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“How much can I afford to spend in retirement?” is a question 
many Australian pre-retirees and retirees find challenging to 
answer. While many retirees may well understand the value 
of their retirement savings available to fund their retirement, 
converting those lump sum savings into a sustainable level of 
drawdown in retirement, in combination with other retirement 
income including (where applicable) income from the Age 
Pension, can be difficult. The consequences of getting the 
answer to this question wrong can also be significant where 
clients either under or overspend and don’t fully enjoy their 
retirement. Not surprisingly, answering this question will be the 
prompt for many Australians to seek financial advice.
Calculating a “safe” level of retirement spending for a client requires understanding 
a whole lot of variables, making a whole lot of assumptions and answering a whole 
lot of other questions. How safe is “safe”? How long will a client live? How will a 
client’s spending change over time? Will a client be eligible for the Age Pension? 
How will investment returns change from year to year? 

It is appropriate at this point to highlight that there isn’t a definitive answer to this 
question of ‘what is a safe level of retirement spending?’ It is likely only a question 
that can be answered with absolute certainty in hindsight, with perfect knowledge of 
exactly how long a client lives and exactly how investment markets have performed 
the entire period of a client’s retirement. 

However, an estimate of a “safe” level of spending can still be an incredibly useful 
piece of additional data to assist clients in their retirement spending decisions and 
in the following discussion we provide an example of a framework for calculating 
“safe” retirement spending levels for clients.
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Calculating a “safe” level of retirement spending
The following analysis has been undertaken using Challenger’s Retirement Illustrator 
as at 19 March 2024.

Clients are assumed to be retired, aged 67, homeowners and with all savings in 
superannuation. Confidence of spending may differ for retirees with different 
characteristics e.g. non-homeowners, risk profiles and asset allocations, different 
ages, or if they have savings held outside super.

All retirement savings are invested via a 50% growth risk profile within the account-
based pension (ABP).

In this analysis a “safe” level of retirement spending is based on a 9 out of 10 chance 
that the spending amount (increasing annually with inflation) will be sustainable 
to the life expectancy of the client (or client couple). Different levels of spending 
confidence (what is “safe”) could be appropriate for different clients. For example, 
a client with an ongoing advice arrangement may be comfortable with a higher 
initial level of retirement income (a less “safe” level) knowing that their spending will 
be re-tested regularly through retirement.

The likelihood that spending will be sustainable is tested to life expectancy and 3 and 
6 years past life expectancy in the analysis. Life expectancy is calculated based on the 
AGA 2015-17 life tables with 25 year mortality improvements. 

Annual spending is assumed to increase annually with price inflation. 

Each retirement strategy is analysed over 2,000 simulations of market returns and 
inflation from the Moody’s Analytics Scenario Generator. Age Pension is modelled 
based on January 2024 Age Pension rates and thresholds. 

Income to meet annual spending requirements is sourced from the estimated Age 
Pension, income from the ABP, subject to the minimum pension requirements. If 
income exceeds the target spending amount the excess income is assumed to be 
saved outside super in cash and is used to fund future spending once the ABP is 
exhausted. The modelling does not make any allowance for tax payable on income 
earned on non-superannuation cash balances. All other fees and assumptions are as 
per the default assumptions in the Retirement Illustrator. Detail on assumptions and 
methodology can be found in the Retirement Illustrator Assumptions guide dated 
March 2024. The use of Challenger’s Retirement Illustrator is further subject to all the 
terms of use and assumptions provided by Challenger to licensees and/or advisers 
and must be read and understood prior to the use of this tool. 

Additional scenarios, specific to your client’s situation, could also be considered by 
utilising Challenger’s Retirement Illustrator. 

https://www.challenger.com.au/-/media/aol/documents/tools/assumptions.pdf
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Couple, male and female, aged 67, homeowners
The below table shows the “safe spending” amount for a 67-year-old homeowner 
couple with retirement savings, all in ABPs, of between $200,000 and $3,800,000 
(split evenly between the couple).

Amount of 
retirement 
savings (couple, 
M/F, age 67) 

90% confidence 
spend (1 in 
10 chance run 
out by life 
expectancy)

Confidence can 
afford spend 3 
years longer than 
life expectancy 
(LE+3)

Confidence can 
afford spend 6 
years longer than 
life expectancy 
(LE+6)

$200,000 $51,100 84% 78%

$400,000 $58,700 85% 78%

$600,000 $64,700 84% 76%

$800,000 $69,300 83% 73%

$1,000,000 $73,200 82% 71%

$1,200,000 $77,700 82% 72%

$1,400,000 $82,700 82% 72%

$1,600,000 $87,800 83% 73%

$1,800,000 $93,600 83% 74%

$2,000,000 $99,700 83% 75%

$2,200,000 $106,400 83% 75%

$2,400,000 $113,000 83% 75%

$2,600,000 $119,700 84% 76%

$2,800,000 $126,600 84% 77%

$3,000,000 $133,800 84% 77%

$3,200,000 $141,100 84% 78%

$3,400,000 $148,600 84% 78%

$3,600,000 $156,400 84% 78%

$3,800,000 $164,000 84% 78%

Analysis completed using Challenger Retirement Illustrator at 19 March 2024. 

The analysis shows, for example, that a client couple with combined retirement 
savings of $1,000,000 could spend $73,200 p.a. indexed to inflation and have 
approximately 90% confidence that their funds would last to life expectancy. A client 
couple with combined retirement savings of $2,000,000 could spend $99,700 p.a. 
indexed to inflation and have approximately 90% confidence that their funds would 
last to life expectancy.

It is no surprise that when we look at time periods beyond life expectancy that 
confidence drops significantly. In the case of a client couple with combined 
retirement savings of $1,000,000 spending $73,200 p.a. indexed to inflation, looking 
6 years beyond life expectancy, the confidence of still being able to afford the 
$73,200 lifestyle reduces to 71% meaning that about 3 in 10 households would fail.
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Single, female, aged 67, homeowner

The below table shows the “safe spending” amount for a 67-year-old homeowner 
single female with retirement savings of between $100,000 and $1,900,000.

Amount of 
retirement 
savings (single 
female, age 67) 

90% confidence 
spend (1 in 
10 chance run 
out by life 
expectancy)     

Confidence can 
afford spend 3 
years longer than 
life expectancy 
(LE+3) 

Confidence can 
afford spend 6 
years longer than 
life expectancy 
(LE+6) 

$100,000 $33,100 83% 76%

$200,000 $37,700 82% 73%

$300,000 $42,000 82% 72%

$400,000 $45,200 82% 71%

$500,000 $48,100 82% 68%

$600,000 $51,000 78% 64%

$700,000 $53,200 80% 65%

$800,000 $55,900 80% 66%

$900,000 $58,800 81% 67%

$1,000,000 $62,200 80% 67%

$1,100,000 $65,500 81% 68%

$1,200,000 $69,000 81% 68%

$1,300,000 $73,000 81% 69%

$1,400,000 $76,800 81% 69%

$1,500,000 $80,600 82% 70%

$1,600,000 $84,400 82% 71%

$1,700,000 $88,400 82% 72%

$1,800,000 $92,300 82% 72%

$1,900,000 $96,400 83% 73%

Analysis completed using Challenger Retirement Illustrator at 19 March 2024. 
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But not all clients are aged 67
As described above, levels of “safe” spending may differ for clients with different 
characteristics. The below table shows different “safe” spending levels for different 
clients with the same $1,000,000 of retirement savings, but different ages, sex and 
relationship status. This is not intended to be an exhaustive but, instead, illustrative 
of the variability of outcomes based on different client criteria.

Client type 90% confidence spend (p.a.)

62F $55,300

67F $62,200

72F $70,200

77F $87,100

62M $57,700

67M $63,900

72M $75,800

77M $92,000

62M/F $67,000

67M/F $73,200

72M/F $80,600

77M/F $92,500

“Safe” spending in practice

Serena, single, female, aged 67, homeowner
Serena is a 67-year-old, single female homeowner. She has $700,000 in super, 
$50,000 cash/term deposits and $30,000 of non-financial assets. She requires 
retirement income equal to the ASFA Modest Retirement Standard of $32,417 p.a. 
(September 2023) but wants to spend more “safely”.

Serena’s adviser, Sarah, has used the Challenger Retirement Illustrator to prepare 
the following analysis to determine the chance of different levels of spending being 
sustained to life expectancy.

Confidence of spend with 20% CPI-linked 
lifetime annuity

Confidence 
for total 
spend at LE

Year 1 
spend 

Confidence for 
total spend

Confidence for essential 
spend (improvement)

50% $62,800 51% 100% (improved from 58%)

75% $58,500 77% 100% (improved from 80%)

80% $57,200 84% 100% (improved from 85%)

90% $54,200 93% 100% (improved from 93%)
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If Serena were comfortable with a 50% chance of meeting her retirement income 
goal to life expectancy she could spend $62,800 p.a. (adjusted for inflation each 
year). If she preferred a higher chance of meeting her retirement income goal to life 
expectancy she could afford to spend less each year.

After a conversation with Serena discussing retirement spending Sarah models out 
a retirement projection where Serena daws $57,200 p.a. (adjusted for inflation each 
year) with an 80% chance of meeting her retirement income goal to life expectancy. 
This projection is shown in the graph below.

Sarah also models for Serena the impact of allocating 20% of her retirement savings 
to a CPI-linked lifetime annuity with the same total retirement income drawdown of 
$57,200 p.a. (adjusted for inflation each year). This modelling is shown in the images 
below and changes to “safe” spending as a result shown in the chart above.
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Chance of $32,417 ‘needs’ income being met 

Chance of $57,200 ‘needs’ and ‘wants’ income being met 

Portfolio and estate outcomes:

 In this modelling, the 20% allocation to a CPI-linked lifetime annuity provides:

•	 Lifetime income for as long as Serena lives, in addition to any Age Pension she 
may receive. The lifetime income amount in the first year is $7,220.

•	 A 100% chance of meeting the $32,417 p.a. income ‘needs’ objective (an 
increase of 15% over the non-lifetime portfolio).

•	 An 84% chance of meeting desired ‘needs and wants’ (an increase of 4% over 
the non-lifetime portfolio) with Serena’s income goal of $57,200 p.a. projected to 
be met for an additional 2 years.

•	 A portfolio or estate value at Serena’s life expectancy (23 years) increased by 
$17,450 (in today’s dollars).

Source: Challenger Retirement Illustrator, 19 March 2024, RIC240213000900.
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The information in this article is current as at 1 April 2024 unless otherwise specified and is provided by Challenger Life Company Limited ABN 44 072 486 938, 
AFSL 234670 (Challenger, our, we), the issuer of the Challenger annuities (Annuity(ies)) and Challenger Retirement and Investment Services Limited 
ABN 80 115 534 453, AFSL 295642 (CRISL). The information in this article is general information only about our financial products and is intended solely 
for licensed financial advisers or authorised representatives of licensed financial advisers, and is provided to them on a confidential basis. It is not intended 
to constitute financial product advice. This information must not be distributed, delivered, disclosed or otherwise disseminated to any investor, without 
our express prior approval. Investors should consider the applicable Annuity Target Market Determination (TMD) and Product Disclosure Statement (PDS) 
available at challenger.com.au and the appropriateness of the applicable product to their circumstances before making an investment decision. This 
information has been prepared without taking into account any person’s objectives, financial situation or needs. Neither Challenger and/or CRISL, 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. Each person should, therefore, consider its appropriateness having regard to these matters and the information in the Target 
Market Determination (TMD) and Product Disclosure Statement (PDS) for the applicable Annuity before deciding whether to acquire or continue to hold 
the product. A copy of the TMD and PDS is available at challenger.com.au or by contacting our Adviser Services Team on 13 35 66. Any examples shown in 
this article are for illustrative purposes only and are not a prediction or guarantee of any particular outcome. Age Pension benefits described in this article 
will not apply to all individuals. Age Pension outcomes depend on an individual (or couple’s) personal circumstances and may change over time. This article 
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. Challenger and CRISL relied on publicly available information and sources believed to be 
reliable, however, the information has not been independently verified by Challenger and CRISL. While due care and attention has been exercised in the 
preparation of this information, Challenger and CRISL gives no representation or warranty (express or implied) as to its accuracy, completeness or reliability. 
The information presented in this article is not intended to be a complete statement or summary of the matters to which reference is made in this article. 
To the maximum extent permissible under law, neither Challenger, CRISL, 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. Challenger Life and CRISL are not an authorised deposit-taking institution for the purpose of the Banking Act 1959 (Cth), and its obligations 
do not represent deposits or liabilities of an authorised deposit-taking institution in the Challenger Group (Challenger ADI) and no Challenger ADI provides 
a guarantee or otherwise provides assurance in respect of the obligations of Challenger Life.
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