime annuity

Kingston & Thorp (2005)

» The desire for a minimum standard of living can influence the optimal age to annuitise

Typical result: the optimal age to annuitise is higher than typical retirement age.
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Modigliani's Life Cycle Hypothesis
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Spending patterns in retirement

Real spending declines over retirement
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6 Adapted from Daley, J., B. Coates, T. Wiltshire, O. Emslie, & J. Nolan, (2018). Money in retirement: More than enough. Grattan Institute Challenger ﬁ:j:



Partial annuitisation approach

Not all income needs to be annuitised

Spending Income

Discretionary Flexible Income

Needs

Lifetime Income stream

Essential Spending

Age Pension

Age
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Innovative Retirement Income Streams allow a death benefit

Capital Access Schedule
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Annuity payment decomposition

Female 65 years, no death benefit
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Hypothetical annuity rate- ALT2015-17 with 25-year mortality improvements and 4% discount rate
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Annuity payment decomposition

Female 65 years, with death benefit

7000

6000

o

5000
4000
3000
2000
1000

65 66 67 68 69 70 71 72 73 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 100 101 102 103 104 105 106 107 108 109 110

-1000

10

® Interest m Mortality = Capital

Hypothetical annuity rate- ALT2015-17 with 25-year mortality improvements and 4% discount rate
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Other factors that impact timing of annuitisation

Tax

« Earnings tax rate and realised capital gains
Investor psychology

 Prefer payments now to future payments
Means-testing

* Interaction with Age Pension can have large financial impact
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Immediate annuitisation can increase portfolio longevity
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Other factors that impact timing of annuitisation

Tax

« Earnings tax rate and realised capital gains. Can go both ways
Investor psychology

 Prefer payments now to future payments

Means-testing

* Interaction with Age Pension can have large financial impact

Ongoing management and advice requirements

* Need to manage the income gap risk. Can go both ways
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Managing the income gap 1

Deferred lifetime income

Spending

Flexible income

Additional income requirement

Age Pension

14

Income gap risk

Delayed lifetime income

Age
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Managing the income gap 2

Lower capital investment

Spending

Income gap risk

Flexible income

Additional income requirement

Age Pension
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Reduced lifetime income
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Managing the income gap 3

Running down capital

Spending

Income gap risk

Flexible income

Additional income requirement

Age Pension
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Age
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Summary

Optimal timing to purchase a traditional annuity is often after the start of retirement

Access to a death benefit changes the optimal timing

Other benefits, such as Age Pension interaction can be more important
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Q&A
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Disclaimer

The information in this presentation is current as 18 November 2024 unless otherwise specified and is provided by Challenger Life Company
Limited ABN 44 072 486 938, AFSL 234670 and Challenger Retirement and Investment Services Limited ABN 80 115 534 453, AFSL
295642 (together referred to as Challenger, our, we). The information is general information only. It is not intended to constitute financial
product advice. This presentation 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. 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 article.
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