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JANA has always been known for being early, so when Ken Marshman
declared that 2013 would be “the year of post-retirement”, it is not surprising

that he was probably 12 months out.

The implementation of Stronger Super has
occupied significant resources across the
industry, through a wave of tailored post-
retirement solutions now coming to the market,
and for good reason. The last 10 years has seen
a 33% increase in the population aged over 55.
This change in demographic has resulted in rapid
growth in the scale of post-retirement funds,
facilitating tailored offerings that cater for the
specific requirements of retirees. While JANA is
looking at optimising the construction of each
asset class and the overall portfolio for post-
retirement, this piece addresses the Australian
equities sector, which is a key foundation of the
offering, due to the size of allocation within a
portfolio, the tax treatment of the sector, and
the ability to tailor outcomes within the asset
class.

The three key imperatives when constructing an
Australian equities portfolio for post-retirement
are:

¢ toensurethe portfoliois structured efficiently
from the perspective of a zero tax investor,

e to limit volatility relative to the optimal
portfolio structured for the accumulation
phase, and

¢ toachieve outperformance of the benchmark
index.

Balancing the Objectives

It is important that the role of income in an
Australian equities portfolio built for the
purposes of post-retirement isn’t overplayed.

Targeting higher income has some merit due to
the higher value attached to franking, which is
more valuable to a zero tax investor. In addition,
a portfolio that has a greater portion of the total
return coming from income rather than capital
is likely to experience lower volatility, and it is
the associated reduction in volatility that is of
most importance. It should be said that there
will be times when a naive skew to income
will result in unacceptable concentration risk
and higher volatility, such as the skew to REIT’s
and Banks that may have characterised an
income portfolio leading into the financial crisis.
Therefore, the best results will likely come
from the active management of the underlying
strategies.

To explore further the merits of a lower volatility
portfolio, a key question to address is whether
lower volatility should be targeted within each
asset class, or whether it is better managed
through the overall Growth / Defensive asset
mix. JANA’s approach has been to seek to
optimise the characteristics of tax efficiency
and lower volatility at the asset class level as
well as at the portfolio level. Our objective for
constructing an Australian equities portfolio for
post-retirement has been to seek to achieve
a return in excess of the market return, while
seeking to limit volatility. If too much return
is sacrificed in the pursuit of lower volatility it
introduces “longevity risk”, which is the risk
that a retiree will outlive their balance. Stated
another way, the benefit of delivering an excess
return of even 1% per annum can materially
increase the life of a retirement portfolio.



Tailoring Australian Equities portfolios for

Retirement

Impact of Cashflows on Return
Outcomes

As an industry focussed on time weighted
returns, it is easy to miss the impact that
cashflow has on actual “dollars in the hand”.
During the accumulation phase, adding to your
investment during a market correction can be
beneficial, though far less so toward the end
of the accumulation phase where cash inflows
are typically small as a proportion of the overall
balance. Conversely, in the retirement phase,
drawing off your balance during periods of
market corrections can be very damaging. This
is referred to as “sequencing risk”.

In Figure 1 below we have simulated the return
outcomes of the Australian equities market and
compared it to a portfolio where the upside /
downside capture has been limited to 80%,
and looked at the results over rolling 5 year
periods. During periods of generally positive
returns, it is expected that the lower volatility
portfolio would lag, as it also produces lower
returns, and with the exception of the Financial
Crisis, Australia has enjoyed a prolonged period
of strong returns. The analysis shows that
there can be benefits that stem from lowering
volatility, though it is dependent on the starting
point.

Figure 1

The key point to draw from this is that the
value of reducing volatility to a retiree during
the drawdown phase is undeniable, though
not if it comes at the expense of excess return.
The objective therefore, is to seek to deliver a
return that exceeds the market with greater
downside protection — a difficult balance, and
one that requires a portfolio to be constructed
thoughtfully and with active management of the
strategy mix.

Constructing the Australian Equities
portion of a post-retirement
portfolio

It is essential that an Australian Equities
portfolio constructed for a post retirement
solution seeks to maximise the potential life of
a member’s retirement package. In considering
the competing forces of volatility and return
JANA has investigated strategies that can be
employed when structuring tailored post
retirement portfolios. The following are a
selection of preferred strategies which can be
blended to improve outcomes in the drawdown
phase:

e Alpha strategies — Broad market managers
in which we have conviction in their ability
to deliver excess returns. Skewing more of
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the total return of an Australian Equities
portfolio to alpha (manager skill) provides
diversification and increases the chance of
delivering on objectives.

e Quality — Emphasising quality to provide
downside  protection  during  market
corrections  while  delivering  excess
returns over time through the benefit of
compounding.

e Low beta — Utilising exposure to low beta
managers to reduce volatility and protect
against market corrections.

e Income strategies — Strategies which skew
more of the total return toward income,
which can deliver lower volatility and a pick-
up in franking.

e Buy Write Strategies — Buy Write strategies

also provide a lower volatility return profile
with additional income and franking.

The appropriate mix of the above strategies
depends on a number of factors including scale
(segregating accumulation and post retirement
assets can increase costs), risk appetite, cost
constraints and the interaction with other asset
classes and strategies elsewhere in the post-
retirement portfolio.

Excess Returns of Adjusted Volatility Stategy (-20%) vs Market Strategy
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Information currentasat November 2014. Thisdocument may not be copied or redistributed without the prior consent of JANA Investment Advisers Pty Ltd. Thisdocument
is intended for use only by persons who are ‘wholesale clients’ within the meaning of the Corporations Act. It is intended to provide general information only and has
been prepared without taking into account any particular person’s objectives, financial situation or needs. Investors should, before acting on this information, consider
the appropriateness of this information having regard to their personal objectives, financial situation and needs. We recommend investors obtain financial advice
specific to their situation before making any financial investment or insurance decision. While due care has been taken in the preparation of this document, no warranty
is given as to the accuracy of the information. Except where under statute liability cannot be excluded, no liability (whether arising in negligence or otherwise) is
accepted by any JANA Investment Advisers Pty Ltd for any error or omission or for any loss caused to any person acting on the information contained in this document.



