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Challenger
today

Challenger Limited is an ASX-listed investment management

company established in 1985

Challenger’s vision is to provide Australians with financial security in retirement. Our teams are committed to
achieving this goal, and their efforts are being invested in the following strategies to achieve our long-term vision.

Challenger’s vision

Provide Australians
with financial security
In retirement

Leading provider of annuities and guaranteed
retirement incomes in Australia

The Life business is regulated by the Australian
Prudential Regulation Authority (APRA) and provides
products aimed at investors seeking the security and
certainty of guaranteed cash flows with protection
against market, inflation and longevity risks.

Annuity premiums, along with shareholder capital, are
invested in a diversified and high quality portfolio of
assets to deliver predictable, long-term cash flows to
meet commitments to our customers.

' Rainmaker Roundup — March 2014.

Increase the Australian retirement savings pool
allocation to secure and lifetime income products

Be recognised as the leader in retirement income
solutions in Australia

Be an active investment manager providing
superior returns from platforms with alignment

Deliver quality brands, products, service and
platforms demonstrating value for money

Drive a diverse culture where our people
are highly engaged with a strong risk and
compliance focus

Australia’s seventh' largest and one of the
fastest growing investment managers

Challenger’s Funds Management business comprises
Fidante Partners and Challenger Investment Partners.

Fidante Partners comprises co-owned, separately
branded, active fixed income and equity investment
managers. Fidante Partners provides administration,
distribution and partnership support to the investment
managers and shares in the profits of the investment
managers through its equity ownership.

Challenger Investment Partners originates and manages
assets on behalf of the Life business and third-party
investors. Challenger Investment Partners invests in
fixed income and property assets.
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Results
at a glance

Strong momentum with growth opportunities

600 r 38%

e 2014 normalised net profit after tax" (NPAT)
increased by 7% to $329 million 400

- 36%
¢ Net income increased by 7% to $593 million.
Expenses increased by 7%, and cost to income $m
ratio remained relatively stable 200 Y
o Statutory NPAT' decreased to $341 million, I

down from $417 million, due to lower
investment experience

32%
2012 2013 2014
Total net income
mmmm EXpenses
Normalised NPAT
emme COst to income ratio (RHS)
307 ~50%

e 2014 dividends up 30% to 26.0 cents per
share and payout ratio increased to 41%

20 =40%
e 2014 final dividend 40% franked
e 2015 dividend payout ratio target range s
increased to 45% to 50%? of normalised profit

10 -30%
e 2015 dividend franking expectations?
—interim 70% franked
—final 100% franked

20%
2012 2013 2014

Final dividend
mmmm nterim dividend

e Normalised dividend
payout ratio (RHS)

" Challenger’s normalised profit framework and reconciliation to statutory profit is disclosed in the Directors’ Report on pages 31 to 33.
2 Dividend payout ratio and franking subject to prevailing market conditions and capital allocation priorities.
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Assets Under Management (AUM) continues to grow

e Total AUM up 13% from $44.8 billion to
$50.7 billion

e Life's AUM increased by 3% in 2014, driven $bn
by earnings and retail annuity sales, offset by
retail and institutional maturities

e Funds Management FUM increased by 15% in
2014 as a result of strong Fidante Partners net
flows and positive market impacts
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AUM

Sales growing strongly and driven by demographic changes

3,000
e Record 2014 retail annuity sales of $2.8 billion, -
up 28% 2,000 [
e Lifetime sales represented 22% of 2014 total $m
retail annuity sales, up from 12% in 2013 1 000
2012 2013 2014
M Lifetime annuity sales Term annuity sales

Funds Management — Strong Funds Under Management (FUM)

and investment performance

e Fidante Partners FUM up 36% in 2014 from
$29.8 billion to $35.9 billion

e Fidante FUM driven by strong investment
performance and inflows of $2.4 billion in 2014

$bn

¢ Challenger Investment Partners FUM of
$11.3 billion
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20+

2012 2013 2014

Fidante Partners M Challenger Investment Partners
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Results at a glance

Key performance measures

30 June 30 June 30 June

2014 2013 2012

Normalised profit after tax ($m) 328.7 308.5 296.8
Statutory net profit after tax ($m) 340.6 416.8 148.5
Normalised cost to income ratio (%) 34.6 34.4 35.9
Basic — normalised profit (cps) 64.0 58.6 57.5
Basic — statutory profit (cps) 66.3 79.2 28.8
Normalised return on equity (RoE) — post-tax (%) 16.1 16.8 18.8
Statutory return on equity (RoE) — post-tax (%) 16.7 22.7 9.4
Dividend — interim (cps) 12.5 9.5 7.5
Dividend — final (cps) 13.5 10.5 10.5
Dividend - Total (cps) 26.0 20.0 18.0
Normalised dividend payout ratio (%) 40.6 34.1 31.3
Retail Life sales ($m) 2,798.8 2,179.2 1,954.3
Institutional Life sales ($m) 581.6 951.8 703.5
Total Life sales ($m) 3,380.4 3,131.0 2,657.8
Life retail net flows' ($m) 887.1 598.1 582.9
Life retail net book growth' (%) 12.5 9.1 10.4
Fidante Partners ($m) 2,411.7 7,544.7 4,458.0
Challenger Investment Partners ($m) (264.3) (566.1) (232.0)
Total Funds Management net flows ($m) 2,147.4 6,978.6 4,226.0
Total Assets Under Management ($m) 50,725 44,770 33,429
Share price at 30 June ($) 7.44 4.01 3.25
Market capitalisation at 30 June ($m) 3,949.6 2,128.9 1,770.3

T Excludes $284 million maturity of the High Yield Fund annuity in the 30 June 2014 period.
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Chairman’s
report

Peter Polson
Chairman

With the growth of Australia’s wealth and investment
management industries underwritten by compulsory
superannuation, it might be easy for some people to
imagine that business success comes easily.

But it's also true that these situations usually breed
fierce competition, making it critical for independent
product providers like Challenger to adapt and
innovate. Perhaps, most importantly, companies like
ours must sometimes have the courage of conviction
to commit to a path not followed by others.

Five years ago, Challenger made the decision to
commit to what was regarded by others in the industry
as a near-impossible goal — the re-establishment of
Australia’s longer-tenor and lifetime annuity markets.
These markets were decimated in 2004 by the removal
of supportive social security rules.

For shareholders, 2014 has been an especially good year,
not only because Challenger’s normalised profit,
earnings per share and dividends continued to rise

(the latter by 30%), or that our market capitalisation
doubled to $4 billion, but because your company’s
public advocacy efforts in the retirement income space
appear to be making a helpful impact on government,
academia and industry.

While Challenger is far from being the only proponent
of the view that retirement investing has different
objectives and additional risks which require its own
specific products and policy settings, our contribution
to the retirement income debate has been exceptional
for one simple reason.

We were not content to just be ‘thought leaders’, but
were prepared to actively invest, with an aim to also
become product and sales leaders. We developed and
marketed a lifetime annuity where the high level of
sales has proven the intrinsic appeal of the product
category.

With Challenger’s retail annuity sales reaching a new
record of $2.8 billion this year, including a more

than doubling of lifetime sales to $613 million, the
previously niche guaranteed annuity is becoming
mainstream, with or without retirement policy reform.

Behind this phenomenon lies not only our ageing
population, but also the widespread realisation

that superannuation should be as concerned with
sustainable spending in retirement as it is with saving
enough beforehand.

The reason for the growth in Challenger’s total
assets under management of 13% to $50.7 billion
lies beyond the Company’s achievements in the
guaranteed income stream market.

Equally responsible is the continued growth of Funds
Management and its Fidante Partners boutique
platform, which today comprises 15 managers
embracing multiple asset classes.

Another notable feature of the last five years has been
a lifting of normalised profit by 50% and earnings

per share by 63% using capital generated only from
internal cash flow. This was achieved through a global
financial crisis which saw other banks and insurers
raising fresh capital.

For a company expanding as quickly as ours, there’s
clearly a limit to this approach. Given the organic
growth opportunities which lie ahead, post 30 June
your Board has decided to issue $250 million in
ordinary shares to institutions, and is undertaking

a Share Purchase Plan available to retail investors,
which is expected to raise an additional $30 million.
We also launched Challenger Capital Notes, a hybrid
debt instrument to be listed and traded on the ASX,
expected to raise $360 million. This proactive approach
to managing our capital base will ensure Challenger’s
future growth is not constrained. This equity issuance is
expected to be earnings per share neutral for 2015 and
accretive thereafter.

This capital raising will support retail annuity growth
sufficient to drive Challenger Life’s cash earnings to
new levels, and is expected to further increase our
earnings per share and dividends to shareholders.
During 2015, these dividends are expected to be
franked at 70% for the interim and 100% for final.

If you have any questions about this capital raising or
any other matter, you will have the opportunity to ask
them at this year's Annual General Meeting, the date of
which has been brought forward to 28 October 2014.

This is a good time to be a Challenger shareholder.
| look forward to seeing you at the meeting.

Challenger Limited 5



Brian Benari
Chief Executive Officer

By a series of measures, 2014 has been very successful
for Challenger and for you, our shareholders.

| am pleased to report that, like the annuities which
account for much of our earnings, Challenger as

a company has done what it said it would do. We
continued to revive the lifetime annuity market,
enhancing product features and breaking industry sales
records along the way. We pursued the expansion of
our funds management footprint, more than doubling
our investment capacity through the addition of five
new boutiques and new products for existing managers.

At a Group level, our Life and Funds Management
divisions have now accumulated $50.7 billion in assets
and funds under management, a rise of 13% and
which produced $329 million of normalised net profit
after tax, an increase of 7%.

Breaking this down further, a 24% increase in Funds
Management's average FUM to $44.4 billion produced
normalised earnings before interest and tax (EBIT) of
$43 million, a rise of 27%. Net flows of $2.1 billion
helped lift balance-date FUM to $47.1 billion, up 15%
on last year and elevating Challenger to the position
of Australia‘’s seventh' largest fund manager.

In the annuities business, Life's $11.1 billion balance
sheet delivered a 6% rise in cash operating earnings
to $481 million. These earnings are largely a function
of investment margin, which remained stable at 4.5%,
and average assets under management, which grew
by 6%. Retail net book growth of 12.5% slightly
exceeded the top of our revised guidance range.

This is a very pleasing set of numbers, but what lies
behind them is more significant.

An increase in retail annuity book growth means

that the rolling off of shorter, fixed term annuities is
increasingly being offset by the increase in longer-
tenor and lifetime annuity sales. This year, sales of
Challenger’s lifetime annuities (Liquid Lifetime and
Care) reached a striking $613 million for the year, more
than double last year's $257 million and higher than
any yearly lifetime sales result achieved by the entire
Australian annuity industry.

" Rainmaker Roundup — March 2014.
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While lifetime product is rapidly increasing as a
percentage of overall retail annuity sales, sales of fixed
term annuities continued to rise as well, resulting

in an overall 28% increase in retail annuity sales

to $2.8 billion for the year, a very commendable
achievement for our distribution, product and
marketing teams.

When added to institutional sales, this retail annuity
sales record helped Challenger to achieve a new total
annuity product sales record of $3.38 billion.

As mentioned in your Chairman’s report, Challenger’s
Board and management formed the view, post balance
date, that the size and immediacy of market growth
opportunities warranted the raising of equity capital
which is expected to be earnings per share neutral in
2015 and accretive in 2016. The majority of this capital
has been earmarked to support the strong growth
being achieved in our annuities business.

Most importantly, the new capital will ultimately
support further earnings growth over the short,
medium and long term, which will translate into higher
dividends. When combined with a higher targeted
dividend payout ratio range of 45% to 50% and

the expected reintroduction of full franking for the
FY15 final dividend.

Finally, many of you will be aware that the
Government's Financial System Inquiry has been
opining positively on the potential of annuities to
provide a partial solution to the shortcomings of
Australia’s retirement system. It may recommend
policy measures to encourage the broad uptake of
lifetime annuities. In a similar vein, Federal Treasury
has also re-opened discussions around the removal
of impediments to the provision of new longevity
products like deferred lifetime annuities. This could
pave the way for innovative new products and more
rapid penetration of the private pension market.

Undoubtedly 2014 will be remembered as a year when
Challenger moved up a gear, and we are very much
looking forward to how the next 12 months, and
beyond, unfold.

L5
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Richard Howes

Chief Executive, Life

Chief Executive, Life

Challenger Life Company Limited (CLC) is the leading
provider of annuities and guaranteed retirement income
solutions in Australia. Products appeal to investors
seeking the security and certainty of guaranteed cash
flows with protection against market, inflation and
longevity risks.

Products are distributed via financial advisers, both
independent and part of major dealer groups. Being
an independent provider, CLC has representation on
all major hubs.

CLC has won the Association of Financial Advisers/Plan
for Life annuity provider of the year for the past six
years.

CLC is an APRA regulated entity, with a requirement
to hold capital to ensure that, under a range of highly
adverse scenarios, CLC can continue to meet its
regulatory and customer obligations. CLC is strongly
capitalised, with approximately $900 million of capital
above APRA's minimum requirement at balance date.

Our business has been growing very strongly, with retail
annuity sales increasing by 28% to $2.8 billion in 2014.
This growth is supported by favourable macro trends,
including more baby boomers (born 1943-1960) retiring
each year and retirees becoming more risk averse as
they spend longer in retirement. These favourable
macroeconomic trends are driving an increase in
demand for our retirement income products.

Strong 2014 retail annuity sales, together with the
benefit of longer tenor prior period sales, are helping
to grow the size of our annuity business, with us
achieving 12.5% book growth for the year'.

Life's investment assets were $11.1 billion at the end
of the 2014 year, with investment assets near doubling
over the past five years. In order to meet the promises
to our customers, we match future annuity cash

flow obligations with high quality assets generating
dependable cash flows. Investment assets are primarily
invested in fixed income (72 % of the portfolio) and
property (20% of the portfolio).

! Excluding maturity of the Challenger High Yield Fund Annuity.

The fixed income portfolio is a diverse portfolio
invested in corporate credit, asset backed securities
such as residential mortgage backed securities, and
cash equivalent investments.

With the significant increase in lifetime annuity sales
(up 139% in 2014), we are increasing our property
investments, acquiring $0.4 billion of property (net of
debt) during the year. Property is an attractive asset
class because contracted rental receipts, which are
often indexed to inflation, are a good match for long-
term annuity payments.

During the year, we were successful in acquiring the
units we did not already own in the listed Challenger
Diversified Property Group (CDI). We regard CDl’s
property portfolio as attractive since it meets our return
criteria and generates cash flows well suited to back
annuities. Moreover, the properties are well known to
us, as we co-owned a number of them with CDI.

Diversifying and extending Life's products and revenue
streams is important, and we continually look for
natural business adjacencies. Increasing Life’s longevity
and mortality exposures via wholesale reinsurance
transactions is one such adjacency we have pursued

in a careful and measured way. Over the year, we
successfully executed four wholesale longevity/mortality
reinsurance transactions, which delivered approximately
$6 million of additional profit for the year.

The Australian retirement incomes market is expected
to grow strongly over the next 20 years as Australia’s
baby boomers move from retirement ‘saving’ to
retirement ‘spending’. Over this period, the number of
Australians over 65 will increase by 75%. This is our
target demographic, and we expect to benefit from the
significant increase in potential customers. We are also
well positioned to benefit from changes in retiree risk
preferences, including the increased focus on longevity
risk by retirees.

Annuities address many of the concerns retirees face
today, and we are experiencing a significant increase in
demand, particularly for longer-dated lifetime annuity
products. We are amplifying this demand through
market-leading distribution, product innovation and
strong retirement income brand recognition.

Challenger Limited 7



Funds
Management

Chief Executive, Funds Management

Challenger’s Funds Management business is Australia’s
seventh' largest investment manager and one of

the fastest growing. Over five years, Funds under
Management (FUM) has grown by over 180%.

Funds Management comprises Fidante Partners, a
multi-boutique platform of co-owned, separately
branded, active managers, and Challenger Investment
Partners, a relative value manager investing on behalf
of Life and third parties.

Funds Management has been growing quickly;

FUM increased by 15% for the year to $47 billion.

The business is highly scalable, with increased FUM
translating into higher earnings. Earnings before tax
increased by 27%, with net income increasing by 11%
and expenses by only 2%. Scale benefits are helping
drive an increase in return on equity, which increased
six percentage points to 33% pre tax.

The Fidante Partners business model aligns the interests
of investors, boutique investment managers and
Fidante Partners. The success of the model is resulting
in Fidante Partners growing substantially faster than
competitors, achieving net inflows of $2.4 billion for
the year. Investment performance has also remained
strong, with 95% of all mandates and funds exceeding
their benchmarks since inception.

Fidante Partners has been successful in attracting new
investment manager talent, adding five new managers
during the year across Australian equities, international
equities, fixed income and infrastructure. In addition
to adding new mangers, additional capacity has been
added to existing managers. There is approximately
$50 billion of available FUM capacity, which should
support future business growth.

During the year, we rebranded Aligned Investments
to Challenger Investment Partners. The rebrand was
designed to provide a fresh and marketable brand
as the business grows domestically and offshore and
highlights the business’ third-party client focus.

! Rainmaker Roundup — March 2014.
2 Deloitte — Dynamics of the Australian superannuation system.
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Rob Woods

Chief Executive,
Funds Management

Over the past few years, Challenger Investment
Partners has been growing new third-party
relationships and attracting FUM, whilst closing a
series of legacy products. During the year the Howard
Mortgage Fund portfolio of loans was sold, with the
fund now being wound up.

On 1 July 2014, Challenger Investment Partners’
infrastructure business was merged with Access
Capital Advisers, creating a $4 billion Fidante Partners
infrastructure boutique. Challenger Investment
Partners is now a dedicated property and fixed income
investment manager, with a strong focus on its third-
party fiduciary business.

The Australian funds management market remains

an attractive market underpinned by mandated
superannuation contributions. Contributions increased
10 9.5% of gross salaries on 1 July 2014 and will
increase to 12% by 2025. The mandated nature of
Australia’s superannuation system is expected to
significantly grow the size of Australia’s superannuation
assets from $1.8 trillion today, to over $7 trillion? in the
next 20 years.

Challenger’s Funds Management business is well
positioned to benefit from this growth. Our platform
has multiple brands and strategies with significant
manager capacity. Coupled with Challenger’s
distribution capability and strong boutique investment
manager performance, our Funds Management
business is well positioned to continue increasing
returns for shareholders.



Distribution

Product and
Marketing

Paul Rogan

Chief Executive,
Distribution, Product
and Marketing

Chief Executive, Distribution,
Product and Marketing

Our vision is to provide Australians with financial
security in retirement. Having quality brands, products,
service and platforms is essential to achieve this vision.

The Distribution, Product and Marketing team is
responsible for:

e distributing Challenger’s retirement income and
funds management products;

 increasing brand and consumer awareness;

e ensuring Challenger’s product offering remains
innovative, contemporary and relevant; and

e enhancing customer and adviser experiences.

Both Life and Funds Management sales continue to
benefit from the creation of specialist distribution
teams. The Life team is focused on stable, secure
retirement income annuity products for retirees.

The Funds Management distribution team is focused
on products providing superior investment returns
across a variety of investment classes.

In 2014, we achieved record retail annuity sales, with
sales increasing by 28% to $2.8 billion. Annuity sales
are benefiting from Australia’s favourable demographic
trends, with baby boomers commencing retirement
and retirees seeking more stable and dependable
retirement incomes.

Challenger’s retail annuity sales are increasing, but

also the mix of sales is continuing to evolve. Retirees
are living longer than ever, and they are demanding
retirement income solutions that provide longevity and
inflation protection for life. This is helping to propel our
lifetime annuity sales, with $613 million of sales this
year, up from $257 million last year. Lifetime annuity
sales represented 22% of total retail sales, up from
only 2% in 2012.

Challenger is seeking to leverage its growth across
distribution channels, including the self managed
super fund (SMSF) sector. During the year, we
acquired Bendzulla Actuarial, the leading provider of
SMSF actuarial certificates, which has relationships

with approximately 5,500 accounting firms. We are
repositioning Bendzulla to be a more broad-based
SMSF retirement specialist and are developing a range
of new SMSF offerings to help achieve this.

Challenger’s Funds Management business continues to
gain traction with both retail platforms and institutional
investors, attracting over $2 billion of net inflows for
the year. Investors are attracted to the Fidante Partners
business model, which has strong support from asset
consultants due to the alignment between investment
managers and investors.

Fidante Partners net inflows continue to benefit from
the strong investment performance achieved by our
boutique investment managers.

Challenger’s distribution capability is highly regarded
by financial advisers. Wealth Insights, an independent
market researcher, recently ranked Australia’s top 40
fund managers, with Challenger ranked number one in
overall adviser satisfaction. We also have the number
one business development team for the second year
running, and our technical services team and client
services team were also ranked number two.

Advisers clearly value what Challenger does and how
we do it, resulting in advisers recognising Challenger as
the leader in retirement incomes.

Challenger has a proven track record in product
innovation and continues to lead the market in
retirement income product and service innovation,
which is reigniting Australia‘’s long-term annuities
market.

Research shows that retirees are looking to protect
themselves against longevity risk, seeking peace of
mind in retirement through secure and reliable income
products, and want the ability to access their funds
during the life of a product. Through our lifetime
annuity product innovation, we are addressing these
retiree needs.

Our product innovation continues to be externally
recognised, with Challenger’s Liquid Lifetime Annuity
named the ‘Best Longevity Fund 2014" at the Chant
West/Conexus Financial Super Fund Awards. In
determining the winner, Chant West recognised the
product’s unigue features, strong sales result, and our

Challenger Limited 9



Distribution, Product and Marketing

commitment to educating advisers on product features
and benefits.

Following strong adviser demand, we have expanded
our leading technical services capability. This team’s
sole focus is supporting advisers and helping them
become retirement income and aged care specialists.
Our technical services team provides online tools,
educational material and support, and presented to
over 5,000 advisers during the year.

Having a strong and respected brand is critical in order
for Challenger to achieve its vision of being recognised
as the leader in Australian retirement incomes.

During the year, we launched our new ‘retirement on
paper’ brand campaign. This innovative animation style
campaign is designed to further strengthen adviser and
consumer brand awareness, whilst also improving the
understanding of the benefits annuities can provide as
part of the retirement income solution.

The campaign, whilst innovative and designed to cut
through, is a call to Google Challenger Annuities,
leading consumers to our educational-based website.
As a result of the campaign, our online activity has
increased significantly, with a more than threefold
increase in Challenger’s Google search and a 40%
increase in Challenger’s website traffic.

Challenger’s leadership in retirement income education
and thought leadership are key drivers in differentiating
our brand. Our retirement income research team,

led by Jeremy Cooper, continues to play a key role

in educating consumers, advisers, media and policy-
makers on retirement income issues. During the

year, we partnered with Professor Milevsky, a leading
global retirement income academic, to produce a
series of short videos focusing on important issues
such as longevity risk, how much super is needed

to fund retirement and retirement income portfolio
construction.

The success of the campaign has been externally
recognised, winning the ‘Advertising Campaign of
the Year’ at the 2014 Lonsec/Money Management
Fund Manager of the Year Awards. The judges
applauded our creation of a cut-through campaign,
with a memorable message and measurable impact.

10 Challenger Limited

The campaign also won the consumer ‘Advertising
Campaign of the Year’ at the Advertising and Sales
Excellence Forum and Awards.

Challenger’s brand amongst advisers remains very
strong. Independent research conducted amongst
advisers shows that 89% of advisers recognise
Challenger as the Australian leader in retirement
incomes. Clients are demanding more information
on annuities, with 45% of advisers receiving reverse
annuity inquiries from clients.

Challenger’s distribution, product and marketing
capability remains a core organisational strength.

We are committed to ensuring that we remain the
leader in retirement incomes, and we will achieve this
through diversifying our distribution, continuing our
product innovation track record and building a strong
and respected brand.
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Andrew Tobin and
Blair Beaton

Chief Financial Officer
and Head of Strategy

Corporate

and M&A

Chief Financial Officer

Challenger has experienced another successful year,
with strong business momentum translating into
another year of earnings growth and higher returns
for shareholders.

Normalised profit after tax, Challenger’s preferred
measure of profitability, as it better reflects the
underlying operating performance of the business,
increased by 7% to $329 million. Normalised earnings
per share increased by even more, up 9% to 64.0 cps,
benefiting from higher normalised profits and lower
number of shares on issue following the 14 million
shares bought back last year.

Challenger is required to value its assets and liabilities
supporting the Life business at fair value, despite
generally being a hold to maturity investor. This results
in positive or negative investment experience and

forms part of Challenger’s statutory net profit after tax.

Investment experience was positive $12 million (post
tax) for the year, with fixed income gains from stability
in debt markets partially offset by property transaction
costs. Statutory net profit after tax for the year was
$341 million.

Challenger’s business is highly scalable, resulting in
Challenger being one of Australia’s most efficient
financial services companies. Over five years, total
revenue has increased by 60% whilst expenses have
increased by only 10%, resulting in a market-leading
cost to income ratio of 35%.

Life's normalised earnings before income tax increased
by 6% to $404 million, with earnings benefiting

from AUM growth, a stable margin and our scalable
platform. Strong retail annuity sales are helping
increase the size of Life's annuity business, which
closed the year with $11.1 billion of investment assets.

Challenger Life held $903 million of surplus capital
above APRA's minimum regulatory requirements at
the end of the year, which included an allowance of
$215 million for transition to new capital standards
which became effective on 1 January 2013. Life’s

capital position, as measured by the prescribed capital
ratio of 1.7 times APRA's minimum requirement is
above the Board’s targeted range of 1.4 to 1.6 times.

Challenger’s financial strength was also confirmed
during the year by Standard & Poor’s, which reaffirmed
Challenger Life's ‘A’ rating with a stable outlook.

Funds Management normalised earnings before
income tax increased by 27% to $43 million.
Earnings benefited from an $11 million increase

in fee income, whilst expenses increased by only

$2 million. Fee income increased from higher Funds
Under Management (FUM) and higher performance
fees. FUM increased by 15% for the year to

$47.1 billion.

Total dividends declared for the year were 26.0 cents
per share, representing an increase of 30% on last
year. The increase in dividends is due to both higher
normalised profits after tax and a higher dividend
payout ratio. The payout ratio increased by seven
percentage points for the year to 41% of normalised
profit after tax. Divided franking has also recommenced
at 40% for the final 2014 dividend.

The Board is focused on increasing shareholder
dividends over time, which have doubled over the past
five years. The Board has also signalled its intention

to increase dividends further in 2015, expecting to
increase the payout ratio to a range of 45% to 50% of
normalised net profit after tax. Dividend franking is also
expected to increase, with the 2015 interim dividend
expected to be ~70% franked and the 2015 final
dividend ~100% franked. However, the actual dividend
payout ratio and franking is subject to prevailing
market conditions and capital allocation priorities.

In order to ensure we capture both the structural
growth built into the wealth management industry and
the new opportunities that may present themselves,
we have announced post 30 June 2014 a range of
capital initiatives that enable us to support significant
growth in the Life business.

In August 2014, we completed a $250 million
institutional equity placement, with shareholders
subscribing to additional shares at $7.53 per share.
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We have also undertaken a Share Purchase Plan
expected to raise $30 million, providing retail investors
with an opportunity to participate.

In August 2014, we also launched Challenger Capital
Notes, which is a debt instrument listed and tradeable
on the ASX. Following strong investor demand, the
offer is now expected to raise $360 million.

Challenger’s business is growing quickly with
significant business momentum and enhanced growth
opportunities. We remain confident we can continue
executing our strategy whilst increasing returns for our
shareholders.

Head of Strategy and Mergers and Acquisitions

The Head of Strategy and Mergers and Acquisitions
(M&A) reports directly to the Chief Executive Officer,
reflecting the integral role that strategy plays in our
decision making.

The Strategy and M&A team works closely with both
the Chief Executive Officer and the Board to establish
the strategic direction of the business. This includes
setting strategies to achieve our long-term vision

of providing Australians with financial security in
retirement. To succeed in this long-term vision, a
number of medium-term strategies have been set,
including:

e increasing the Australian retirement savings pool
allocation to secure and lifetime income products;

e being recognised as the leader in retirement income
solutions in Australia; and

® being an active investment manager providing
superior returns from platforms with alignment.

Each strategy is supported by specific shorter-term
steps that are reviewed annually as part of the strategic
planning process.

12 Challenger Limited

During 2014, the Strategy and M&A team analysed a
series of initiatives, with the following undertaken:

e acquiring Bendzulla Actuarial, the leading provider
of SMSF actuarial certificates in Australia;

e merging Challenger’s infrastructure investment
operations with Access Capital Advisers to create
Whitehelm Capital, a new $4 billion boutique
infrastructure business; and

¢ selling the Howard Mortgage Fund loan portfolio,
enabling a more timely return of capital to
unitholders and wind-up of the fund.

The Strategy and M&A team will continue to play
a key role in ensuring Challenger remains the
Australian leader in retirement incomes and our
funds management business continues to grow.



Risk

and Human
Resources

Angela Murphy and
Richard Willis

Executive General Manager,
Human Resources
and Chief Risk Officer

Chief Risk Officer

The Chief Risk Officer is accountable for the
implementation of Challenger’s Risk Management
Framework, which covers all categories of risks.
Challenger places a high level of importance on risk
management, with the Chief Risk Officer reporting to
the Chief Executive Officer.

The Chief Risk Officer also has direct interaction

with the Board and Board subcommittees, including
the Group Risk and Audit Committee. The Board

is fully engaged on all risk matters and treats risk
management very seriously. Reflecting this, the Board
undertakes dedicated risk workshops to review the
Risk Management Framework and to ensure it remains
best practice.

Challenger maintains a Risk Management Framework,
which ensures all risks are managed and reported
across the organisation and remain within the Board’s
risk appetite. The board's Risk Appetite Statement
outlines the level of risk that is acceptable in seeking
to achieve Challenger’s strategic goals and financial
objectives. This has a direct impact on the culture
within the organisation and provides clear boundaries
on acceptable risk-taking activities across Challenger.
Challenger has a strong risk management culture, with
employee engagement surveys showing employees
take their compliance obligations seriously.

The Chief Risk Officer is also responsible for oversight
of regulatory engagement, including APRA and ASIC.
Challenger continues to have a positive and productive
relationship with APRA and provides a Board-approved
Internal Capital Adequacy Assessment Process Report
to APRA each year.

APRA is in the process of developing Level 3 capital
standards, which were due to be implemented on

1 January 2015. However, in August 2014 APRA
deferred a decision on its final standards and
implementation until the Government’s response to the
recommendations of the Financial System Inquiry has
been announced.

The Risk and Compliance team plays an important role
in supporting Challenger’s growth aspirations. During
2014, this has included adapting the Risk Management

Framework to support a number of new initiatives,
including the further build-out of Challenger’s asset
origination capability and execution of a number of
Life Risk reinsurance transactions.

Executive General Manager, Human Resources

Challenger’s culture is core to our success. We continue
to invest in attracting and developing a diverse and
talented group of people who are engaged in their
work and exemplify our principles and culture.

In 2014, we articulated this culture through the
development of an employment brand. Employee
focus groups confirmed core aspects of working at
Challenger that are consistent across the Company.

* We challenge ourselves — we value intellectual
inquisitiveness, rigorous analysis and the delivery
of results.

¢ \We value each other — we are driven to succeed,
and we value and respect each other.

e We offer opportunities — we provide individual
development through broad and deep roles and
exposure to leaders.

e Employees can make an impact — our vision is bold,
and we welcome individual creativity and initiative
to achieve it.

Our people strategy is aimed at driving commercial
outcomes and enabling sustained success. In addition
to our employment brand, key areas of focus in
2014 included:

e |Leadership capability and talent development —
Challenger has a strong track record of building
internal successors and moving leaders and
employees across roles. We continue to partner with
the Australian Graduate School of Management to
deliver leadership programs for our leaders. We also
dedicate significant time to reviewing talent across
the Company, and designing and implementing
plans to further develop the capability and
performance of our people.
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e Diversity — Challenger values independent thinking
and opinions. We are committed to fostering
a workplace in which employees with diverse
backgrounds, beliefs, preferences, skills and
experiences are able to contribute and succeed.
In 2014, we significantly increased the percentage
of women in senior management and created a
Diversity Committee, chaired by the Chief Financial
Officer, to ensure ongoing focus on diversity.

e We also seek to contribute to the growth and
sustainability of the communities in which we
operate. We have partnered with a range of
charitable and not-for-profit organisations which
support a broad demographic of Australians
including Alzheimer’s Australia, Barnardos Australia,
Bear Cottage, beyondblue, Meals on Wheels and
National Seniors Foundation Trust.

Additional details on Challenger's approach and
practices relating to people and sustainability are
contained in the Sustainability report, which forms
part of Challenger’s 2014 Annual Report.

Barnardos

SAVE AUSTRALIA .
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Corporate governance
statement

The Board of Directors and management of Challenger Limited (the Company) recognise their duties and obligations to
stakeholders to implement and maintain a robust system of corporate governance. The Company believes that the adoption
of good corporate governance adds value to stakeholders and enhances investor confidence.

The Board of Directors of the Company (the Board) determines the most appropriate corporate governance arrangements
for the Company and its controlled entities (the Group or Challenger), taking into consideration Australian and international
standards and the prudential requirements of regulators such as the Australian Prudential Regulation Authority (APRA) and
the Australian Securities and Investments Commission (ASIC). This statement reflects the Company’s corporate governance
arrangements as at the date of signing this report.

This statement reports against the ASX Corporate Governance Council's Corporate Governance Principles and Recommendations
(the Principles) as amended in 2010. The Company will first report against the new third edition of the ASX Corporate
Governance Principles and Recommendations released in 2014 in relation to the financial year ending 30 June 2015.

As required by the ASX Listing Rules, this statement sets out the extent to which Challenger has followed the Principles or,
where appropriate, indicates a departure from them with an explanation. This report applies to Challenger; however, some
controlled entities have adopted additional policies and procedures to deal with specific issues relevant to their business, for
instance Australian Financial Services Licence compliance. Where such policies and procedures have been adopted, they have
been developed in line with the standards referred to throughout this report.

The role of the Board and delegations
The Board is accountable to shareholders for the activities and performance of the Company by overseeing the development of
sustainable shareholder value within an appropriate framework of risk and regard for all stakeholder interests.

The Board has identified the key functions which it has reserved for itself. These duties include those outlined below. Full details
are set out in the Board Charter, a copy of which is available on the Company’s website. The duties include:

e establishment, promotion and maintenance of the strategic direction of the Company;
e approval of business plans, budgets and financial policies;
e consideration of management recommendations on strategic business matters;

e establishment, promotion and maintenance of proper processes and controls to maintain the integrity of accounting and
financial records and reporting;

¢ fairly and responsibly rewarding executives, having regard to the interests of shareholders, the performance of executives,
market conditions and the Company’s performance;

e adoption and oversight of implementation of appropriate corporate governance practices;

e oversight of the establishment, promotion and maintenance of effective risk management policies and processes;
e determination and adoption of the Company’s dividend policy;

e review of the Board’s composition and performance;

e appointment, evaluation and remuneration of the Chief Executive Officer (CEO) and approval of the appointment of the
Chief Financial Officer (CFO), the Chief Risk Officer (CRO), the General Counsel and the Company Secretary; and

e determination of the extent of the CEO’s delegated authority.

The Board has established committees to assist in carrying out its responsibilities and to consider certain issues and functions in
detail. The Board committees are discussed in Principle 2.

Non-Executive Directors are issued with formal letters of appointment governing their role and responsibilities. The responsibilities
of the Chair and the Directors are also set out in the Board Charter.

Management responsibility

The Board has delegated to the CEO the authority and powers necessary to implement the strategies approved by the Board
and to manage the business affairs of the Company within the policies and specific delegation limits specified by the Board from
time to time. The CEO may further delegate within those specific policies and delegation limits, but remains accountable for all
authority delegated to management.
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Executive performance assessment

The performance of senior executives is reviewed at least annually against appropriately agreed and documented performance
objectives and measures, consistent with the Performance Management framework that applies to all Challenger employees.
All employees at Challenger are also assessed against the Challenger Principles (refer to Principle 3).

The Remuneration Committee is responsible for reviewing the performance of the CEO at least annually, including setting
the CEO goals for the coming year and reviewing progress in achieving those goals and making recommendations to the
Board. The CEO and the Remuneration Committee set the performance objectives and review the performance of the CEO’s
direct reports.

Performance evaluations for the CEO and senior executives have taken place in respect of the 2014 reporting period in
accordance with the above process.

Membership of the Board
The Board comprises Directors who possess an appropriate range of skills, experience and expertise to:

e have a proper understanding of, and competence to deal with, the current and emerging issues of the business;
e exercise independent judgement;
e encourage enhanced performance of the Company; and

o effectively review and challenge the performance of management.

Name Position Independent Appointed
Peter Polson Chair Yes 2003
Brian Benari Managing Director and CEO No 2012
Graham Cubbin Non-Executive Director Yes 2004
Steven Gregg Non-Executive Director Yes 2012
Jonathan Grunzweig Non-Executive Director Yes 2010
Russell Hooper Non-Executive Director Yes 2003
Brenda Shanahan Non-Executive Director Yes 2011
JoAnne Stephenson Non-Executive Director Yes 2012
Leon Zwier Non-Executive Director Yes 2006

The Chair is selected by Non-Executive Directors of the Board. The roles of Chair and CEO are not held by the same person.
The Board has a majority of independent Directors.

Nominations and appointment of new Directors

The Board has established a Nomination Committee comprised of a majority of independent Directors, having at least three
members and chaired by an independent Director.

Recommendations for nominations of new Directors are made by the Nomination Committee and considered by the Board

as a whole. If a new Director is appointed during the year, that person will stand for election by shareholders at the next
annual general meeting. Shareholders are provided with appropriate information to judge the adequacy of candidates. All new
Directors are provided with an appropriate induction into Challenger’s business. A copy of the Nomination Committee Charter
can be found on the Company’s website.

The Nomination Committee conducts periodic assessments of the Board’s competencies. This assists the Nomination Committee
in determining the appropriate composition of the Board and to consider the desirable depth and range of skills and diversity
required for any new Board members. The Nomination Committee will draw on industry contacts and, where appropriate,

will engage external consultants to assist with the identification and selection of a diverse range of candidates which meet

the Nomination Committee’s desired competencies. The Nomination Committee will also have regard to such criteria as
independence, commercial capability, cultural fit and time availability to meet the commitment required.

The Nomination Committee makes an assessment of potential new Directors on the above criteria and makes recommendations
to the Board for consideration and approval.
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Retirement and re-election of Directors

The Company’s constitution requires that, excluding the CEO, one third of the remaining Directors must retire each year.
In addition, any Director who is appointed during the year must retire and be put up for re-election at the next annual
general meeting.

Succession planning
In conjunction with the Nomination Committee, the Board considers the succession of its members, the CEO, the CFO, and the
Chief Executives of each of the business divisions, as required.

Review of Board performance
The Board Charter sets out the requirement for a formal review of the Board’s performance at least annually. A review of the
Board's performance was conducted in June 2014.

The review of the Board’s performance is conducted by the Chair with all Board members. The review involves consideration
of the effectiveness of the Board and its committees having regard to the knowledge, skills and experience of the Directors.
The review involves considering the weighting of attributes, culture and capabilities of the Board.

Director independence

The Board has adopted an Independence Policy that states that an independent Director should be independent of management
and free from any business or other relationship that could materially interfere with, or could reasonably be perceived to materially
interfere with, the independent exercise of their judgement.

The Board regularly considers and assesses the independence of each Director in light of the interests and information that
Directors disclose. In accordance with the Corporations Act 2001, Directors are required to advise the Company of any material
personal interests they have in a matter.

In assessing independence, the Board will have regard to whether the Director has any of the following relationships with the
Company or any Group company:

1. is a substantial shareholder (as defined by Section 9 of the Corporations Act 2001) of the Company, or is a director or officer
of, or otherwise associated directly with, a substantial shareholder of the Company;

2. is employed, or has previously been employed, in an executive capacity by the Company or the Group, and there has not
been a period of at least three years between ceasing such employment and serving on the Board;

3. has, within the last three years, been a principal of a material professional adviser or a material consultant to the Company
or the Group, or an employee materially associated with the service provider;

4. is a material supplier or customer of the Company or the Group, or an officer of or otherwise associated directly or indirectly
with a material supplier or customer; or

5. has a material contractual relationship with the Company or the Group other than as a Director.

The Board will state its reasons if it considers a Director to be independent notwithstanding the existence of a relationship
of the kind referred to in points 1 to 5 above.

Determination of materiality in assessing independence
The materiality of a relationship is assessed on a case-by-case basis having regard to each Director’s individual circumstances.

Conflicts of interest

In accordance with the Board Charter and the Corporations Act 2001, any Director with a material personal interest in a
matter being considered by the Board must declare such an interest and may only be present when the matter is being
considered at the Board’s discretion. Directors with a material interest may not vote on any matter in which they have declared
a personal interest.

Meetings of the Board
The Board meets formally approximately every six weeks. In addition, the Board may meet whenever necessary to deal with
specific matters needing attention between scheduled meetings.

The CEO, in consultation with the Chair, establishes the meeting agendas to ensure adequate coverage of strategic, financial
and material risk matters throughout the year. Senior executives are invited to attend Board meetings and are available for
contact by Non-Executive Directors between meetings. The Non-Executive Directors often hold a private session without any
executive involvement in conjunction with scheduled Board meetings.
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Board access to information and advice

All Directors have unrestricted access to the Company records and information. The Company Secretary provides Directors with
guidance on corporate governance issues, developments and on all other matters reasonably requested by the Directors, and
monitors compliance with the Board Charter.

The Board or each individual Director has the right to seek independent professional advice to assist them in discharging their
duties. The Company will meet the cost of the advice provided the Chair’s prior approval is obtained. Such approval is not to be
unreasonably withheld or delayed.

Board committees
To assist it in undertaking its duties, the Board has established the following standing committees:

e the Group Risk and Audit Committee (GRAC);
e the Remuneration Committee (RemCo); and
e the Nomination Committee (NomCo).

Each committee has its own charter, copies of which are available on the Company’s website. The charters specify the
composition, responsibilities, duties, reporting obligations, meeting arrangements, authority and resources available to the
committees and the provisions for review of the charter. Details of Directors’” membership of each committee and those eligible
members’ attendance at meetings throughout the period from 1 July 2013 to 30 June 2014 are set out below:

Directors’ meetings
Director Board Group Risk and Remuneration Nomination
Audit Committee Committee Committee

P Polson

B Benari
G Cubbin
S Gregg

J Grunzweig

R Hooper
B Shanahan

J Stephenson
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The Board and the Company’s commitment to ethical and responsible decision-making is reflected in the internal policies and
procedures, underpinned by the Challenger Principles of:

e Integrity;

e Commercial ownership;
e Working together;

e Compliance; and

e (reative customer solutions.

Code of Conduct

The Board has adopted a Corporate Code of Conduct (the Code) which applies to all Directors, executives, management and
employees of the Company and the Group. The Code articulates the standards of honest, ethical and law-abiding behaviour
expected by the Company. Employees are actively encouraged to bring any problems to the attention of management or the
Board, including activities or behaviour which may not comply with the Code, other policies and procedures in place, or other
regulatory requirements or laws. A copy of the Code can be found on the Company’s website.
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Political donations policy

The Board has adopted a policy of not making political donations in any country or jurisdiction in which it operates.
Representatives of the Company may on occasion attend political functions. This attendance is strictly for commercial reasons
and is predicated on the price charged not being in excess of commercial value (in terms of access) of the function.

Directors’ and Staff Trading Policy
The Board has approved a Staff Trading Policy which prescribes the manner in which Directors and staff can trade in the
Company’s shares. A copy of the policy is available on the Company’s website.

Objectives for achieving gender diversity

The Board is committed to promoting a corporate culture that embraces diversity across the organisation. The Board has
adopted a Diversity Policy, available on the Company’s website, which has measurable objectives for achieving gender diversity.
The Remuneration Committee is responsible for the regular review of and reporting on the relative proportion of women
employed at all levels of the Company and the regular review of and reporting on the measurable objectives set on an annual
basis pursuant to the Diversity Policy. The current objectives and progress towards achieving them, and the details of the
proportion of women employed at all levels of the organisation, are discussed in detail in the Sustainability report from page 23.

Integrity of financial reporting

The Board has the responsibility to ensure truthful and factual presentation of the Company’s financial position. The Board has
established a Group Risk and Audit Committee to assist the Board to focus on issues relevant to the integrity of the Company
and the Group’s financial reporting. In accordance with its Charter, the Group Risk and Audit Committee must have at least
three members, be comprised only of Non-Executive Directors and have a majority of independent members. The Committee
must be chaired by an independent Director, who is not Chair of the Board.

The background details of the Group Risk and Audit Committee members are described in the Directors’ report. The Committee
typically meets four times a year, and additional meetings are scheduled as required. The members’ names and attendance at
meetings are set out on page 19 of this report.

The Committee makes recommendations to the Board in relation to the appointment, review and removal of an external auditor,
assessment of the external auditor’s independence and the appropriateness of non-audit services that the external auditor may
provide. A copy of the Group Risk and Audit Committee Charter is available on the Company’s website.

Declaration by the Chief Executive Officer and the Chief Financial Officer

The CEO and CFO periodically provide formal assurance statements to the Board that:

e the Group’s financial report presents a true and fair view of the Group’s financial condition and performance; and
e the risk management and internal compliance and control systems are sound and operating effectively.
Independent external audit

The Company requires its independent external auditor to:

¢ provide stakeholders with assurance as to whether the Group’s financial reports are true and fair; and

e ensure that Group accounting policies comply with applicable accounting standards and guidance.

The Company’s independent external auditor is Ernst & Young (EY). EY was appointed upon constitution of the Company in
November 2003, and this appointment was ratified by members at the annual general meeting held in November 2004.

During 2014 the position of the independent external auditor was put to tender. A thorough process was conducted to assess
the quality of the submissions from three different audit firms and, as a result of a competitive tender process, EY was reaffirmed
as the Company’s independent external auditor.

External auditors are required to rotate the engagement partner assigned to the Company on a five-year basis. The next
engagement partner rotation will take effect from 1 July 2015.

The Board has requested that EY attend the Company’s annual general meeting, and that EY be available to answer any
guestions arising in relation to the conduct of its audit.
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Continuous Disclosure Policy
The Company is committed to ensuring that all investors have equal and timely access to material information concerning
the Company and that Company announcements are factual and presented in a clear and objective manner.

The Board has approved and implemented a Continuous Disclosure Policy. A summary of the policy can be found on the
Company’s website. The policy is designed to ensure compliance with the Corporations Act 2001 and the ASX Listing Rules
continuous disclosure requirements. The Company has a Continuous Disclosure Committee which is responsible for:

e making decisions on what should be disclosed publicly under the Continuous Disclosure Policy;
e maintaining a watching brief on information; and

e ensuring disclosure is made promptly and without delay.

The Company recognises the importance of enhancing its relationship with investors by:
e communicating effectively;

e providing ready access to clear and balanced information about the Company; and

e encouraging participation at general meetings.

As set out in Principle 5, it is Company policy that material information concerning the Company will be announced to the
market in a timely, clear, balanced and objective manner. Following releases of information to the market, the Company
publishes half-yearly and annual reports, announcements, media releases and other relevant information on its website.

Internet web-casting and teleconferencing facilities are provided for market briefings to encourage participation from
all shareholders, regardless of their location. The Company also encourages greater use of electronic media by providing
shareholders with greater access to the electronic receipt of reports and meeting notices.

The Company also provides a facility to ask questions about the Company via its website and have them answered directly
via electronic means.

All major and price-sensitive announcements by the Company are lodged with the ASX and made publicly available via the
ASX's website before being discussed with, or disseminated to, members of the investment community.

Risk management and compliance

The management of risks is fundamental to the Group’s business and to building shareholder value. The Board recognises the
broad range of risks that apply to the Group as a participant in the financial services industry, including, but not limited to,
funding and liquidity risk; investment and pricing risk; counterparty risk; strategic, business and reputational risk; operational
risk; licence and regulatory risk. The Board is responsible for determining the Group’s risk management strategy and risk
appetite. Management is responsible for implementing the Board’s strategy and for developing policies and procedures to
identify, manage and mitigate risks across the whole of the Group’s operations in line with the risk appetite.

The key design component of the Group's approach to risk management is that the heads of the business units have
accountability for the risks within their divisions, with oversight, analysis, monitoring and reporting of these risks conducted by
the Executive Risk Management Committee (ERMC), which is chaired by the CRO. The CRO is independent of the business units
and accountable to the CEO and the Board and its committees.

The framework and policies are developed by the CRO, reviewed and approved by the GRAC, and then made available to all
staff of the Group. The Group’s risk management function has day-to-day responsibility for monitoring the implementation of
the framework and policy, with regular reporting provided to the GRAC, via the ERMC, on the adequacy and effectiveness of
management controls for material business risk.

The GRAC reports to the Board on the effectiveness of the framework, internal controls and policies, with a detailed
review undertaken on an annual basis. A summary of Challenger’s risk management framework can be found on the
Company’s website.
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Internal audit

Internal audit services for the Group were provided by KPMG during the period. The GRAC oversees the scope of internal audit
and monitors the progress of the internal audit work program. The GRAC receives reports from internal audit at each meeting
and monitors management’s responsiveness to internal audit findings and recommendations. The internal audit function is
independent of the external auditor, and reports directly to the GRAC.

Assurance

In respect of the financial report for the year ended 30 June 2014, the Board has received formal assurance from the CEO and
the CFO that:

e the Group’s financial report presents a true and fair view of the Group’s financial condition and performance; and
¢ the risk management and internal compliance and control systems are sound and operating effectively.

This assurance forms part of the process by which the Board determines the effectiveness of its risk management and internal
control systems in relation to financial reporting risks.

The Board Remuneration Committee (RemCo)

The Board has established a RemCo comprised of a majority of independent Directors, having at least three members and
chaired by an independent Director.

The background details of the RemCo members are set out in the Directors’ report. RemCo usually meets at least five times
during the year, and additional meetings are scheduled as required. The members’ names and attendance at meetings are set
out in Principle 2 of the corporate governance statement.

RemCo is responsible for reviewing and recommending to the Board on:

e the Company’s remuneration, recruitment, retention and termination policies and procedures for senior executives,
e senior executives’' remuneration and incentives;

® superannuation arrangements;

e the remuneration framework for Directors; and

® remuneration by gender.

Remuneration

The remuneration details for key executives and Non-Executive Directors are reported in the remuneration report. Non-Executive
Directors are not entitled to participate in incentive plans.

There are no termination payments to Non-Executive Directors on their retirement from office other than payments accruing
from superannuation contributions comprising part of their remuneration.

Challenger’s staff trading policy prohibits any executive or staff member from entering into a transaction that is designed or
intended to hedge that component of their unvested remuneration which is constituted by the Company’s shares, options or
performance rights.

It is also Company policy to prohibit Directors, senior executives and staff members from taking out margin loans over
Company shares.
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Sustainability
report

Challenger’s vision, to provide Australians with financial security in retirement, is at its core a vision of sustainability.
We consider sustainability to be an imperative for our success, and also seek to contribute more broadly to a sustainable future.
Our sustainability goals include:

e fostering a diverse culture with strong compliance, ethics and corporate governance;
e contributing to the communities in which we operate; and
e reducing our carbon footprint and minimising our impact on the environment.

Our employees are critical to our success. We promote a work environment where diversity is embraced, and where people are
recruited and promoted on merit and treated with mutual respect and dignity.

We proactively manage our carbon footprint and consider environmental, corporate governance and social issues when making
investment decisions. We have committed to developing a Sustainability Policy in 2015 to set clear sustainability objectives and
guidelines across the Company.

We have five principles that are integral to our culture and linked to everything we do. These principles are:
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Employee behaviour is assessed against the Challenger Principles and is weighted equally with performance outcomes in
determining performance ratings. To receive an annual short-term incentive, employees must achieve a minimum rating against
each of the Challenger Principles.

All policies at Challenger include a whistleblower provision and clear instructions on how employees can raise concerns in a
confidential and non-threatening manner. We strongly encourage employees to act on any concerns and actively foster a culture
where issues can be raised and addressed.

We seek to provide a diverse and inclusive workforce and value the capability and experience that a wide variety of employees
brings to the organisation. We recognise that an inclusive work environment increases our ability to attract and retain the best
talent from the widest pool of candidates, enabling us to maintain a high performing team. We also recognise that successfully
harnessing diverse thinking and working styles contributes to innovation and superior long-term sustainable outcomes.

We are further committed to ensuring not only regulatory compliance, but also a deeper commitment to the principles of
diversity. Our Diversity Policy emphasises our commitment that employees be treated fairly, equally and with respect when
employment and career decisions are made, and sets measurable objectives to ensure that the policy is effective.
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The Challenger Board has oversight of the Company’s Diversity Policy, and the leadership team is accountable for promoting and
fostering an environment where there is equal access to opportunities and growth. Considerable effort and focus is being given
to a range of diversity initiatives. Gender diversity outcomes are monitored in terms of proportional representation of women
across the organisation and in management roles by the Board and the leadership team on a monthly basis.

In 2014, a Diversity Committee was established to ensure ongoing focus on, and promotion of, workplace diversity. The
committee is accountable for measuring, monitoring and promoting diversity at Challenger, particularly gender diversity, and
reporting key outcomes to the Board. The committee is sponsored by the Chair of Challenger Limited and chaired by the CFO.

The Board commits to measurable diversity objectives each year. In 2014, these included:

Objective Initiative/outcome

Build awareness of gender e Following a successful unconscious bias training pilot in 2013, the training was extended
diversity and set it as a key to all Executive Management Team members to raise awareness of unconscious bias and
business priority its impact on workplace decisions and outcomes.

e Gender diversity was set as one of five key topics at the annual Executive Management
Team strategy offsite. A working group prepared and presented the business case for
gender diversity and recommended actions to further gender diversity outcomes.

e On the recommendation of the Executive Management Team working group, we created
a Diversity Committee to provide ongoing focus on diversity across the business.

Increase the representation e A number of initiatives were undertaken and/or programs continued to identify and
of women in management promote the development of talented women and increase the gender diversity of the
positions pipeline of potential successors for senior leadership roles including:

— atalent and succession exercise undertaken with a specific focus on increasing the
female pipeline of potential successors for senior leadership roles, with comprehensive
development actions agreed;

— developing an advanced understanding of the employment experience of women in
Challenger and the potential barriers they face in career advancement. Interviews were
conducted with senior women across the organisation, who consistently reported
a positive employment experience at Challenger. Strong support was given to the
initiatives already in place or underway to continue to improve opportunities and
support for female employees.

e \Women in senior management roles increased from 25% to 30% in 2014.

Ensure equity in e \We seek to pay equitably against market benchmarks across a range of employee

pay outcomes segments, including gender. Whilst men and women are positioned similarly on average
against market benchmarks for fixed pay, there was historically a gap in competitiveness
on a total reward (including incentives) basis. Since 2011, we have worked to close this
gap, and in 2014 there was no statistically significant difference in the competitiveness of
pay outcomes for men and women.

Support flexible work e We continue to maintain a ‘keep in touch’ program for women on parental leave. The
arrangements and the program helps employees maintain a connection to the workplace for the duration of their
retention of women leave. As a result of the program, a number of women accepted invitations to attend key
following parental leave Company briefings and events during their leave period.

e Employees returning from parental leave have access to external coaching and support
to assist with the transition back to work and balancing family and career.

Increase gender diversity e Our recruitment guidelines were updated such that candidate shortlists and interview
focus in recruiting panels include at least one woman when recruiting roles at or above Executive
Management Team level.

Understand the opportunities e We are working with the Federal Government's ‘Corporate Champions Program’ to
to attract and retain mature develop best practice programs in the recruitment and retention of mature age employees
age workers and the implementation of age-friendly work practices.
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The Board has a charter on Board renewal as detailed earlier in the corporate governance statement. Women represent 22 %
of the Challenger Board, compared to 18% in the ASX 200",

The Challenger Board and leadership team acknowledge that progress on gender diversity requires continued effort over a
sustained period. We remain committed to gender diversity and to ensuring that our processes and practices support diversity
at all levels of the organisation. One of the initial areas of focus for the Diversity Committee is to determine appropriate gender
targets. The following are the actual gender diversity metrics at 30 June 2014 (including employees currently on parental leave)
with the prior corresponding period shown:

ey g T e et

Board 2 22% 2 22% 0 0%
Senior management 13 25% 18 30% 5 38%
Management 35 34% 34 34% (1 (3%)
Non-management 143 42% 159 41% 16 11%

We measure employee engagement every two years. In 2014, we continued to invest in initiatives in response to the 2013
employee engagement survey, including developing and articulating our employment brand.

Our rolling 12-month voluntary turnover ratio decreased by 6.5% across the year and at 30 June 2014 was more than 10%
below the industry benchmark published by the Financial Institutions Remuneration Group in April 2014.

Our average absenteeism rate remained consistent and comparatively low across the year, with total personal leave days (paid
and unpaid, including sick and carer’s leave) at approximately three days per full-time equivalent employee per annum.

Our Work Health and Safety Committee meets quarterly and reports via the Executive Risk Management Committee to the
Board. The committee includes employee representatives and reviews work health and safety data and recommends any work
health and safety initiatives or changes.

During the year, an independent external audit of our work health and safety practices was conducted with no material issues
identified. There were four new worker's compensation claims opened across the year.

In 2014, employee focus groups were facilitated by an external consultant to better understand and define the experience
of working at Challenger. The focus groups indicated high levels of employee engagement and identified a number of
consistently positive and unique aspects of the work culture and employee experience. These attributes were formulated into
an employment brand which was launched internally in February 2014.

' Australian Institute of Company Directors, 28 May 2014.
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Our employment brand communicates the employment experience offered to current and potential employees. The overarching
theme of ‘Challenge what is possible’ is built on four pillars:

We challenge ourselves We value each other We offer opportunities You can make an impact
We value intellectual We are driven to succeed We provide individual Our vision is bold and we
inquisitiveness, rigorous and we value and respect development through broad  welcome individual creativity
analysis and the delivery each other. and deep roles and exposure  and the initiative to achieve it.
of results. to leaders.

We will monitor employee feedback on an ongoing basis to ensure that our promise to employees is delivered.

We continue to invest in the development of leadership capability through the Leadership Foundations Program. The program,
which was developed in conjunction with the Australian Graduate School of Management, aims to support individual leadership
development, as well as building our leadership succession planning. Feedback on the program has been extremely positive
across all three cohorts, with an average participant value score of 88%.

The inaugural Senior Management Forum was also held in 2014 to provide leadership tools and support and to reinforce the
importance of the leadership role played by senior managers. The forum provides an opportunity for managers to learn from
each other by sharing leadership challenges, experiences and insights.

We recognise that there are times when a balance is needed between work and external responsibilities. To support our
employees with these commitments, we offer a range of flexible work opportunities including changes in hours of work, work
patterns and work location.

Those employees who are new parents are also supported through our parental leave policy, with primary care givers receiving
the benefit of 12 weeks’ pay during a period of parental leave. The policy also provides for two weeks of paid leave for
secondary care givers.

We also support employee wellbeing through an Employee Assistance Program which provides confidential and free counselling
support to employees and their immediate family members. The service also provides support and advice to managers in dealing
with challenging employee issues.

In 2014, we commenced employee and manager sessions to build awareness of and provide advice on managing stress and
mental health issues. These sessions will continue into 2015.

We value a sense of community in the workplace and provide financial support for a range of fundraising and social activities
which are coordinated by an employee committee (known as Our Community). In 2014, Our Community activities included the
JP Morgan Challenge, a trivia night, a cinema night, a World Cup Soccer competition and an end of financial year celebration
for employees. Our Community raised funds for charities such as the Australian Red Cross in support of Typhoon Haiyan,

the Children’s Medical Research Institute Jeans for Genes Day, Alzheimer's Australia, the Barnardos Gifts for Kids Appeal and
The Cancer Council’s Biggest Morning Tea.

We also seek to contribute to the growth and sustainability of the communities in which we operate. We have partnered with
a range of charitable and not-for-profit organisations which support a broad demographic of Australians including Alzheimer’s
Australia, Barnardos Australia, Bear Cottage, beyondblue, Meals on Wheels and National Seniors Foundation Trust.

We acknowledge that volunteering is a significant way in which employees can contribute to the community and consequently
provide all employees with one paid day of leave per year to provide voluntary services to a not-for-profit organisation, or
environmental, community or charitable project.
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Through the Community Giving Program, employees can make ongoing pre-tax donations directly from their salary to one of
our community partners. The contributions are matched by Challenger up to $500 per employee per year. In addition to our
community partners, our employees were affected during the year by two worthy causes, Typhoon Haiyan recovery efforts
and the Homicide Victims Support Group. Employees contributed generously to both causes, with all donations matched

by Challenger.

Our shareholders are also invited to support our community partners by donating some or all of their dividends through the
Dividend Donation Program.

FIGHT ALZHEIMER’S
SAVE AUSTRALIA pl‘oudly' ) Proudly supporting ' .
FIGHTDEMENTIA.ORG.AU Sllpp()rtlllg b eyo n d b | u e

National Seniors

m Barnardos
Australia Meals on Wheels

Property environmental performance

We are committed to reducing our impact on the environment by raising awareness with our employees, utilising technologies
that minimise our use of resources and occupying sustainable places of work. When leasing premises, we seek accommodation
in buildings which are National Australian Built Environment Rating System (NABERS) energy accredited to a minimum rating of
3.5 stars. We also seek to maximise the NABERS energy accreditation of our property assets.

the children’s hospital at westmeas

Our workspace at 255 Pitt Street, Sydney, has an occupancy NABERS rating of 3.5 stars and is designed for sustainable business
practices and includes technologies such as:

e energy-efficient and computer-controlled lighting;

e time-controlled room heating, ventilation and air conditioning;

e recycling facilities;

e virtual desktop infrastructure which is more energy efficient and longer lasting than traditional desktop computers;
e multi-function devices utilising destination print; and

e LCD monitors.

We continue to be recognised as a member of the FTSE4Good Index. The FTSE4Good Index has been designed to measure the
performance of environmental, social and governance (ESG) practices of companies. The FTSE4Good Index includes companies
that have met or exceeded globally recognised ESG standards.

In 2014, Challenger also voluntarily reported on a range of climate change practices and outcomes to the Carbon Disclosure
Project. The Carbon Disclosure Project surveys Australian and New Zealand publicly listed companies on a range of climate
change risks, opportunities, strategies and outcomes.

Waste management

Our waste management system, which includes separated, non-recyclable and compostable green waste at workstations,
communal kitchens and the on-site commercial café, continues to deliver material reductions in the volume of waste sent to
landfill, with a reduction of 11% in 2014.

Our carbon impact

Through continued focus on our environmental impact, we reduced the electricity consumption of our
Taking KA Sydney office by 158MWh or 16% in 2014. We also extended our partnership with Climate Friendly
*:| and, in addition to offsetting power usage, further reduced our carbon footprint by offsetting 100%

: ° J
aoﬁon clim:a?é of the carbon emissions generated by taxis, paper and waste disposal. In 2014, Challenger invested in
with friendly | environmental projects with total CO, emission reductions of 1,395 tonnes, an increase of 35%

climatefriendly.com/disclosure over 2013.
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Directors’
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The Directors of Challenger Limited (the Company) submit their report, together with the financial report of the Company and
its controlled entities (the Group or Challenger), for the year ended 30 June 2014.

Mr Michael Vardanega, B Comm LL.B, is a qualified solicitor and was appointed to the position of General Counsel and Group
Company Secretary on 1 March 2011. In this role, he is responsible for the legal and company secretariat teams within the
Company. Since joining the Company in 2006, he has been extensively involved in the general management of corporate
actions, public entity compliance and governance matters for the Company. Prior to joining, Mr Vardanega was a member

of the corporate advisory practice at commercial law firm Ashurst (formerly Blake Dawson).

Mr Andrew Brown has over 20 years’ experience in the financial services industry and was appointed to the position of Company
Secretary on 25 October 2012. Mr Brown is responsible for all corporate secretarial matters including ASIC regulatory and

ASX Listing Rule compliance. Since joining the Company in 2003, Mr Brown has been involved in funds management product
marketing, compliance and governance. Prior to joining, Mr Brown held senior compliance management positions at MLC.

The names and details of the Directors of the Company holding office during the financial year and up to the date of this report
are listed below. Directors were in office for the entire period unless otherwise stated.

Peter L Polson

Experience and qualifications

Mr Polson holds a Bachelor of Commerce degree from the Witwatersrand University in South Africa and a Master of Business
Leadership from the University of South Africa, and has completed the Harvard Management Development program.

Mr Polson retired from the Commonwealth Bank in October 2002, where he had held the position of Group Executive,
Investment and Insurance Services. Mr Polson joined the Colonial Group in 1994, where he became Chief Executive of Colonial
First State Limited, which was subsequently acquired by the Commonwealth Bank. Previously, Mr Polson was Managing
Director of National Mutual Funds Management (International) Limited. Mr Polson has been a Director of the Company since

6 November 2003.

Special responsibilities
Mr Polson is Chair of the Nomination Committee, and a member of the Group Risk and Audit Committee and the
Remuneration Committee.

Directorships of other listed companies

Mr Polson was Chair of Customers Limited (appointed as a director on 23 November 2010) and ceased to be Chair and director
on 4 July 2012, when the company was acquired by DirectCash Payments Inc.

Brian R Benari

Experience and qualifications

Mr Benari commenced in the role of Managing Director and Chief Executive Officer on 17 February 2012, having previously been
the Company’s Group CFO/Group COO for over three years. Joining the Company in March 2003, Mr Benari established and was
founding Chief Executive of Challenger’s Mortgage Management (CMM) division. In this role, he oversaw the development of
the business to include residential and commercial mortgage lending arms, as well as the acquisition of three of the four largest
mortgage distribution broker platform businesses in Australia. Over a period of five years, CMM grew its mortgage lending assets
to in excess of $23 billion and was Australia’s largest independent mortgage lender. Through its platforms, the business managed
over $110 billion of mortgages under administration. The business was sold in 2009 to the National Australia Bank.

Having originally qualified as a chartered accountant, Mr Benari joined the Company with many years of finance industry
experience, both locally and abroad. He has held senior executive roles with institutions including JP Morgan, Bankers Trust,
Macquarie Bank and Zurich Capital Markets.

Directorships of other listed companies
Mr Benari was a director of Homeloans Limited from 3 May 2007 until 17 February 2012.
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Graham A Cubbin

Experience and qualifications
Mr Cubbin holds a Bachelor of Economics (Hons) from Monash University and is a Fellow of the Australian Institute of
Company Directors.

Mr Cubbin was a senior executive with CPH Investments Management Pty Limited (CPH) from 1990 until September 2005,
including Chief Financial Officer for 13 years. Prior to joining CPH, Mr Cubbin held senior finance positions with a number of
major companies including Capita Financial Group and Ford Motor Company. Mr Cubbin has been a Director of the Company
since 6 January 2004.

Special responsibilities
Mr Cubbin is Chair of the Remuneration Committee, and a member of the Group Risk and Audit Committee and the
Nomination Committee.

Directorships of other listed companies

Mr Cubbin is a non-executive director of Bell Financial Group Limited (appointed 12 September 2007), STW Communications
Group Limited (appointed 20 May 2008), White Energy Company Limited (appointed 17 February 2010) and McPherson’s
Limited (appointed 28 September 2010).

Steven Gregg

Experience and qualifications

Mr Gregg holds a Bachelor of Commerce from the University of NSW. Mr Gregg has held a number of executive roles in
management consulting and investment banking. His more recent senior executive roles included Partner and Senior Adviser
at McKinsey & Company and Global Head of Investment Banking at ABN AMRO. His experience has spanned both domestic
and international arenas, having worked in both the USA and the UK. Mr Gregg was appointed a Director of the Company on
8 October 2012.

Special responsibilities
Mr Gregg is a member of the Nomination Committee and the Remuneration Committee.

Directorships of other listed companies
Mr Gregg is the Chair of Goodman Fielder Limited and a non-executive director of Tabcorp Holdings Limited. Mr Gregg was
a director of Austock Group Limited until May 2012.

Jonathan Grunzweig

Experience and qualifications

Mr Grunzweig was appointed as a Director of the Company on 6 October 2010. Mr Grunzweig holds a Bachelor of Arts Degree
from Cornell University, USA and a Juris Doctor in Law from Harvard University. Mr Grunzweig is Principal and Chief Investment
Officer (CIO) of Colony Capital, LLC. As CIO, Mr Grunzweig oversees the sourcing, structuring, execution and management of
all investments and divestments on a global basis. Prior to joining Colony in 1999, Mr Grunzweig was a partner with the law
firm of Skadden, Arps, Slate, Meagher & Flom LLP, where he specialised in corporate finance and mergers and acquisitions.

Special responsibilities
Mr Grunzweig is a member of the Nomination Committee.
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Russell R Hooper

Experience and qualifications

Mr Hooper is a Fellow of the Australian Institute of Company Directors, a Fellow of the Australian Society of Practising
Accountants and a Fellow of the Financial Services Institute of Australasia, and has completed the Advanced Management
Program, Harvard Business School.

Mr Hooper has previous experience at chief executive level in life insurance and wealth management. Mr Hooper has been a
Director of the Company since 6 November 2003.

Special responsibilities
Mr Hooper is a member of the Nomination Committee.

Directorships of other listed companies
Mr Hooper was a director of Century Australia Investments Limited until 17 June 2013.

Brenda M Shanahan

Experience and qualifications

Ms Shanahan is a graduate of Melbourne University in Economics and Commerce and a Fellow of the Australian Institute of
Company Directors. Ms Shanahan has a research and institutional background in finance in Australia and overseas economies
and equity markets. She has held executive positions in stockbroking, investment management and an actuarial firm.

Ms Shanahan was appointed as a Director of the Company on 1 April 2011.

Special responsibilities
Ms Shanahan is a member of the Group Risk and Audit Committee, the Nomination Committee and the Remuneration
Committee.

Directorships of other listed companies

Ms Shanahan is a non-executive director of Clinuvel Pharmaceuticals Limited (appointed 6 February 2007) and of Bell Financial
Group Limited (appointed 5 June 2012).

JoAnne M Stephenson

Experience and qualifications

Ms Stephenson holds a Bachelor of Commerce and a Bachelor of Laws (Honours) from the University of Queensland. She is
a member of both the Institute of Chartered Accountants in Australia and the Australian Institute of Company Directors.
Ms Stephenson has extensive experience in financial services both in Australia and the United Kingdom. She was previously
a partner with KPMG and has significant experience in internal audit, risk management and consulting. Ms Stephenson was
appointed a Director of the Company on 8 October 2012.

Special responsibilities
Ms Stephenson is Chair of the Group Risk and Audit Committee and a member of the Nomination Committee.

Directorships of other listed companies
Ms Stephenson is a non-executive director of Asaleo Care Limited (appointed 30 May 2014).

Leon Zwier

Experience and qualifications
Mr Zwier is a partner in the law firm Arnold Bloch Leibler. Mr Zwier holds a Bachelor of Laws from the University of Melbourne.
Mr Zwier has been a Director of the Company since 15 September 2006.

Special responsibilities
Mr Zwier is a member of the Nomination Committee.
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The principal activity of the Company during the year was the provision of investment management activities. The following
operating segments are responsible for delivering on the principal activities:

Life — the Life segment includes Challenger Life Company Limited (CLC). CLC is Australia’s leading provider of annuities

and guaranteed retirement income products. Products appeal to investors seeking the security and certainty of guaranteed
cash flows with protection against market, inflation and longevity risks. Products are distributed via financial advisers, both
independent and part of the major hubs. Being an independent manufacturer, CLC has distribution representation on all major
hubs and platforms.

Funds Management — Challenger’s Funds Management segment comprises Fidante Partners and Challenger Investment
Partners. Fidante Partners encompasses a number of associate investments in boutique investment managers. Challenger
provides administration and distribution services to the boutiques and shares in the profits of these businesses through its equity
ownership. Challenger Investment Partners develops and manages assets under Challenger’s brand for CLC and third party
institutional investors.

There have been no significant changes in the nature of these principal activities or state of affairs of the Company during
the year.

Strong retail sales of annuities and growing funds under management in financial year 2014 have continued to build on the
leading retirement income platform that Challenger has developed over the past number of years.

Key performance indicators for the year include:

e Challenger’s statutory profit attributable to equity holders of $340.6 million for the year ended 30 June 2014 was down
$76.2 million (18.3%) compared to the prior year, reflecting the substantial fair value gains in the comparative period
relating to spread contraction in credit markets. The 2014 result also benefited from a contraction in fixed income credit
spreads; however, gains were partially offset by transaction costs associated with recent property acquisitions.

¢ Normalised net profit after tax increased 6.5% to $328.7 million compared to the prior year.

¢ Normalised earnings per share increased 5.4 cents (9.2%) to 64.0 cents per share and statutory earnings per share decreased
12.9 cents (16.3%) to 66.3 cents compared to the prior year.

e The normalised cost to income ratio was marginally higher at 34.6%), compared to 34.4% for the prior year, reflecting
Challenger’s scalable business model.

e A final dividend of 13.5 cents per share was announced, franked at 40.0%, resulting in a total 2014 dividend of 26.0 cents,
franked at 21.0%, up from 20.0 cents (unfranked).

e Total Life retail sales of $2.8 billion represented growth of 28.4% and Life retail net book growth of $0.9 billion (12.5%)
after adjusting for the High Yield Fund Annuity outflow ($0.3 billion).

¢ Total Funds Management net inflows were $2.1 billion, down from inflows of $7.0 billion in the prior year.
o Total Assets Under Management increased by $6.0 billion to $50.7 billion.

e Challenger’s normalised and statutory return on equity after tax for 2014 was 16.1% and 16.7% respectively.

Normalised profit and investment experience

CLC and its consolidated entities are required by the Life Insurance Accounting Standards to value all assets and liabilities
supporting the Life business at fair value where permitted by other accounting standards. This gives rise to fluctuating
valuation movements on assets and liabilities being recognised in the profit and loss in CLC and on consolidation in Challenger
Limited. CLC is generally a long-term holder of assets, due to holding assets to match the term of life contract liabilities. As a
result, Challenger takes a long-term view of the expected capital growth of the portfolio rather than focusing on short-term
movements.

Investment experience represents the difference between actual investment gains/losses (both realised and unrealised) and
expected gains/losses based on CLC's medium to long-term expected returns. Investment experience also includes any economic
and actuarial assumption changes arising from changes in market conditions.
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A reconciliation between statutory revenue and the management view of revenue, ‘net income’, is included in the financial
report as part of Note 2 Segment information. This note also includes a reconciliation of statutory profit after tax and normalised
net profit after tax (the management view of post-tax profit). The application of the normalised profit framework has been
reviewed by Challenger’s independent auditor to ensure that the reported results are consistently applied in accordance with

the methodology described in Note 2 Segment information in the financial report.

Challenger’s normalised profit after tax was $328.7 million for the year ended 30 June 2014, an increase of $20.2 million (6.5%)
on the prior year. Normalised profit after tax increased as a result of higher net income (up $36.8 million) and lower borrowing
costs (down $0.5 million), partly offset by higher expenses (up $13.7 million), and higher normalised tax (up $3.4 million).

The net income growth of $36.8 million (6.6%) is attributable to:
e higher Life cash operating earnings (up $29.1 million) as a result of growth in Life investment assets;

* higher Funds Management net fee income (up $10.8 million) due to higher Funds Under Management (FUM); partly
offset by:

e |ower corporate income (down $3.1 million) due to nil current year distributions from Homeloans Limited following the sale
of this investment in 2013.

The management view of operating expenses is $205.4 million for the year ended 30 June 2014, increasing $13.7 million on the
prior year. The increase in expenses is due to increased employee numbers to support Challenger’s growth and higher long-term
incentive amortisation costs. In 2014, Challenger's employee numbers increased by 52 (or 11%) to 539, of which 22 relate

to the acquisition of Bendzulla Actuarial Pty Limited (Bendzulla). An additional 30 employees were added across distribution,
operations and asset origination.

Challenger’s business is highly scalable, resulting in Challenger being one of Australia’s most efficient financial services
companies. Since 2010, total expenses have increased by only 13%, while income has increased by 33%. The scale and
operating leverage in Challenger’s business has resulted in the cost to income ratio falling by 6% since 2010. Challenger’s
medium-term normalised cost to income ratio target is a range of 32-36%. The 2014 normalised cost to income ratio was
34.6%, which is relatively unchanged from 2013 (34.4%) and is well within Challenger’s targeted range.

Normalised EBIT for 2014 was $387.9 million, up 6.3% from $364.8 million in 2013. Life normalised EBIT increased by
$22.3 million and Funds Management normalised EBIT increased by $9.2 million. The increase in both Life and Funds
Management normalised EBIT reflects growth in investment assets and FUM in both businesses. Corporate normalised EBIT
fell by $8.4 million, due to higher long-term incentive costs and reduced other income.

Normalised tax for the year was $55.1 million, up $3.4 million (6.6%) from 2013 due to higher normalised profit, with the
effective tax rate remaining at 14.4% (including the Taxation of Financial Arrangements (TOFA) adjustments). The TOFA
adjustment relates to the effect of a private binding tax ruling received from the Australian Taxation Office (ATO) in February
2012 in relation to the application of TOFA. The TOFA private tax ruling reduced normalised tax by approximately $30.0 million
for each of the three financial years 2012 to 2014. Normalised tax in 2015 will not benefit from TOFA. Excluding the TOFA tax
deduction, the normalised effective tax rate in 2014 was 22.2%.

2014 investment experience after tax was a profit of $11.9 million for the year compared to $99.8 million for 2013. 2013
benefited from a significant contraction in fixed income credit spreads. Fixed income credit spreads also contracted in 2014;
however, gains were partially offset by transaction costs associated with recent property acquisitions.

32 Challenger Limited



The following tables provide an overview of Challenger’s normalised results and reconciliation to statutory profit:

30 June 30 June
2014 2013 Change
$M $M %

Management analysis
Cash earnings 425.7 416.2 2.3
Normalised capital growth 55.6 36.0 54.4
Normalised cash operating earnings 481.3 452.2 6.4
Net fee income 110.2 99.4 10.9
Other income 1.8 4.9 (63.3)
Net income' 593.3 556.5 6.6
Operating expenses' (205.4) (191.7) 7.1
Normalised EBIT 387.9 364.8 6.3
Interest and borrowing costs 4.1) (4.6) (10.9)
Normalised net profit before tax 383.8 360.2 6.6
Tax on normalised net profit? (55.1) (51.7) 6.6
Normalised net profit after tax 328.7 308.5 6.5
Investment experience after tax 11.9 99.8 (88.1)
Significant items after tax® - 8.5 N/A
Statutory net profit after tax attributable to equity holders 340.6 416.8 (18.3)
Normalised EBIT by division
Life 404.2 381.9 5.8
Funds Management 433 34.1 27.0
Corporate (59.6) (51.2) 16.4
Total 387.9 364.8 6.3

‘Net income’ and ‘Operating expenses’ are internal classifications and are defined in Note 2 Segment information in the financial report. These differ from

the statutory ‘Revenue’ and ‘Expenses’ classifications, as certain direct costs (including commissions, property expenses and management fees) are netted off
against gross revenues and Special Purpose Vehicle revenues, expenses and finance costs are netted and included in net income. These classifications have
been made in the Directors’ report, and in Note 2 Segment information, as they reflect metrics used by management to measure the business performance
of Challenger. Whilst the allocation of amounts to the above items and investment experience differs to the statutory view, both approaches result in the

same profit for the year.

~

In February 2012, a private binding ruling was received from the Australian Taxation Office (ATO) confirming the application of the Taxation of Financial

Arrangements (TOFA) on certain historical transaction elections. This results in a net reduction of normalised tax of circa $30.0 million for each of the

three financial years 2012 to 2014.

3 Primarily relates to the sale of Homeloans Limited in the comparative period.
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30 June 30 June
2014 2013
$M $M
Investment experience
Actual capital growth*
Cash and fixed income 413 154.1
Infrastructure 31.9 16.3
Property (net of debt) (8.7) 20.3
Equity and other investments 324 16.0
Total actual capital growth 96.9 206.7
Normalised capital growth®
Cash and fixed income (27.8) (27.6)
Infrastructure 21.1 20.1
Property (net of debt) 38.7 30.9
Equity and other investments 23.6 12.6
Total normalised capital growth 55.6 36.0
Investment experience
Cash and fixed income 69.1 181.7
Infrastructure 10.8 (3.8)
Property (net of debt) (47.4) (10.6)
Equity and other investments 8.8 3.4
41.3 170.7
Actuarial assumption changes® (23.1) (32.6)
Investment experience before tax 18.2 138.1
Tax expense (6.3) (38.3)
Investment experience after tax 11.9 99.8

4 Actual capital growth represents net realised and unrealised capital gains or losses and includes the attribution of interest rate, inflation and foreign exchange
derivatives that are used to hedge exposures.

«

Normalised capital growth is determined by multiplying the normalised capital growth rate for each asset class by the average investment assets for the
period. The normalised growth rates represent Challenger’s capital growth expectations for each asset class over the investment cycle. The normalised growth
rate is 6.0% for equity and other investments, 4.0% for infrastructure, 2.0% for property and (0.35%) for cash and fixed income. The rates have been set
with reference to medium to long-term market growth rates and are reviewed to ensure consistency with prevailing market experience.

® Actuarial assumption changes represents the impact of changes in macroeconomic variables, including bond yields and inflation factors, expense assumptions,
losses on new business and other factors applied in the valuation of life contract liabilities. It also includes the attribution of interest rate derivatives used to
hedge interest rate exposures.

Earnings per share (EPS)

As shown in the table below, basic normalised EPS increased by 5.4 cents (9.2%) to 64.0 cents per share compared to

58.6 cents per share for the prior year. The increase in normalised EPS reflects higher normalised profit after tax and a lower
average bas