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Agenda

• Performance and financial flexibility update

• Business line focus

• Opportunities and challenges

• Outlook
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Performance & financial flexibility update

• 1H09 robust financial performance in tough markets
– Normalised NPAT of $106m – up 4% 
– Strong operating cash flow of $89m – up 5%
– Statutory NPAT of $(108m) impacted by negative investment experience 

of $(214m)
– Increased guidance for Life Normalised COE for FY09 - $250m reaffirmed

• Financial flexibility
– Capital raised early in the cycle – regulatory capital increased 40% in 

November 2007
– Current capital excess to minimum regulatory requirements has 

strengthened since 31 Dec 08 at ~ $450m 
– Cash and cash equivalents in Life remain high ~$900m



Early positioning in GFC to weather the storm
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Divestment of non-core 
assets $150m –

improved cash/gearing

Capital base 
increased early 

in the cycle 
(~40% or 
$672m)

Capital 
intensity 

reduced via 
asset sales / 

asset 
allocation

Cash & liquids 
increased up to 

~$900m 
following 

transfer of 
annuity portfolio 

Focus on 
expense 
base / 

alignment 
with revenue
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Normalised EBIT continuing to grow
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Expense control

• Expense base centralised 
under single CFO/COO role

• Strong focus on expense 
control – full run-rate of 
expense savings not yet 
evident, benefit expected to 
increase in 2H09

• Expenses at 1H09 down 8% 
on pcp despite impact of one-
off personnel costs and 
PLAN / Choice 

• Funds Management 
restructure producing cost 
savings 75
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Expense control
Expected expense 
savings of ~$8m 
pa from one-off 
personnel costs 
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Five year total return – selected financials

Source: Bloomberg – 3 June 2009
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Challenger businesses

Challenger Life Company Limited – an 
prudentially regulated entity managing a portfolio 
of assets delivering long term guaranteed income 
streams to annuitants and predictable over-the-

cycle returns to shareholders

Life

$5.9bn of AUM at 31 March 2009 Clear investment strategy and focus 
on risk and capital management

59%

Percentage of Business 
EBIT

Market leader in annuities 
60,000+ policy holders

Spread 
(asset returns less liability costs)

Book Size
(AUM) = Life Net Income

Spreads significantly 
elevated – expected to 

remain so for some time to 
come

Growth in book size since 
2003, organic & via M&A –

22% CAGR
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Challenger businesses

Challenger Life Company Limited – an 
prudentially regulated entity managing a portfolio 
of assets delivering long term guaranteed income 
streams to annuitants and predictable over-the-

cycle returns to shareholders

Life

$5.9bn of AUM at 31 March 2009 Clear investment strategy and focus 
on risk and capital management

59%

Percentage of Business 
EBIT

Market leader in annuities 
60,000+ policy holders

Continue to grow annuity franchise 
– organically and via M&A

Asset allocation more weighted to 
fixed income – capturing wider 

spreads / risk premium

Focus on potential benefits arising 
from the Henry Review into 

retirements income streams / 
responsible saving 

Current Focus

Spread 
(asset returns less liability costs)

Book Size
(AUM) = Life Net Income
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Challenger businesses

White label funding provider delivering 
competitive lending products to branded 

distributors and distribution through ownership 
of broker aggregation platforms 

Mortgage 
Management

$18.8bn mortgages under mgmt
$73.2bn mortgages under 

administration
Predominately prime insured 

residential lending
Broker aggregation/distribution 

covers >40% of mortgage flows and 
represents ~5,000 points of presence

Fees/Margin 
(servicing & platform fees)

Book Size
(MUM & MUA) = Mortgage Mgmt Net Income

34%

Margins impacted by asset 
repricing across the market

Strong growth in broker 
platform flows

Residential lending awaiting 
return of competitive term 

funding

Percentage of Divisional 
EBIT

10



Challenger businesses

White label funding provider delivering 
competitive lending products to branded 

distributors and distribution through ownership 
of broker aggregation platforms 

Mortgage 
Management

$18.8bn mortgage under mgmt
$73.2bn mortgage under 

administration
Distribution alliancesResidential & commercial lending

Delivering on strategic acquisitions 
in broker aggregation platform 

space -
• Footprint of ~5,500 brokers

• Synergies in operations

Involvement with ASF seeking 
appropriate initiatives by 

government/industry to restart 
funding markets for all participants

Aligning new mortgage origination 
volumes (manufactured) to available 

term funding 

Current Focus

Fees/Margin 
(servicing & platform fees)

Book Size
(MUM & MUA) = Mortgage Mgmt Net Income

34%

Percentage of Divisional 
EBIT
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Challenger businesses

A fiduciary funds management operation 
manufacturing and distributing quality 

investment products – for both institutional and 
retail clients 

Funds Management

$15.5bn of AUM at 31 March 2009
Internal investment management, 

external alliances & boutique 
partnerships

Specialised funds – listed/unlisted
‘End-to-End’ Funds business

7%

Fees / Margin
(base, performance & transaction)

Book Size
(FUM) = Funds Mgmt Net Income

Management fees as 
percentage of overall fees 

~80%

Reduced FUM primarily 
due to market linked 

movements

Percentage of Divisional 
EBIT
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Challenger businesses

A fiduciary funds management operation 
manufacturing and distributing quality 

investment products – for both institutional and 
retail clients 

Funds Management

$15.5bn of AUM at 31 March 2009
Internal teams, external alliances & 

boutique partnerships
Specialised funds – listed/unlisted

‘End-to-End’ Funds business

Driving expense savings via internal 
consolidation of fiduciary funds 

management operations; synergies 
from combined front office product 

& distribution

Opportunities created via industry 
consolidation

Building out stable of boutique 
partnerships to increase scale & 

diversify alpha

Current Focus

7%

Fees / Margin
(base, performance & transaction)

Book Size
(FUM) = Funds Mgmt Net Income

Percentage of Divisional 
EBIT
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Life – annuity franchise

• Henry Review into retirement 
income streams drawing 
attention to annuity products

• Not equities versus guaranteed 
income streams but appropriate 
asset allocation for 30 year olds 
versus 65 year olds

• Annuities have a place in 
retirees’ asset allocation:

– Simple 
– Lower fee structure
– Capital guaranteed 
– Regular income stream 
– Issued by an prudentially 

regulated Life Company

• Early hits to capital are nearly 
impossible to earn back once in draw 
down phase

Growth portfolio for retirement? 
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Life – assets performing as expected   

Cash & AAA
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Maintained 
strong liquidity 

and highly rated 
portfolio
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Assets continue to 
change hands 

around NAV, fund 
trading at significant 

discount

Challenger composite Cap Rate versus Market
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Long history of 
low volatility 

property assets

Cash bond spreads beginning to contract
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Balance Sheet Lenders

Wholesale Lenders

Mortgages – national strategic footprint

• Broker platforms - key 
strategic distribution 
business operating 
across Australia in 
mortgage sector

• Current funding 
constraints a function 
more of liquidity / volume 
than price

• Involvement with ASF 
seeking appropriate 
steps by government to 
restart funding (i.e. 
RMBS) for all market 
participants
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Funding 
source

Warehouse
providers

Securitisation
via Capital Markets

Deposits

Lenders Multi Brand
Mortgage Managers

Distribution –
Platforms

Broker Platforms

Distribution ‐ Retail Brokers

Borrower

~44% of new 
loans 

originated via 
Brokers

40% of Brokers 
accredited with 

Challenger 
Broker 

Platforms
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Funds Management opportunities 

• Australian market an attractive long 
term opportunity

– 4th largest asset management 
market in the world

– Compulsory superannuation
– Current flight away from managed 

funds revert over time
• Boutique model

– Portfolio approach diversifies risk
– Boutiques need sponsors with key 

distribution, strong compliance and 
capital

• Scale is key
– Niche player with key expertise 
– Integration close to complete
– Consolidation opportunities may 

arise 

Maximise 
leverage of 

talent

Niche funds 
mgmt -
greater 

profitability

The markets 
will recover

Super-
annuation

money 
continues to 

grow

Low capital usage

Industry 
consolidation 

has begun

Scale OR 
niche

Fee 
pressure
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Outlook

• Last 18 months has changed the financial services landscape 
– Higher risk premiums on assets
– Value of long term funding or capital has increased
– Survivors are emerging
– Policy focus on competition and responsible investing for retirement 

income streams increasing
• Early actions in the cycle positioned us well

– Strengthened capital base and sold non-core business
– Alignment of expenses to revenue 

• Capital now re-generating within Life Company, improved excess 
since Dec 08
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Disclaimer: The material in this presentation is general background information about Challenger Financial Services 
Group activities and is current at the date of the presentation. It is information given in summary form and does not 
purport to be complete. It is not intended to be relied upon as advice to investors or potential investors and does 
not take into account the investment objectives, financial situation or needs of any particular investor. These should 
be considered with or without professional advice when deciding if an investment is appropriate.


