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Headlines
CGF invests to deliver double digit EPS growth

• 49% increase in NPAT1

• Strong performance across the Group:
— Quality products & services delivered 16%� in Assets & Loans under Management 

— Scaleable business model delivered 30%� in income, 12%� in costs 1 and 58%� in EBIT

— Low cost model focused on third party distribution delivering excess RONA 

— Businesses operating in markets that are growing strongly 

• Achieved 36%� in EPS2 growth and >18% RONA in MM, FM & AM

• Continued focus on capital management: 
— 5 cent dividend declared, 7.5 cents for FY06 

— Board approved Dividend Policy - minimum of 30 per cent of the statutory profits after tax

— DRP suspended

• Strategy will continue to deliver double digit EPS2 growth and >18% RONA at 
business level

1 Historic cost before significant items
2 Historic cost - basic after significant items FY06 36% increase to 21.6 cps
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Financial Headlines
Historic cost

� 48.8%$125mNPAT1

� 58.3%$209mEBIT

� 12.4%$236mExpenses1

� 30.4%$446mNet Income

� 15.7%$36.5bnPortfolio volume 
(Total assets & loans under management/admin)

1 Historic cost before significant items
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MARKETS GROWING > 10% A YEAR

PRODUCTS
Experienced teams deliver 

quality products and services

OPERATIONS
Technology, systems, platforms 
deliver low cost to income ratio

DISTRIBUTION
Delivery via leverageable third party

intermediaries

CORPORATE STRENGTHS

MORTGAGE MANAGEMENT   FUNDS MANAGEMENT   
ASSET MANAGEMENT         FINANCIAL PLANNING

ENVIRONMENT ����

BUSINESSES    ����

Our model 
Focused on delivering returns

XXXXXINVESTMENT OUTCOMES: RONA > 18%   DOUBLE DIGIT EPS GROWTH1

INVESTMENT OBJECTIVES: RONA > 18%  DOUBLE DIGIT EPS GROWTH1

1 Historic cost
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Mortgages: System growth was 11%, third party origination ~ 45% and growing
Managed Funds: Total managed funds market up 21% to $1,019bn
Superannuation: Superannuation funds under management up 22% to >$740bn 

CORPORATE STRENGTHS

Performance Highlights
Focused in core markets exhibiting strong environmental growth

PRODUCTS OPERATIONS DISTRIBUTION
• Total Group Assets & Loans: � 16%

• Funds Management: � 22% in FUM 
to $13bn - funds highly rated by 
gatekeepers

• Mortgage Management: Diversified 
across residential & commercial for 
prime and non-conforming borrowers

• Asset Management: Launch of 
listed and unlisted infrastructure and 
property funds 

• Income/Costs:  Net income �
30% to $446m, Costs � 12%

• Efficiency Ratios: 
• EBIT margin � from 39% 
to 47% 
• Funds Management 
Cost/Income ratio � to 73%
• Mortgage Management 
Cost/Income ratio � to 42%

• Expanding spread and fee 
income 

• Mortgage Managers:  
Australia’s largest diversified 
group of mortgage managers 
and brokers 

• Financial Planners:  >10,000 
planners and >2,000 
gatekeepers recommending 
Challenger

• Platforms:  Fund and Asset 
Management products on over 
30 platforms 

ENVIRONMENT ����

Market stats sourced from RBA, Plan for Life and Challenger estimates 
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Financial Results

28 August 2006
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Financial Highlights
Statutory

� 20.2%27.3EPS diluted cps – underlying

� 12.3%$134mNPAT

� 50.0%7.5cDPS

� 25.1%28.4EPS basic cps – underlying

� 27.8%$153mNPAT underlying1

1 Underlying is before significant items
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Financial Summary
Underlying statutory profits up 28%

$m

� 28%

1

1 Post tax

1



9

Financial Highlights
Historic cost

� 38.1%$116mNPAT
� 35.8%    21.6EPS basic cps 

� 29.7%20.9EPS diluted cps 

� 48.8%$125mNPAT underlying1

� 58.3%$209mEBIT

� 12.4%$236mExpenses1

� 30.4%$446mNet Income

� 15.7%$36.5bnPortfolio volume 
(Total assets & loans under management/admin)

1 Underlying is before significant items
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Financial summary
Historic cost underlying result up 49%

� 49%
� 38%
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Mortgage Management 
Delivering profitable growth in competitive market

� 15.4%21.7%RONA

FY06 $360mNet Assets 1 July 2005

FY07$412mNet Assets 30 June 2006

� 27.9%$78mEBIT

� 19.1%$56mExpenses

� 24.1%$134mNet Income

� 14.0%$18.3bnPortfolio volume
(Residential mortgages under management)
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Mortgage Management 
EBIT up 28%
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Residential Mortgages 

13,822 16,033 18,258
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Mortgage Management 
Key performance trends
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• Net loan growth in Residential market driven by:
– new product initiatives
– systems integration - B2B connectivity to originators

– superior service delivery

• Outperforming the market while growing margin – focus remains on 
profitable growth

Mortgage Management
Delivering profitable growth in competitive market

Source: RBA ….

ManufacturingFunding

Servicing

Servicing 
back end

Customer 
Servicing

Sales & 
Distrib’n

Aggrega-
tion

Broking

Banks

Mortgage 
ManagersWhite Label Funders

Branded Non Bank Lenders

Distribution

Mortgage 
Brokers

Mortgage 
Aggregators

PLAN Australia

NON BANK 45% and �

MARKET SHARE
BANKS 55% and  �
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Funds Management
Delivering performance, FUM growth and profits

FY06$131mNet Assets 1 July 2005

� large18.6%RONA

FY07$135mNet Assets 30 June 2006

� large$24mEBIT

� 1.5%$68mExpenses

� 61.4%$92mNet Income

� 21.6%$12.9bnPortfolio volume 
(Funds under management)
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Net fee income Employee expense Other expenses Other income 2006 EBIT

Reduction in 
other expenses

Funds Management
EBIT strongly into profit

2005 EBIT

$m



19

5,891
10,579 12,868

47

57

92

52

67 68

117%

73%

110%

0

20

40

60

80

100

120

2004 2005 2006

0%

20%

40%

60%

80%

100%

120%

Income Expenses Cost/Income Ratio

Funds Management 
Key performance trends
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Alpha Generation Across Sectors / Strategies
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Benchmark Alpha Peer Group Median

• Solid alpha generation:
– across asset sectors
– across strategies

• Increasingly diversified, 
high quality FUM

• No capacity issues

• Distribution footprint 
continuing to broaden

Funds Management 
Delivering performance, FUM growth and profits

26 across 6 sectors
Consultant  
ratings

69 active recommendationsResearch houses

1,919 across 366 dealer groups
Dealer group 
approvals

220 products on 30 platforms
Platform 
approvals

7 funds � � � � or betterMorningstar

8 funds RECOMMENDED or betterLonsec

8 funds � � � � or betterS&P

Researcher/Asset Consultant Recommendations for “core” Challenger 
products 
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Asset Management 
Steady growth as new business lines build  

� 5.8%21.9%RONA

FY06$561m1Net Assets closing 30 June

FY07$707mNet Assets opening 1 July

� 23.0%$123mEBIT

� 45.9%$54mExpenses

� 3.1%

� large

� 29.2%

$126m

$ 51m

$177m

Net Income
— Spread 

— Fees

— Total

� 13.2%$3.7bnPortfolio volume 
(Total assets under management)

1 Pre AIFRS



22

22

36

(2)

(15)

123

100

2005 EBIT Yield Realised gains Net fee income Employee expense Other expense 2006 EBIT

Asset Management 
EBIT up 23%
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Asset Management 
Key performance trends
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Realised gains being replenished
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Realised    Unrealised

• Investment strategy:

– Long term predictable income 
streams

– Target asset allocation
• Property 30% 

• Infrastructure      30% 

• Fixed Income      30% 
• Other 10% 

– Active investor with total return 
focus

• Yield + Capital gains

• Increasing growth component 
in portfolio

• Movement to asset allocation
• Turnover of portfolio, recycling 

of capital

Spread1  

0.0%

1.0%

2.0%

3.0%

2004 2005 2006

Asset Management
Spread business continues to perform

1 “Spread” defined here as the gross return on investment assets (expressed as a % of average gross investment assets) less 
the cost of funds of annuity and property debt liabilities (expressed as a % of the average interest bearing liabilities)
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Asset Management
Spread business continues to perform

• Capital
– S&P rating ‘A’1

– Provides significant benefits

– Disciplines and systems to 
maintain in place

• Funding
– Retail annuities 

– Wholesale annuity provides 
flexibility

– Alternative long term financing 
sources available

Total cost o f annuity funds

6.32% 6.19%6.50%
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Asset Management Statutory Net Assets
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*Policy liability at June 2004 valued at market value consistent w ith FY05 and FY06

1 S&P ‘A’ Financial Strength rating issued to CL2
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Fee income
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51%

Asset Management
Fee income – the emerging new business

• Investment in revenue producers
– Senior hires across investment classes

• Future growth
– High growth environment

– Listed and unlisted property trusts
– Extension of infrastructure trusts

– Management fees 

– Performance fees
– Transaction fees
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Financial Planning
Fundamentals improving

FY06 $144mNet assets 1 July 2005

� 22.5%4.9%RONA

FY07 $146mNet assets closing 30 June 2006

� 40.0%$7mEBIT

� 5.9%$36mExpenses

� 10.3%$43mNet Income
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in fee income

Synergy platform
repricing 

Synergy cost
savings 

Investment in brand
and systems 

Other income 2006 EBIT

Financial Planning 
EBIT up 40.0%

$m
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Financial Planning
Key performance trends

4.9%4.0%n/aRONA
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Balance Sheet 
Post deconsolidation of CIF

� 8.9%1,1571,261Net assets

� 15.3%20,23523,331Total Liabilities

Liabilities

� 7.8%1,1571,247Net assets attributable to CGF shareholders

� 16.2%16,93719,680Securitised liabilities

� large426877Other liabilities

� 5.9%2,2712,138Policy liabilities

� 5.8%601636Debt

� 15.0%21,39224,592Total Assets

� 16.1%16,93719,668Securitised assets

� 56.2%361564Other assets

� 1.4%

� 12.4%

� 20.8%

Assets

562554Goodwill

3,0413,417Investments

491389Cash

FY 051FY 06$m

1 Post AIFRS adjustment



32

Cashflow
Post deconsolidation of CIF

--10Cash acquired on acquisition

� 58.0%(1,410)(593)Financing activities

� 21.9%

� 20.7%

� 77.4%

� 42.0%

� 21.7%

1,113252Investing activities

7962Available cash balance3

162229Operating cashflows2

626491Opening cash balance

491389Closing cash balance

FY 051FY 06$m

1  Restated under AIFRS, relates to Securitisation SPVs cashflow reserves
2 Operating cash flows presented excludes movements in annuitant receipts and claims as these are more appropriately disclosed as
financing activities given Challenger Asset Management’s spread business  
3  Excludes cash balances within the Life company statutory funds and CIF
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Debt & Gearing

-4.3%Net Debt / (Net Debt + Book Equity)

Financial debt1

� 71%70120Corporate facilities

� large2-Other

72120Total Financial Debt

� 16 %16,94519,680MM – securitisation trusts

� 27 %180230MM – NIM facility

� 18 %349286AM – property trusts 

-1,135AM – CIF 

-4.7%Net Debt4 / Book Equity

Gearing3

� 22 %17,47421,331Total Operating Leverage

Operating leverage2 within:

Debt

FY 05FY 06$m

1 Recourse to Challenger Financial Services Group 2 Non recourse to Challenger Financial Services Group
3 Gearing ratios are based on Financial (recourse) debt           4Net debt is after available cash is deducted
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• Pay out a minimum of 30% of 
statutory profits after tax 

• Final dividend declared
– 5 cents per share

– fully franked

• Full year dividend 7.5 cents
– payout ratio 33%
– 50% increase on FY05

• Dividend reinvestment plan 
– suspended
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Outlook 2006/2007

• Continuing to build on core themes across all business lines
— Mortgage Management:  

Continued focus on profitable growth through leading product, 
technology, and service offering; while maintaining cost to book size  

— Funds Management:  
Continued focus on delivering sustainable alpha generation across 
diverse product set. Scale benefits expected to continue 

— Asset Management:   
Continued expansion of fee based model through targeted product 
expansion.  Maintenance of spread based margins

— Financial Planning:  
Continued productivity improvement focus will generate increase in 
revenue per planner
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Summary
CGF invests to deliver double digit EPS growth

• 49% increase in NPAT1

• Strong performance across the Group:
— Quality products & services delivered 16%� in Assets & Loans under Management 

— Scaleable business model delivered 30%� in income, 12%� in costs 1 and 58%� in EBIT

— Low cost model focused on third party distribution delivering excess RONA 

— Businesses operating in markets that are growing strongly

• Achieved 36%� in EPS2 growth and >18% RONA in MM, FM & AM

• Continued focus on capital management: 
— 5 cent dividend declared, 7.5 cents for FY06 

— Board approved Dividend Policy - minimum of 30 per cent of the statutory profits after tax

— DRP suspended

• Strategy will continue to deliver double digit EPS2 growth and >18% RONA at 
business level

1 Historic cost before significant items
2 Historic cost - basic after significant items FY06 36% increase to 21.6 cps
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Key dates 

Dividend record date27 September

Half-year results to 31 December 200626 February

2007

Annual General Meeting23 November

Educational briefing for analysts25 October 

Dividend payment date20 October

2006
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Group EBIT & Operating Efficiency 

Group EBIT (Historic cost)
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Employee Costs vs Efficiency
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Divisional EBIT & Operating Efficiency
Mortgage Management EBIT
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Divisional EBIT & Operating Efficiency
Asset Management EBIT (Historic cost)
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Glossary

Funds Management divisionFM

Mortgage Management divisionMM

All other non cash generating unit activityCorporate

MM – trailing expenses paid to mortgage originators. Accounted for on an accruals 
basis with cash flow closely aligned to accounting treatment.

FM – upfront and trailing expenses paid to financial planners and advisers

FP – commission represents Financial planners share of gross brokerage (Genesys) 
and commissions (Synergy)

AM – note: included in interest paid and selling costs

Fees & commissions paid

AM – management fees, performance fees & advisory fees (net of asset origination 
costs)

MM – management fees and excess spread fees earned on securitisation vehicles

FM – management & performance fees

FP – gross brokerage and platform income (Genesys) and administration fee income 
(Synergy)

Fees received

Net rental income + investment income + realised gains less interest paid and selling 
costs

Net investment income (AM only)

Interest paid to annuitants + commissions and other costs paid to third parties to raise 
annuities

Interest paid and selling expenses (AM 
only)

The net profit/(loss) on disposal of investment portfolio assets less feesRealised gains (AM only)

Income earned on investment portfolios (i.e. fixed interest and cash, infrastructure, 
equities and other) + profits / losses on fixed interest portfolios

Investment income (AM only)

Gross rental income less trust expenses, financing costs directly associated with 
property, less management fees and performance fees

Net rental income (AM only)

Financial Planning divisionFP

Asset Management divisionAM
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Glossary

Unless disclosed otherwise, all non employee expenses.Other expense

Includes fixed and variable incentive components of remuneration structures.
Also includes the amortisation of employee share schemes as required under 
AIFRS (not required under AGAAP prior to FY05). 

The amortisation of LTIP is only reported within the Corporate section as 
Challenger’s practise is not to allocate these charges to each division.

Employee expense

EBIT divided by Net Assets expressed as a %. 

RONA concept was introduced from 1 July 2004 for FY05.

Each division has a RONA target which is reset on 1 July each year.

Return on Net Assets (RONA)

An approximation of the net capital utilisation in each division.  
Net Assets (and RONA targets) are reset as at 1 July in each financial year.

Net Assets

Non recurring or abnormal income or expense items within each reporting period. 
Purpose being to assist analysis of the normalised or underlying profit 
performance of Challenger. 

Significant items

Net investment income + Net fee income + Other incomeNet income

Includes non recurring income such as gains on sale  or exit of non core 
businesses or assets

Other income

Fees received less fees and commissions paid less acquisition cost amortisationNet fee income

Amortisation of upfront payments to mortgage originators (deferred acquisition 
costs) spread over expected average life of loans plus upfront capitalised bond 
issuance and securitisation costs (deferred portfolio costs) spread over the 
expected life of each securitisation pool so as to achieve an “effective yield”
comparison.  

Amortisation rates are reviewed periodically.

Acquisition cost amortisation 
(MM only)
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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.


