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30 June 30 June 30 June 30 June 30 June

2016 2015 2014 2013 2012
Normalised cash operating earnings (COE) 592.4 543.8 481.3 452.2 435.7
Net fee income 127.7 117.5 110.2 99.4 83.0
Other income 1.0 1.3 1.8 4.9 8.8
Total net income 7211 662.6 593.3 556.5 527.5
Personnel expenses (172.8) (154.8) (144.4) (130.3) (128.9)
Other expenses (76.8) (69.4) (61.0) (61.4) (60.3)
Total expenses (249.6) (224.2) (205.4) (191.7) (189.2)
Normalised EBIT 471.5 438.4 387.9 364.8 338.3
Interest and borrowing costs 4.1) (3.8) 4.1) (4.6) (3.3)
Normalised profit before tax 467.4 434.6 383.8 360.2 335.0
Normalised tax (105.7) (100.6) (55.1) (51.7) (38.2)
Normalised profit after tax 361.7 334.0 328.7 308.5 296.8
Investment experience after tax (56.1) (35.0) 11.9 99.8 (148.3)
Significant items after tax 22.1 - - 8.5 -
Profit attributable to equity holders 327.7 299.0 340.6 416.8 148.5
Normalised cost to income ratio (%) 34.6% 33.8% 34.6% 34.5% 35.9%
Normalised effective tax rate (%) 22.6% 23.1% 14.4% 14.4% 11.4%
Basic EPS — normalised profit 64.6 61.2 64.0 58.6 57.5
Basic EPS — statutory profit 58.5 54.8 66.3 79.2 28.8
Diluted EPS — normalised profit 60.9 57.2 60.6 58.0 55.7
Diluted EPS — statutory profit 55.4 51.4 62.8 78.3 27.8
Normalised return on equity (RoE) — pre-tax 17.8% 18.0% 18.8% 19.6% 21.2%
Normalised return on equity (RoE) — post-tax 13.7% 13.9% 16.1% 16.8% 18.8%
Statutory return on equity (RoE) — post-tax 12.5% 12.4% 16.7% 22.7% 9.4%
Total assets 20,9783 18,531.6 17,323.3 17,784.8 17,778.6
Total liabilities 18,294.3 15,893.0 15,047.2 15,490.6 15,734.1
Net assets' 2,684.0 2,638.6 2,276.1 2,294.2 2,044.5
Net assets? 2,680.9 2,543.2 2,153.3 1,947.4 1,692.2
Net assets? — average® 2,630.7 2,410.4 2,044.4 1,835.7 1,577.2
Net tangible assets 2,097.0 1,993.8 1,607.5 1,426.3 1,172.8
Net assets per basic share ($) 4.80 4.60 4.22 3.78 3.20
Net tangible assets per basic share ($) 3.75 3.60 3.15 2.77 2.22

"Including minority interests.
2 Excluding minority interests.
3 Calculated on a monthly basis.
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30 June 30 June 30 June 30 June 30 June
2016 2015 2014 2013 2012
297.1 287.9 321.0 321.5 282.3
Dividend — interim’ 16.0 14.5 12.5 9.5 7.5
Dividend - final’ 16.5 15.5 13.5 10.5 10.5
Total dividend' 32.5 30.0 26.0 20.0 18.0
Dividend payout ratio — normalised profit (%) 50.3% 49.0% 40.6% 34.1% 31.3%
Dividend payout ratio — statutory profit (%) 55.6% 54.7% 39.2% 25.2% 62.5%
Annuity sales 3,351.2 2,753.1 2,798.8 2,179.2 1,954.3
Other Life sales 998.5 944.0 581.6 951.8 703.5
Total Life sales 4,349.7 3,697.1 3,380.4 3,131.0 2,657.8
Life annuity net flows? 740.4 738.2 887.1 598.1 582.9
Life annuity book 9,558.5 8,692.6 7,824.4 7,123.3 6,553.0
Life annuity net book growth? (%) 8.5% 9.4% 12.5% 9.1% 10.4%
Funds Management — net flows? (2,517.2) 7,738.9 2,147.4 6,978.6 4,226.0
Life 14,112 12,795 11,087 10,787 9,773
Funds Management 56,662 57,902 47,126 41,103 31,017
Elimination of cross-holdings* (10,723)  (10,908) (7,488) (7,120) (7,346)
Total assets under management 60,051 59,789 50,725 44,770 33,444
Headcount — closing full time employees 635 560 539 487 479
Weighted average number of ASX-listed basic shares
on issue (M) 560.2 545.7 513.8 526.1 516.4
Number of shares on issue — closing (M) 571.2 569.7 530.9 530.9 5447
Share price — closing ($) 8.63 6.72 7.44 4.01 3.25
Market capitalisation at 30 June ($M)° 4,928.6 3,828.4 3,949.9 2,1289 1,770.3

12016 final dividend franked at 100% (2016 interim: 100%; 2015 final: 100%; 2015 interim: 70%; 2014 final: 40%, previous periods: unfranked).

Total 2016 franking at 100% (2015: 86%).

2 Annuity net flows and net book growth exclude the High Yield Fund maturity in 2014 ($284 million outflow).
3 Includes the derecognition of $5.4 billion of funds under management as a result of the sale of Kapstream to Janus Capital in July 2015.

4 Life assets managed by Funds Management.

> Calculated as share price multiplied by ordinary share capital.
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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 2016.

The names and details of the Directors of the Company holding office during the financial year ended 30 June 2016
and as at the date of this report are listed below. Directors were in office for the entire period, unless

otherwise stated.

Peter L Polson (appointed 6 November 2003)

Independent Chair.
Chair of Nomination Committee.

Member of Group Risk Committee, Group Audit
Committee and Remuneration Committee.

Experience and qualifications:

Bachelor of Commerce (Witwatersrand University,
South Africa), Master of Business Leadership
(University of South Africa), Management
Development Program (Harvard Graduate School
of Education).

Mr Polson’s experience spans international and
domestic markets in banking, insurance and funds
management. Mr Polson previously held the positions
of Group Executive, Investment and Insurance
Services at Commonwealth Bank and Chief Executive
of Colonial First State Limited.

Directorships of other listed companies:

Chair of IDP Education Limited (listed 26 November
2015) (appointed 21 March 2007).

Brian R Benari (appointed 17 February 2012)

Directorships of other listed companies:

Non-executive director of Bell Financial Group Ltd
(appointed 12 September 2007), WPP AUNZ Ltd
(formerly STW Communications Group Ltd)
(appointed 20 May 2008), White Energy Company
Limited (appointed 17 February 2010) and
McPherson'’s Limited (appointed 28 September 2010
and appointed Chair on 1 July 2015).

Steven Gregg (appointed 8 October 2012)

Managing Director and Chief Executive Officer.

Experience and qualifications:

A qualified Chartered Accountant, Mr Benari joined
the Company in March 2003 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.

Graham A Cubbin (appointed 6 January 2004)

Independent Non-Executive Director.
Chair of Remuneration Committee.

Member of Group Risk Committee, Group Audit
Committee and Nomination Committee.

Experience and qualifications:

Bachelor of Economics (Hons) (Monash University),
Fellow of the Australian Institute of Company
Directors.

Mr Cubbin was a senior executive with Consolidated
Press Holdings 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.

Independent Non-Executive Director.

Member of Remuneration Committee and
Nomination Committee.

Experience and qualifications:

Bachelor of Commerce (University of New
South Wales).

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, because of his work in both
the USA and the UK.

Directorships of other listed companies:

Non-executive director of Tabcorp Holdings Limited
(appointed 18 July 2012) and Caltex Australia Limited
(appointed 9 October 2015). Mr Gregg was Chair of
Goodman Fielder Limited until its delisting in

March 2015.

Jonathan H Grunzweig (appointed
6 October 2010)

Independent Non-Executive Director.
Member of Nomination Committee.

Experience and qualifications:

Bachelor of Arts (Cornell University, USA), Juris Doctor
in Law (Harvard University).

Mr Grunzweig is Executive Director and Global Head
— Special Situations of Colony Capital, Inc.

Mr Grunzweig is charged with helping develop
Colony's global growth strategy across markets,
platforms and asset classes. Until the combination of
Colony Capital and Colony Financial, Mr Grunzweig
served as global CIO, overseeing the sourcing,
structuring, execution and management of all
investments and divestments on a global basis.



Brenda M Shanahan (appointed 1 April 2011)

Independent Non-Executive Director.

Member of Group Risk Committee, Group Audit
Committee, Remuneration Committee and
Nomination Committee.

Experience and qualifications:

Graduate in Economics and Commerce (Melbourne
University), Fellow of the Australian Institute of
Company Directors.

Ms Shanahan has a research and institutional
background in finance in Australia and international
economies and equity markets and has held executive
positions in stockbroking, investment management
and an actuarial firm.

Directorships of other listed companies:

Non-executive director of Clinuvel Pharmaceuticals
Ltd (appointed 6 February 2007) and Bell Financial
Group Limited (appointed 5 June 2012).

JoAnne M Stephenson (appointed 8 October 2012)

Independent Non-Executive Director.

Chair of Group Risk Committee and Group Audit
Committee and member of Nomination Committee.

Experience and qualifications:

Bachelor of Commerce and Bachelor of Laws
(Honours) (University of Queensland), member of the
Institute of Chartered Accountants in Australia and
member of the Australian Institute of Company
Directors.

Ms Stephenson has extensive experience in financial
services both in Australia and the United Kingdom.
Ms Stephenson was previously a partner with KPMG

Directors’ meetings
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and has significant experience in internal audit, risk
management and consulting.
Directorships of other listed companies:

Non-executive director of Asaleo Care Limited
(appointed 30 May 2014) and Japara Healthcare Ltd
(appointed 1 September 2015).

Leon Zwier (appointed 15 September 2006)

Independent Non-Executive Director.
Member of Nomination Committee.

Experience and qualifications:

Bachelor of Laws (University of Melbourne). Mr Zwier
is a partner in the law firm Arnold Bloch Leibler.

Board Committees

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

e the Group Risk Committee (GRC);

e the Group Audit Committee (GAQ);

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 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 2015 to 30 June 2016 are set
out below.

Group Risk

Director Board Committee
Eligible to Eligible to
attend Attended attend Attended

P Polson 7 7 4 4
B Benari 7 7 - -
G Cubbin 7 7 4 4
S Gregg 7 7 - -
J Grunzweig 7 6 - -
B Shanahan 7 7 4 4
J Stephenson 7 7 4 4
L Zwier 7 6 - -

' B Benari is an invitee and attends the GAC and GRC meetings.

Group Audit Remuneration Nomination
Committee Committee Committee
Eligible to Eligible to Eligible to
attend Attended attend Attended attend Attended
4 4 5 5 2 2
4 4 5 5 2 2
- - 5 5 2 2
- - - - 2 2
4 4 5 5 2 2
4 4 - - 2 2
- - - - 2 2
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Michael Vardanega (Bachelor of Commerce and
Bachelor of Laws) is the General Counsel and Executive
General Manager, Corporate Affairs. He is a qualified
solicitor and was appointed as Company Secretary on

1 March 2011. Mr Vardanega’s responsibilities at
Challenger encompass legal and regulatory affairs,
corporate governance, company secretarial, corporate
affairs, advocacy and corporate social responsibility.

Mr Vardanega joined Challenger in 2006 from
commercial law firm Ashurst, where he was a member
of the corporate advisory practice. He is admitted to
practise as a solicitor in New South Wales, and is a
member of the Law Council of Australia, the Association
of Corporate Counsel and a member of the Australian
Institute of Company Directors.

Andrew Brown (Diploma in Law) has over 20 years'
experience in the financial services industry and was
appointed to the position of Company Secretary on

25 October 2012. Prior to joining the Company in 2003,
Mr Brown held senior compliance management
positions at MLC.

Challenger Limited (Challenger, CGF, the Group or the
Company) is an investment manager with offices in
Australia and London. Challenger is listed on the
Australian securities exchange and is regulated by the
Australian Prudential Regulation Authority (APRA), the
Australian banking, superannuation, general insurance
and life insurance regulator. Challenger is regulated

by APRA as the owner of Challenger Life Company
Limited (CLC), an Australian life insurance company.
Challenger’s activities are also subject to supervision by
other regulatory agencies both in Australia and in other
markets in which it operates.

Founded in 1985, Challenger is one of Australia’s largest
fund managers and now employs 635 people managing
assets of $60 billion with total equity of $2.7 billion as at
30 June 2016.

For internal reporting and risk management purposes,
Challenger’s principal activities are divided into two
operating segments, Life and Funds Management,
which are serviced by one Distribution, Marketing and
Research team who are responsible for ensuring the
appropriate marketing and distribution of both
operating segments’ products. Both operating segments
and the Distribution, Marketing and Research team are
supported by centralised operations functions which are
responsible for appropriate processes and systems and
providing the necessary resources to meet regulatory,
compliance, financial reporting, legal and risk
management requirements.

Life — the Life segment comprises CLC, Australia’s
leading provider of annuities and guaranteed retirement
income products and Accurium Pty Limited, Australia’s
leading provider of self-managed superannuation fund
(SMSF) actuarial certificates.

Life's 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 both independent financial advisers

and financial advisers that are part of the major hubs.
Being an independent product manufacturer, Life has
distribution representation on all major Australian hubs
and platforms.

Funds Management — the Funds Management (FM)
segment comprises Fidante Partners and Challenger
Investment Partners.

Fidante Partners encompasses a number of associate
investments in boutique investment managers that each
operate under their own brand. Fidante Partners
provides administration and distribution services to the
boutiques and shares in the profits of these businesses
through equity ownership. In July 2015, Fidante Partners
expanded its presence in Europe where it already held
interests in UK-based alternative asset managers, by
acquiring Dexion Capital.

Challenger Investment Partners (CIP) develops and
manages assets under Challenger’s brand for CLC and
third-party institutional investors. The investments
managed by CIP are predominantly in fixed income and
commercial property.

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

Challenger’s vision is to provide its customers with
financial security for retirement while at the same time
delivering superior returns for its shareholders.
Challenger seeks to:

e increase the Australian retirement savings pool
allocation to secure and stable incomes;

e be recognised as the leader and partner of
choice in retirement income solutions with a
broad product offering; and

e  provide clients with relevant investment
strategies exhibiting consistently superior
performance.

Challenger’s approach to delivering this vision and
strategy is to maintain a highly engaged, diverse and
agile workforce that is committed to delivering
outstanding client service while maintaining a strong risk
and compliance culture.

Challenger’s expectations of its workforce are
encapsulated in the ‘Challenger Principles’ of integrity,
commercial ownership, working together, compliance
and creative customer solutions.

The combination of these principles and a strong risk
management framework has been the key to
Challenger’s profitable and disciplined growth over
many years.

Challenger’s Board is responsible, in conjunction with
senior management, for the management of risks
associated with the business and implementing
structures and policies to adequately monitor and
manage these risks.

The Board has established the Group Risk Committee
(GRC) and the Group Audit Committee (GAC) to assist
in discharging its risk management responsibilities. In
particular, these committees assist the Board in setting
the appropriate risk appetite for the business and for
ensuring that there is a strong risk management



framework that is able to manage, monitor and control
the various risks to which the business is exposed.

The Executive Risk Management Committee (ERMC) is
an executive committee chaired by the Chief Risk Officer
which assists GRC, GAC and the Board in the discharge
of their risk management obligations by implementing
the Board-approved risk management framework. On a
day-to-day basis, the Risk division, which is independent
from the operating segments of the business, has the
responsibility for the implementation of the framework
including the monitoring, reporting and analysis of the
various risks faced by the business.

Challenger has a robust risk management framework
that supports its operating segments and its risk appetite
distinguishes risks from which Challenger will seek to
make an economic return from those which it seeks to
minimise and which it does not consider provide a
return. The management of these risks is fundamental
to Challenger’s business and building long-term
shareholder value. Challenger is also prudentially
supervised by APRA which prescribes certain prudential
standards that must be met by Challenger and its life
insurance subsidiary, CLC.

In addition to having an independent risk management
function, Challenger recognises that a requirement for
an effective risk management framework is for there to
be a strong risk culture throughout the organisation
where risk is everyone’s responsibility. The foundation of
this risk culture is a set of principles, the Challenger
Principles, which staff are required to adhere to and on
which their yearly performance and remuneration is
judged. In addition to this, Challenger regularly assesses
its risk culture with a combination of external audits and
internal staff surveys to ensure that the management of
risk and day-to-day compliance remains entrenched
within the way in which Challenger operates.

Challenger’s risk appetite statement provides that,
subject to earning acceptable economic returns, it can
retain exposure to credit risk, property risk, equity risk
and life insurance risk.

e  Credit risk —is the risk of loss in the value of an
asset due to a counterparty failing to perform
its contractual obligations when they fall due;

e  Property risk — is the potential impact of
movements in the market value of property
investments on Challenger’s income and
includes leasing risk which may impact the
cash flows from these investments;

e  Equity risk — is the potential impact of
movements in the market value of listed and
unlisted equity investments; and

e Life insurance risk — represents both longevity
risk and mortality risk. Through selling lifetime
annuities and assuming wholesale reinsurance
agreements, CLC takes longevity risk, which is
the risk that customers who have bought a
lifetime annuity live longer, in aggregate, than
expected. This is in contrast to mortality risk,
which is the risk that people die earlier than
expected. CLC is exposed to mortality risk on
its wholesale maturity reinsurance business.
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Challenger seeks to minimise or hedge the risks for
which it does not consider an appropriate return can be
generated. These risks include:

e  Foreign exchange risk — is the risk of a change
in asset values and Challenger’s earnings as a
result of movements in foreign exchange rates;

e Interest rate risk — is the risk of fluctuations in
Challenger’s earnings arising from movements
in interest rates;

e Inflation risk — is the risk of a change in asset
values and Challenger’s earnings as a result of
movements in inflation both in Australia and
jurisdictions in which Challenger owns assets;

e  Operational risk — is the risk of loss resulting
from inadequate or failed internal processes,
people and systems or from external
events; and

e Regulatory and compliance risk —is the risk of
legal or regulatory sanctions or loss as a result
of Challenger’s failure to comply with laws,
regulations or regulatory policy applying to its
business.

Further details on Challenger’s approach to risk
management are included in Section 5 of the financial
report.

Challenger has built on its growth momentum during
the 2016 financial year, delivering increased sales in its
Life segment, increased funds under management in its
FM segment' and an overall growth in income.

KPIs for the year ended 30 June 2016 (with the year to
30 June 2015 being the prior comparative period (PCP),
unless otherwise stated) include:

30 30

June  June Change

2016 2015 %
Statutory profit attributable to
equity holders ($M) 327.7 299.0 9.6
Normalised NPAT ($M) 361.7 334.0 8.3
Statutory EPS (cents) 58.5 54.8 6.8
Normalised EPS (cents) 64.6 61.2 5.6
Total dividend (cents) 32.5 30.0 8.3
Total dividend franking 100% 85.5% 17.0
Normalised cost: income ratio 34.6% 33.8% 2.4
Statutory RoE after tax 12.5% 12.4% 0.8
Normalised RoE after tax 13.7% 13.9% (1.4)
Total Life annuity sales ($M) 3,351.2 2,753.1 21.7
Life annuity net book
growth ($M) 740.4 738.2 0.3
Life annuity net book
growth (%) 85% 9.4% (9.6)
Total FM net flows ($bn)’ (2.5) 7.7 (Large)
Total AUM ($bn) 60.0 59.8 0.3

" Funds under management includes the derecognition of $5.4 billion as
a result of the sale of Kapstream to Janus Capital in July 2015.
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Challenger’s statutory profit attributable to equity
holders was higher for the year ended 30 June 2016
primarily as a result of increased income during the
period and significant item gains, partially offset by fair
value losses.

Normalised net profit after tax was 8.3% greater than
the prior year, reflecting higher earnings generated by
the business.

A final dividend of 16.5 cents was announced, franked
at 100%, taking the total dividend for 2016 to

32.5 cents franked at 100%, up from 30.0 cents
(85.5% franked).

Statutory EPS has increased for the year when compared
to the prior year, reflecting the increased profit
attributable to equity holders as a result of increased
earnings, significant item gains and the impact of fair
value changes on CLC's assets and liabilities.

Challenger’s normalised cost to income ratio of 34.6%
remains within the targeted range and is marginally
higher than the ratio at 30 June 2015 (33.8%). This is as
a result of the additional costs and reduced earnings
associated with the Dexion Capital business purchased
in July 2015 being reflected for the year ended 30 June
2016. Challenger’s medium-term expected normalised
cost to income ratio target is a range of 32-36%.

Statutory return on equity (RoE) after tax of 12.5% has
increased slightly (30 June 2015: 12.4%) as a result of
higher earnings partially offset by higher investment
experience after tax.

Normalised framework

CLC and its consolidated entities are required by
AASB 1038 Life Insurance Contracts to value all assets
and liabilities 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 impact from changes in economic and
actuarial assumptions.

A reconciliation between statutory revenue and the
management view of revenue and net income is
included in the financial report as part of Note 3
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 3 Segment information
in the financial report.

Management analysis — normalised results

30 30
June  June
2016 2015 Change Change
M M M %

Net income' 721.1 662.6 58.5 8.8
Comprising:
— Life normalised COE  592.4 543.8 48.6 8.9
— FM net income 127.7 117.5 10.2 8.7
— Corporate and other

net income 1.0 1.3 (0.3) (23.1)
Operating expenses' (249.6) (224.2) (25.4) 1.3
Normalised EBIT 471.5 438.4 331 7.6
Comprising:
— Life normalised EBIT  499.8 456.7 431 9.4
— FM normalised EBIT 37.4 441 (6.7) (15.2)
— Corporate and other

normalised EBIT (65.7) (62.4) (3.3) 5.3
Interest and borrowing
costs (4.1 (3.8 (0.3 7.9
Tax on normalised profit (105.7) (100.6) (5.1) 5.1
Normalised NPAT 361.7 334.0 27.7 8.3
Investment experience
after tax (56.1) (35.0) (21.1) 60.3
Significant items
after tax 22.1 - 22.1  large
Statutory net profit
after tax attributable
to equity holders 327.7 299.0 28.7 9.6

" “Net income’ and ‘Operating expenses’ are internal classifications and
are defined in Note 3 Segment information in the financial report.
These differ from the statutory revenue and expenses classifications, as
certain costs (including distribution expenses, property expenses,
management fees and special purpose vehicle expenses and finance
costs) are netted off against gross revenues. These classifications have
been made in the Directors’ report and in Note 3 Segment information
to reflect how management measures business performance. Whilst
the allocation of amounts to the above items and investment
experience differs to the statutory view, both approaches result in the
same total net profit after tax attributable to equity holders.

Life normalised cash operating earnings (COE) and EBIT

increased as a result of higher Life investment assets

combined with a stable margin being earned on those
assets. Life’s average assets under management (AUM)
increased by 8.3% as a result of increased net book
growth in annuities and valuation movements on

those assets.

Funds Management net fee income increased (up

$10.2 million) primarily due to increased Fidante
Partners income, partially offset by reduced performance
fees during the period. Funds Management average
FUM increased by 10% (excluding the impact of the sale
of Kapstream) as a result of inflows throughout the year
and mark-to-market gains on investments.



Operating expenses increased for the year ended

30 June 2016 (up $25.4 million) primarily due to
operating expenses associated with the Dexion
Capital acquisition as well as additional expenses
incurred to support the Company’s growth ambitions.
In 2016, Challenger's employee numbers increased by
75 (or 13.4%) to 635, of which 38 related to the
acquisition of Dexion Capital.
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Investment experience after tax relates to changes in
the fair value of Life’s assets and liabilities. Investment
experience is a mechanism employed to remove the
volatility arising from asset and liability valuation
movements from Life business earnings so as to more
accurately reflect the underlying performance of the
Life business.

2016 investment experience comprises a
$139.0 million loss in relation to fair value
movements on Life’s assets and a $70.6 million gain

in relation to fair value movements on Life’s liabilities.
Continued property valuation gains (net of related
transaction costs) were offset by negative fixed
income investment fair value movements due to the
expansion in domestic and offshore credit spreads
together with adverse equity and alternative fair value
movements as a result of falling global equity markets
during the period.

Normalised tax for the year was $105.7 million, up
$5.1 million (5.1%) from 2015 due to higher earnings
before interest and tax (up 7.6%). The normalised
effective tax rate for the period has reduced slightly
10 22.6% (23.1% at 30 June 2015).

Management analysis — investment experience

30 30
June  June Movements in credit spreads impact the fair value of
2016 2015 fixed income assets as well as the illiquidity premium

$M $M which forms part of the discount rate used to fair
value liabilities. Credit spread expansion during the
year has resulted in fair value losses associated with
fixed income assets, while the discount rate used to
fair value Life's liabilities has also expanded which has
had a partially offsetting impact with Life’s liabilities

Actual capital growth'’

— Cash and fixed income (139.1) (95.2)
— Infrastructure 28.5 17.6

- Property (net of dlebt) 114.9 852 being fair valued at a lower amount thereby resulting
— Equity and other investments (42.8) 32.9 in a gain in liability valuation.
Total actual capital growth (38.5) 40.5 Significant items after tax of $22.1 million primarily
. . ) represents the gain on sale of Challenger’s equity
Normallsedlcaplltal growth investment in Kapstream together with boutique
— Cash and fixed income (29.4) (29.3) impairments and related costs following the closure
— Infrastructure 22.0 21.2 of Metisq and Areté ($12.1 million) and costs
— Property (net of debt) 63.7 523 associated with Challenger’s head office premises
— Equity and other investments 442 36.2 move to 5 Martin Place ($3.2 million).
Total normalised capital growth 100.5 80.4
: t t . The Life segment includes CLC, Australia’s leading
nvestment experience provider of annuities and guaranteed retirement
- Cash and fixed income (109.7) (65.9) income products and Accurium Pty Limited. CLC has
— Infrastructure 6.5 (3.6) won the Association of Financial Advisers/Plan for Life
— Property (net of debt) 512 329 annuity provider of the year for the past eight years.
— Equity and other investments (87.0) (3.3 CLC is regulated by APRA, and its financial strength is
(139.0) (39.9) rated by Standard & Poor’s, with an ‘A’ credit rating
Annuity valuati . 5 70.6 (10'1) and stable outlook. CLC is strongly capitalised, with
nhuity valuation expenence : : significant excess capital above APRA’s minimum
Investment experience before tax (68.4) (50.0) regulatory requirements.
Tax benefit/(expense) 12.3 15.0 30 30
Investment experience after tax (56.1) (35.0) June  June

2016 2015 Change Change
T Actual capital growth represents net realised and unrealised capital o
gains or losses and includes the attribution of interest rate, inflation ™ ™ ™ %0

and foreign exchange derivatives that are used to hedge exposures. Normalised COE 592.4 5438 48.6 8.9
2 Normalised capital growth is determined by multiplying the .
normalised capital growth rate for each asset class by the average — Cash €arnings 491.9 4634 28.5 6.2

investment assets for the period. The normalised capital growth
rates represent Challenger’s expectations for each asset class over
the investment cycle. The normalised growth rate is +4.5% for
equity and other investments, +4.0% for infrastructure, +2.0% for
property and -0.35% for cash and fixed income in order to allow
for credit defaults. 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.

Annuity valuation experience 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.

— Normalised capital
growth

Operating expenses
Normalised EBIT

100.5 80.4 20.1 25.0
(92.6) (87.1) (5.5 6.3
499.8 456.7 43.1 9.4

w
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Life normalised EBIT increased by $43.1 million (up
9.4%) due to higher normalised COE (up $48.6 million
or 8.9%), which was partially offset with operating
expenses increasing by $5.5 million (or 6.3%). The
higher normalised COE was as a result of higher
investment assets, with Life average investment assets
increasing 8.3%.

Life annuity sales increased strongly over the prior
period (Up 21.7%), with both increased fixed term
sales (up 21.9%) and lifetime sales (up 21.2%)
resulting from the impact of annuity sales on
platforms. Life annuity sales have benefited during the
period from the availability of annuities on the
Colonial First State, Link Group and VicSuper
platforms. In addition, annuity sales continue to
benefit from an ageing population, retiree focus on
secure incomes and retirees taking a more conservative
approach to investing in retirement.

30 30

June  June

2016 2015 Change Change
™M ™M ™M %

30 30

June  June
2016 2015 Change Change
™M M ™M %
Net income 127.7 117.5 10.2 8.7
— Fidante Partners 78.2 62.3 15.9 25.5
-CIp 495 552 (5.7) (10.3)
Operating expenses (90.3) (73.4) (169 23.0
Normalised EBIT 374 441 (6.7) (15.2)

Fixed-term annuities 2,769.8 2,273.2 496.6 21.9
581.4 4799 1015 21.2

Lifetime annuities

Total Life annuity

sales 3,351.2 2,753.1 598.1 21.7
998.5 9440 545 5.8

Other Life sales

Total Life sales

4,349.7 3,697.1 652.6 17.7

Annuity net flows

740.4 738.2 2.2 0.3
Other Life net flows 327.9 (87.3) 415.2 large

Annuity net flows (new annuity sales less capital
repayments) increased by 0.3% to $740.4 million.
Based on the opening Life annuity book for the 2016
financial year ($8,692.6 million), annuity net book
growth for the period was 8.5%, down from 9.4% in
the prior period.

Other Life sales represents Challenger’s Guaranteed
Index Return (GIR) product (disclosed in Note 9
External unit holders’ liabilities), and this represents
increased sales during the period together with
reinvestments of maturities.

Challenger’s Funds Management segment is
Australia’s seventh largest investment manager and
one of Australia’s fastest growing.

Fidante Partners’ multi-boutique platform comprises a
number of separately branded funds management
businesses. The model seeks to align the interests of
investors, boutique investment managers and Fidante
Partners. The Fidante Partners model is delivering
superior investment performance, with 85% of all
funds and mandates outperforming their benchmark
since inception.

" Rainmaker — Consolidated FUM for Australian Fund Managers
March 2016.

Funds Management normalised EBIT decreased by
15.2% in 2016, with expense growth during the
period (23.0%) being greater than the net income
growth (8.7%). This was largely as a result of the

expense growth associated with the acquisition of

Dexion Capital (rebranded to Fidante Partners Europe)

coupled with its revenue underperformance over the
year. Fidante Partners Europe’s result was materially
affected by the market uncertainty associated with

Britain's referendum to leave the European Union held
in June 2016.

Fidante Partners’ net income includes distribution fees,

administration fees and a share in the equity
accounted profits for the boutique fund managers in
which it has an equity interest. Fidante Partners’ net

income increased for the period primarily as a result of

fees earned by Fidante Partners Europe (up

$11.6 million).

Challenger Investment Partners’ (CIP) net income
decreased due to lower net management fees (down
$5.7 million), partially offset by higher transaction and
performance fees.

Funds Management normalised return on equity (ROE)
(pre-tax) for the year was 23.5%, down by 12.0
percentage points from the prior year. This reduction
comes largely as a result of the capital invested in the
acquisition of Dexion Capital and its relative
performance throughout the year following
acquisition. Notwithstanding this, RoE continues to
benefit from FUM growth and capturing the benefits
of scale.

On 2 July 2015, Challenger announced the sale of its
25% equity interest in Australian-based global fixed
income fund manager, Kapstream Capital Pty Limited,
to Janus Capital Group Inc., a US-based global
investment business, for $45.0 million.

Challenger recognised a $40.0 million pre-tax profit
from the sale of its 25% equity interest in Kapstream.
Fidante Partners no longer receives equity distributions
from Kapstream; however, it receives administration
and distribution fees. As a result, over the medium
term, Fidante Partners’ normalised earnings are not
expected to be negatively impacted.

During the year, Challenger’s equity interest in its
associates Metisq and Areté were impaired following
the decision to close the businesses. Along with wind-
up costs, a total of $12.1 million after tax has been
recognised as a significant item expense in the year.



30 30

June  June

2016 2015 Change Change
$bn $bn $bn %

Total FUM 56.7 57.9 (1.2)  (2.1)
— Fidante Partners 43.0 447 1.7) (3.8)
-CIP 13.7 13.2 0.5 3.8
Net flows (2.5) 7.7 (10.2) (Large)
— Fidante Partners (2.6) 6.1 (8.7) (Large)
- CIP 0.1 1.6 (1.5) (93.8)

Fidante Partners’ FUM decrease ($1.7 billion) was
driven by net outflows ($2.6 billion) and positive
impact from investment markets (up $0.9 billion).
Fidante Partners’ net outflows includes the loss of FUM
resulting from the sale of Kapstream in July 2015
($5.4 billion).

CIP FUM growth (up $0.5 billion) is primarily a result of
additional property flows (up $0.4 billion) and stronger
property markets (up $0.2 billion) offset by
movements in fixed income (down $0.2 billion).

The Corporate and other segment comprises central
functions such as the group executive, finance,
treasury, legal, human resources, risk management
and strategy.

The financial results also include interest received on

Group cash balances and any interest and borrowing
costs associated with Group debt facilities.

30 30

June  June

2016 2015 Change Change
$M $M $M %

Net income 1.0 1.3 (0.3) (23.1)
Operating expenses (66.7) (63.7) (3.0 4.7
Normalised EBIT (65.7) (62.4) (3.3) 5.3
Interest and

borrowing costs 4.1) (3.8) (0.3) 7.9
Normalised loss

before tax (69.8) (66.2) (3.6) 5.4

Normalised EBIT for the Corporate and other segment
was lower (down $3.3 million) as a result of higher
operating expenses.

Challenger’s capital position is managed at both the
Group and the prudentially-regulated CLC level, with
the objective of maintaining the financial stability of
the Group and CLC whilst ensuring that shareholders
earn an appropriate risk adjusted return. Refer to Note
12 Contributed equity for further information on the
Group's Internal Capital Adequacy Assessment

Plan process.
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The following table highlights the key capital metrics
for CLC and the Group:
30 30
June June
2016 2015 Change

Net assets attributable to
equity holders ($M)
CLC excess capital over

2,680.9 2,543.2 137.7

PCA ($M) 1,010.4 1,009.4 1.0
Group cash ($M) 84.2 98.6 (14.4)
CLC excess capital over PCA

+ Group cash ($M) 1,094.6 1,108.0 (13.4)
CLC PCA ratio (times) 1.57 1.59 (0.02)
CLC Tier 1 ratio (times) 1.32 1.31 0.01

CLC regulatory capital base

CLC holds capital in order to ensure that, under a
range of adverse scenarios, it can continue to meet its
regulatory and contractual obligations to its
customers. CLC is regulated by APRA and is required
to hold a minimum level of regulatory capital.

CLC maintains a level of capital representing APRA’s
prescribed capital amount (PCA) plus a target surplus.
The target surplus is a level of excess capital that CLC
seeks to carry over and above APRA’s minimum
requirement in order to provide a buffer against
adverse market conditions, having regard to CLC's
credit rating. CLC uses internal capital models to
determine its target surplus, which are risk-based and
are responsive to changes in CLC's asset allocation and
market conditions. While CLC does not target a
specific PCA ratio, CLC's internal capital models result
in a PCA ratio under current circumstances in the
range of 1.3 to 1.6 times. This range will change over
time and is dependent on a number of factors.

In addition to CLC's excess regulatory capital,
Challenger maintains cash at a Group level which can
be used to meet regulatory capital requirements.
Challenger further maintains an undrawn Group
corporate debt facility of $350.0 million in order to
provide additional financial flexibility. The facility
remained undrawn throughout the year.

Subordinated debt

CLC’s total regulatory capital base includes

$445.5 million of admissible subordinated debt.
Subordinated debt tranches issued prior to 1 January
2013 will continue to be fully eligible as Tier 2
regulatory capital under LAGIC until each tranche’s
first call date after 1 January 2013, and then amortise
over the ensuing four years. For tranches already past
their call date when LAGIC was introduced, the first
coupon date following the call date is considered the
first call date.

CLC's subordinated debt includes $166.9 million
which had a call date on 7 June 2013. As a result,
under APRA’s transition arrangements, only

$33.4 million (i.e. 20% of the total amount) is eligible
as Tier 2 regulatory capital at 30 June 2016.

1"
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The largest tranche of CLC's existing subordinated debt
comprises $378.0 million with a call date in

November 2017. As such, this tranche will continue to
be fully eligible as Tier 2 regulatory capital until its call
date in November 2017 and will continue to be partially
eligible until November 2021.

APRA's Level 3 (conglomerate) proposals

The Group is a Level 3 Head (as defined in Prudential
Standard 3PS 001) under the APRA conglomerates
framework. Level 3 groups are groups of companies that
perform material activities across more than one APRA-
regulated industry and/or in one or more non-APRA
regulated industries. APRA has been developing a
supervisory framework for Level 3 (conglomerate)
groups over a number of years with draft Level 3
standards initially issued by APRA in May 2013. At the
time at which these draft standards were published,
APRA did not specify a proposed implementation date.

In March 2016, APRA announced that it would defer the
implementation of conglomerate capital requirements
until a number of other domestic and international
policy initiatives were further progressed.

Challenger Limited and CLC are rated by Standard &
Poor’s (S&P). In December 2015, S&P reaffirmed both
CLC and Challenger Limited’s credit ratings.
Ratings were confirmed as:

e CLC:'A" with a stable outlook; and

e Challenger Limited: ‘BBB+" with a stable

outlook.

The S&P ratings reflect the financial strength of
Challenger Limited and CLC. In particular, they
demonstrate Challenger’s strong business profile,
positive earnings and robust capital position.

30 30
June June Change Change
2016 2015 %

Interim dividend (cents)! 16.0 14.5 1.5 10.3
Final dividend (cents)? 16.5 15.5 1.0 6.5
Total dividend (cents) 32.5 30.0 2.5 8.3
Interim dividend franking 100% 70% 30% 30%

Final dividend franking 100% 100% - -

" Interim dividend declared on 15 February 2016 and paid on

29 March 2016 in respect of the half year ended 31 December 2015.
2 Final dividend declared on 15 August 2016 and payable on

28 September 2016 in respect of the half year ended 30 June 2016.
The Company has historically targeted a combined
dividend and buy-back payout ratio of approximately
50% of normalised profit after tax over the medium
term.

With the increase in forecast dividend franking levels, in
August 2014 the Board increased the targeted dividend
payout ratio to a range of 45% to 50% of normalised
net profit after tax. The dividend payout ratio for the
year ended 30 June 2016 was 50%.

The Company also seeks to frank its dividend to the
maximum extent possible and expects future dividends
to be fully franked. However, the actual dividend payout
ratio and franking will depend on prevailing market
conditions and capital allocation priorities at the time.

Challenger implemented a dividend reinvestment plan
(DRP) commencing with the final dividend for 2015. The
DRP participation rate for the 2015 final dividend was
7% of all issued shares and 890,868 ordinary shares
were issued to satisfy the DRP requirements on

14 October 2015. The DRP participation rate for the
2016 interim dividend was 5% of all issued shares and
600,598 ordinary shares were issued to satisfy the DRP
requirements on 29 March 2016.

The DRP will continue in operation for the final dividend
and the Board has determined that new shares will be
issued to fulfil DRP requirements in respect of the final
dividend. However, the new shares will not be issued at
a discount to the prevailing Challenger share price.

No shares were bought back during the year.

The Group intends to continue with its current strategy
of providing its customers with financial security for
retirement. To continue to achieve this vision, the Group
is focused on the following three core strategic
objectives:

1 toincrease the Australian retirement savings pool
allocation to secure and stable incomes;

2 to be recognised as the leader and partner of choice
in retirement income solutions with a broad product
offering; and

3 to provide clients with relevant investment strategies
exhibiting consistently superior performance.

The Australian retirement incomes market is expected to
grow strongly over the next 20 years as Australia’s Baby
Boomers (born 1946 to 1964) move from retirement
‘saving’ to retirement ‘spending’. Over the next 20 years
the number of Australians over 65, which is Life's target
demographic, is expected to increase by 75%?3.

Challenger Life is well positioned to benefit from
changes in retiree risk preferences, including the focus
on longevity risk by retirees and their advisers. Annuities
address many of the financial concerns retirees face in
retirement.

The retirement phase of superannuation is a high
growth market driven by ageing demographics and
rising superannuation balances from mandatory
superannuation contributions. The annual flow moving
from the accumulation phase to the retirement phase is
forecast to increase by 13%* compound annual growth
over the next 10 years.

3 Deloitte — Dynamics of the Australian superannuation system: the next
20 years 2015-2035.

4 Rice Warner 2015 Super Projections — forecasted growth over next
10 years based on existing regulatory environment.



There is a growing recognition that retirees need to take
a different approach to investing in retirement and there
is @ move toward income layering and objectives-based
investing. As retirees transition from Government
funded aged pensions to private pensions, retirees are
demanding safe, secure retirement income products that
convert savings to income and provide financial security.
Annuities provide safe, secure retirement incomes.

The industry is responding to consumer demand with a
range of new retirement income products, including the
emergence of Comprehensive Income Products for
Retirement (CIPR), as recommended by the Financial
System Inquiry and retirement income model portfolios.

The Australian Federal Government commissioned the
Financial System Inquiry (FSI) to provide a ‘blueprint’ for
Australia’s financial system over the next decade. The FSI
report (released December 2014) recommended the
retirement phase of superannuation would benefit
greatly from pre-selected retirement products for
members. These products would provide regular and
stable income streams with longevity protection.
Annuities were recognised as providing this and could
be part of pre-selected retirement products offered by all
superannuation funds.

The Federal Government responded to the FSI
recommendations in October 2015, and supported all
major retirement income recommendations, including
the implementation of CIPRs and will consult on
legislation by the end of 2016.

As part of the Federal Budget in May 2016, the
Australian Government announced as part of its Review
of Retirement Income Streams Review, a new
superannuation framework that will address current
longevity product impediments and facilitate a wider
range of retirement income products. The new
retirement income product rules provide the building
blocks for superannuation funds to develop CIPRs, as
recommended by the FSI. The new rules remove the tax
impediments to products which provide pooled longevity
risk, including deferred lifetime annuities and are
scheduled to come into effect on 1 July 2017.

As part of the Federal Budget, the Australian
Government also proposed a definition for the objective
of superannuation as being to provide income in
retirement to substitute or supplement the age pension.

There are a range of Federal Government reforms
underway to enhance the retirement income phase of
Australia’s superannuation system. The superannuation
industry is responding and there is a growing acceptance
that annuities are part of the optimal retirement income
solution. Challenger is investing in technology to allow
its annuities to be easily integrated with account-based
pensions, in order to facilitate more comprehensive
retirement income solutions.

During the year, Challenger’s annuities were launched
on the Colonial First State (CFS) platform, Australia’s
leading investment platform, providing access to half of
Australia’s financial adviser firms. This has resulted in a
100% increase in Challenger annuities sold via the CFS
hub. Further growth is expected with a range of CFS
platform badges starting to offer Challenger annuities in
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the 2017 financial year. From July 2016, white labelled
Challenger annuities are also available to financial
advisers through Clearview Wealth Solutions and

IOOF FinHQ wrap platforms, which both utilise the
CFS platform.

In the industry fund segment, Challenger-backed term
and lifetime annuities have been integrated with
VicSuper account-based pensions to create Australia’s
first CIPR. Challenger has also formed a partnership with
the Link Group, which services the needs of 10 million
Australian industry superannuation members. A
technology build with the Link Group was completed
during the year, allowing Link Group industry
superannuation members to offer Challenger annuities
to their members. Early in the 2017 financial year, three
Link Group clients (Local Government Super, Legalsuper
and Caresuper) will commence offering Challenger
annuities to their members.

Early in the 2017 financial year, Challenger entered into
a strategic partnership with Suncorp Group, a leading
provider of general insurance, banking, life insurance
and wealth management in Australia and New Zealand.
The strategic partnership will result in Challenger’s term
and lifetime annuity products being Suncorp branded
and forming part of the longevity solutions provided to
Suncorp clients. This strategic partnership will further
broaden and expand Life’s distribution footprint.

These retail and industry fund platforms and
partnerships are increasing Challenger’s access to the
Australia’s superannuation industry and broadening
Challenger’s distribution footprint. Challenger expects to
form more partnerships with both retail and industry
funds in order to increase access to guaranteed
retirement incomes and allow annuities to be combined
with account-based pensions.

As Australia’s leading retirement income specialist,
Challenger is uniguely positioned to benefit from growth
in Australia’s retirement incomes market and the move
to more guaranteed retirement incomes.

The Australian funds management market remains an
attractive market underpinned by mandated
superannuation contribution flows. Superannuation
contributions increased to 9.5% of gross salaries on

1 July 2014 and are scheduled to increase to 12.0%
by 2025. The mandated nature of Australia’s
superannuation system is expected to significantly
increase the size of Australia’s superannuation assets
from $2.0 trillion! at March 2016 to in excess of
$10.0 trillion? over the next 20 years.

Fidante Partners continues to identify new investment
manager talent and is adding capacity to existing
managers together with expanding the platform in
Europe. The platform has a variety of managers across
Australian equities, international equities, fixed income
and alternatives.

T APRA Superannuation statistics — March 2016.
2 Deloitte — Dynamics of the Australian superannuation system: the next
20 years 2015-2035.
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The acquisition and integration of Dexion Capital has
substantially expanded Fidante Partners’ successful
multi-boutique model into the European market, whilst
opening up global distribution opportunities for existing
boutique investment managers.

Since the acquisition of Dexion Capital in July 2015,
Fidante Partners has:

e integrated the business and combined
London offices;

e rebranded the business to Fidante Partners
Europe in February 2016, with the listed funds
component of the business branded Fidante
Capital. The rebrand reflects the need to unite
Fidante Partners’ people across the business
behind one brand and culture;

e updated the European boutique sourcing
strategy to ensure boutiques meet the demand
from European alternatives investors; and

e achieved positive boutique net flows in the
year with further commitments received.

While Fidante Partners Europe’s multi-boutique platform
has delivered positive net flows since acquisition, the
Fidante Capital part of the business has been
significantly impacted by the market uncertainty leading
up to Britain’s referendum to leave the European Union
in June 2016. While this market uncertainty has affected
transaction activity and financial performance in the near
term, Challenger continues to expect that Fidante
Partners Europe will fulfil its strategic rationale by
delivering a global distribution and administrative
support platform to replicate Fidante Partners
Australia’s success.

Challenger Investment Partners continues to build out its
client base and leverage its capability. There are
opportunities to add new mandates from domestic and
international institutions, superannuation funds and
sovereign wealth funds in order to grow its third party
fiduciary business.

Challenger’s Funds Management business is well
positioned to benefit from the growth in Australia’s
superannuation system. The Funds Management
platform has multiple brands and strategies with scalable
platforms in Australia and Europe. Coupled with
Challenger’s distribution capability, institutional-strength
administration platform and strong boutique investment
manager performance, the Funds Management business
is well positioned to increase shareholder returns.

The above outlook for the Life and Funds Management
segments is subject to the following business risks:

e regulatory and political changes impacting
financial services participants;

e demand for and competition with Challenger
products, including annuities and managed
funds;

e market volatility; and

e general uncertainty around the global economy
and its impact on markets in which Challenger
operates and invests.

Life cash operating earnings

Life COE guidance for 2017 is a range of $620 million to
$640 million.

Challenger Group ROE and dividend

Challenger continues to target a normalised return on
equity of 18% (pre-tax) and expects to achieve a fully
franked dividend payout ratio of 45% to 50% of
normalised profit, subject to prevailing market
conditions and capital allocation priorities.

At the date of this financial report, no matter or
circumstance has arisen that has affected, or may
significantly affect, the Group's operations, the results of
those operations or the Group’s state of affairs in future
financial years which has not already been reflected in
this report.

In accordance with its Constitution, and where
permitted under relevant legislation or regulation,

the Company indemnifies the Directors and Officers
against all liabilities to another person that may arise
from their position as Directors or Officers of the
Company and its subsidiaries, except where the liability
arises out of conduct involving lack of good faith, wilful
default, fraud, criminal or dishonest behaviour.

In accordance with the provisions of the Corporations
Act 2001, the Company has insured the Directors and
Officers against liabilities incurred in their role as
Directors and Officers of the Company. The terms of the
insurance policy, including the premium, are subject to
confidentiality clauses and therefore the Company is
prohibited from disclosing the nature of the liabilities
covered and the premium paid.

Indemnification is provided by the Company.

To the extent permitted by law, the Company has
agreed to indemnify its auditor, Ernst & Young, as part
of the terms of its audit engagement agreement. The
primary purpose of the indemnity is to indemnify Ernst &
Young for any loss that they may suffer as a result of a
false representation given by Challenger management
where a claim is made against Ernst & Young by a

third party.

There is a caveat if Ernst & Young's loss results from
their own negligence or wrongful or wilful acts or
omissions. No payment has been made to indemnify
Ernst & Young during or since the financial year.



Challenger acts as a trustee or responsible entity for

a number of trusts that own assets both in Australia and
overseas. Some of these assets are subject to
environmental regulations under Commonwealth, state
and offshore legislation. The Directors are satisfied that
adequate systems are in place for the management of
the Group's environmental responsibilities and
compliance with various legislative, regulatory and
licence requirements. Further, the Directors are not
aware of any breaches of these requirements, and to the
best of their knowledge all activities have been
undertaken in compliance with environmental
requirements.
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Dear fellow shareholders,
On behalf of your Board, | am pleased to present Challenger’'s 2016 Remuneration Report.

Our business performance during 2016 continued the strong growth of recent years and the results relative to our
balanced scorecard are shown in Section 11.4. Our strong business performance is translating into higher dividends,
with dividends increasing by 8.3% in 2016 and have more than doubled over the past five years.

Challenger has continued to deliver for our shareholders over an extended period, achieving a very strong total
shareholder return of 101% over five years. Our total shareholder return is top quartile for all periods, including one,
three and five years.

We continued to review our remuneration strategy during the year to examine potential changes which might further
strengthen the alignment between executive remuneration and shareholder outcomes. This included potential
changes to the structure of variable remuneration and the performance hurdles that apply. In particular, your Board
examined the advantages and disadvantages of introducing a second performance measure for long term incentives.
We determined that the current approach of using absolute total shareholder return (TSR) is best suited to our
business model. While we believe in the simplicity of this measure, we did, however, conclude that the achievement
of a 12% TSR for full long term incentive vesting is very challenging in the current low growth and low interest

rate environment.

Your Board remains satisfied that the changes made in prior years that included lengthening the vesting period of
share-based awards, increasing the minimum shareholding requirements and using a funding range for variable
remuneration drives appropriate alignment between shareholders and employees. As a consequence, we are limiting
the changes to our remuneration approach in 2016. One change, reflecting Challenger’s focus on financially
sustainable retirement, is that Superannuation Guarantee Contributions are now paid for both male and female
employees while on parental leave, providing a material uplift in superannuation balances upon retirement.

Ongoing engagement with shareholders and external stakeholders remains a high priority for your Board and is a
critical element in determining our approach to remuneration. In 2016, this engagement process continued, and |
met with a range of institutional shareholders, proxy advisory firms and retail shareholder representatives. Overall
feedback from these meetings endorsed Challenger’s remuneration strategy.

Successful risk management is a critical component of Challenger delivering sustainable financial performance for
shareholders. We maintain a strong risk management framework and a strong risk culture, which are supported by:

e direct input from the Risk Committee in remuneration decisions;

e asignificant proportion of remuneration is deferred with extended vesting periods allowing the Board to align risk
management and remuneration;

e consistent performance measures that do not encourage excessive risk-taking; and

e regular assessment of employee engagement and our risk culture.

Your Board is confident that Challenger’s current remuneration strategy and practices are appropriate and that they
will continue to:

e drive alignment between shareholders and employees;

e demonstrate a clear link between performance and remuneration outcomes; and

e ensure that remuneration outcomes are consistent with Challenger’s short and long-term objectives and are
focused on sustained performance over the long term.

Thank you for taking the time to review the 2016 Remuneration Report.

Yours sincerely

W —

Peter Polson
Chair
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Challenger’s remuneration strategy aims to attract, motivate and retain the talent capable of delivering Challenger’s
business strategy. The remuneration strategy is supported by a set of guiding principles as outlined in the
following table:

Market-competitive

Performance-based and equitable

Aligned with shareholders and
takes account of risk

e Designed to attract and retain Key

Management Personnel (KMP)
and employees with required
capabilities and experience.

Remuneration structure and
guantum benchmarked to the
external market via relevant

remuneration surveys and publicly

disclosed data as appropriate.

Remuneration benchmarking data

independently reviewed for KMP
by Challenger’s remuneration
adviser (KPMG@).

A balance achieved between
fixed, short-term and long-term
remuneration appropriate to
individual roles.

Remuneration components

Designed to motivate KMP to pursue
Challenger’s long-term growth.

Appropriate remuneration provided
for superior individual contribution
to business unit and Challenger
performance, aligning performance
and remuneration outcomes.

Behaviour consistent with the
Challenger Principles rewarded,
including behavioural assessment in
the performance management
process and linking to remuneration
outcomes.

Rigorous peer review undertaken
through an annual calibration
process to ensure internal equity and
fairness across a range of employee
segments, including gender.

¢ Significant portion of short
term incentive (STI) subject to
deferral and linked to
Challenger’s future share price
performance.

e Long-term share-based awards
with the main component
vesting subject to satisfying a
shareholder return performance
measure, as well as time-based
vesting conditions.

o All deferred share-based
awards subject to clawback and
forfeiture provisions.

e Remuneration processes and
governance in place to ensure
that remuneration
arrangements discourage
excessive risk-taking.

Key components of Challenger’s remuneration structure for KMP remain unchanged for 2016. Remuneration
components comprise fixed and variable remuneration as summarised in the following table:

Component Overview Link to strategy

Fixed Base salary, salary-sacrificed benefits and applicable Positioned at market competitive
‘g remuneration  fringe benefits tax. level, reflecting size and complexity
T Employer superannuation contributions. of role, responsibilities, experience

and skills.

o Cash STI Annual ‘at risk’ remuneration, rewarding Challenger, Clearly links remuneration outcomes
2 business unit and individual performance. with performance and contribution
E against annual KPIs including risk

Variable

Variable

Variable

Share awards
deferred for
one and two
years

At least 50% of STl awards are deferred into Deferred
Performance Share Rights (DPSRs) with vesting in equal
tranches over two years.

Subject to forfeiture and clawback provisions under the

Challenger Performance Plan (CPP).

Share awards
deferred for
three years

As in 2015, and in recognition of initiatives undertaken
in 2016 focused on long-term value, the Board
determined that a portion of 2016 DPSRs for all KMP

would be deferred for three years.
Subject to forfeiture and clawback provisions under

the CPP.
Hurdled share
awards
deferred up
to five years

Long-term ‘at risk’ remuneration.

Awarded as Hurdled Performance Share Rights (HPSRs)
vesting in up to five years. Two thirds of the award is
eligible to commence vesting on the third anniversary

and one third on the fourth anniversary following grant,
subject to continued employment and satisfying the
absolute Total Shareholder Return (TSR) performance
targets. Any unvested awards lapse at the end of the
fifth anniversary following grant.

Subject to forfeiture and clawback provisions under

the CPP.

management.

Balances risk management and
governance considerations by
deferring a significant portion of STI
to support shareholder alignment.

Balances risk management and
governance considerations and
rewards KMP for pursuing
Challenger’s long-term growth and
success, supporting shareholder
alignment.

Awarded annually based on a range
of criteria including current year
performance, potential, retention
and ability to materially influence
long-term performance and
strategy.

Motivates KMP to pursue
Challenger’s long-term growth and
success within approved risk
parameters, thus supporting
shareholder alignment.
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Fixed remuneration

When determining fixed remuneration for KMP, the
Board considers the size and complexity of the role,
responsibilities, experience and skills. Fixed
remuneration increases for KMP have been minimal for
a number of years, reflecting our focus on performance-
based variable remuneration.

Short term incentive

KMP STI awards are primarily based on annual
performance assessments and market pay benchmarks.
The Board uses a balanced scorecard with specific
objectives for each KMP. The annual contribution is
then assessed against these objectives together with the
behaviours that support the Challenger Principles. The
five Challenger Principles that are integral to
Challenger’s culture are Integrity; Compliance;
Commercial Ownership; Working Together; and
Creative Customer Solutions.

For 2016, objectives were set and agreed with KMP
in July 2015. In July 2016, the Board assessed the
performance of each KMP against these objectives,
which determined individual STl awards for KMP as
outlined in Section 11.5 Key Management Personnel
remuneration arrangements.

The Board considers that formulaic incentive
arrangements may lead to unintended outcomes.
Therefore, the application of target and maximum STI
awards at the individual employee level is not supported
at Challenger. STl award limits are provided through
strong governance of aggregate STl spend, which is set,
in conjunction with share-based awards, relative to
annual normalised profit.

KMP and employees have no contractual right to receive
an STl award, and the Board retains discretion to amend
or withdraw the STI at any point.

Deferred Performance Share Rights (DPSRs)

The Board reserves the right to deliver any STl award as
a cash payment, partially deferred or wholly deferred as
DPSRs. The Board considers that STI deferral provides a
retention mechanism and links deferred STI awards with
shareholder returns.

Deferred STI awards are delivered as DPSRs under the
CPP. DPSRs represent the right to receive a fully-paid
ordinary Challenger share for nil consideration subject
to continued employment at the time of vesting.

The Board reviews the STI deferral practice annually.
KMP are advised of the deferral arrangement at the
time they are notified of any STl award. Three-year
DPSRs promote KMP alignment with Challenger’s long-
term growth and provide retention of KMP. For 2016,
25% of aggregate variable reward for KMP was
delivered as cash, 25% as share awards deferred for up
to two years and 50% as share awards deferred for
three years or more. Refer to Section 11.5 Key
Management Personnel remuneration arrangements for
further information.

The number of DPSRs granted is determined based on
the five day volume weighted average price (VWAP) of
shares to grant date.

Hurdled Performance Share Rights (HPSRs)

HPSRs are granted to KMP and employees whose
responsibilities provide them with the opportunity to
materially influence long-term performance, strategy
and shareholder value.

The Board considers that formulaic incentive
arrangements may lead to unintended outcomes.
Therefore, individual target and maximum award limits
are not supported at Challenger. Instead, an aggregate
variable reward pool is set each year with reference to
annual normalised profit. Consideration is given to
Challenger performance and the proportion of total
remuneration that should be deferred over a longer
period to ensure alignment with shareholders.

Individual HPSR awards are determined based on a
range of factors including individual performance and
criticality, retention risk and relevant market
benchmarks. The Board determines HPSR awards for
KMP. The Board retains discretion to amend or
withdraw the award of HPSRs at any point.

HPSRs represent the right to receive a fully-paid ordinary
Challenger share for nil consideration subject to
continued employment and Challenger satisfying the
absolute TSR performance target.

Value for HPSRs

In making HPSR awards for KMP, the Board considers
the range of potential future vesting outcomes,
including the future face value delivered should the
maximum performance target of 12% compounded
annually be achieved.

Board-determined HPSR awards for KMP are allocated
based on the fair value, at grant date. Like share
options, the future value of HPSRs is uncertain and
depends on share price movements. Whereas DPSRs
deliver the face value of a share at vesting (subject to
continued employment), HPSRs deliver no value at
vesting if absolute TSR is below the performance
threshold of 8% compounded annually. HPSRs deliver
the face value of the share at vesting if absolute TSR is
at or above 12% compounded annually. The Board
believes it is appropriate to value HPSRs differently from
DPSRs in recognition of the range of potential future
values, including a nil value if the HPSRs do not meet
the minimum performance threshold. HPSR fair values
are independently calculated based on a market
accepted calculation methodology, which values the
expected payoff of a HPSR under a given set of
assumptions. Refer Note 27 Employee entitlements
for details.



Performance measurement

The Board considers that TSR is an effective way to
incentivise and measure shareholder value creation.

In August 2010, the Board approved the
implementation of absolute TSR as the measure of long-
term performance. The Board believes that an absolute
rather than a relative TSR performance measure is
appropriate for the following reasons:

e there are no other listed companies in the
Australian market with a retirement income
business which are directly comparable to
Challenger;

e comparing Challenger’s TSR to a broader index
can provide outcomes that may not be
indicative of Challenger's performance given
its differentiated position in the retirement
income sector;

e  key stakeholders, shareholders and proxy
advisers have indicated that a broader index is

Absolute TSR compounded annually
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generally not considered an appropriate peer
group, as the outcome can result in a
misalignment between KMP and employee
remuneration and creation of shareholder
value; and

e if the absolute TSR threshold performance
target is set at a level above average market
returns over the long term, HPSR vesting will
be directly linked to the superior returns
delivered to shareholders.

Reflecting current market practice, 50% of HPSR
awards vest at threshold performance of 8% absolute
TSR compounded annually, as outlined in the following
table. Full vesting (100%) occurs when absolute TSR of
12% compounded annually is achieved. The TSR
performance targets reflect what the Board considers to
be appropriate long-term outcomes required for awards
to vest.

% of HPSRs that vest

Less than 8% p.a.
8% and above up to 12% p.a.
12% p.a. and above

The start and end price for absolute TSR performance
testing is calculated using a 90-day VWAP leading up to
the relevant performance start or end date. A 90-day
VWAP reduces the risk of unexpected volatility or price
manipulation that could benefit or disadvantage
employees.

The absolute TSR performance targets were set
following significant research and consideration,
including:
e long-term (10 and 20-year) returns of listed
equities;
e long-term (10 and 20-year) returns of listed
financial services firms in general, and with

0%
Straight-line vesting between 50% and 100%
100%

reference to insurance companies and
diversified financial companies;

e the importance of risk management and the
negative consequences of a higher TSR
performance target that over the longer term
could encourage imprudent risk-taking;

e an objective to move from cliff vesting to a
structure that can gradually vest over a range
of performance outcomes and periods; and

e an objective to produce long-term sustainable
outcomes.

Challenger’s HPSR performance targets are shown in the
chart below relative to a range of indices:

Equity indices TSR - compound annual growth rates (CAGR) over 10 and 20 years
(Growth rates to 30 June 2016)

14%

12%

10%

8% | o on e R R R N R

6% -

4% -

] l

0% -
ASX 200 All Ordinaries ASX 200 ASX 200 Accum. ASX 100 Accum. ASX 100 Accum.  S&P 500 Total ~ FTSE Total return S&P 500
Diversified Accum. Diversified 10 years 20 years 10 years return index index Financials total

Financials (ex REIT) 10 years Financials Accum. 20 years 20 years return index

Accum. 10 years 20 years
10 years

w2016 CAGR returns

As evidenced in the chart above, Challenger’s HPSR
performance targets are above the compound average
growth rates of a range of equity indices over 10 and

Challenger - 0% vesting below 8% absolute TSR

= e = = Challenger - 100% vesting above 12% absolute TSR
20 years. The 8% to 12% absolute TSR performance
y

targets have applied since Challenger first awarded
HPSRs in 2009.
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As an example, a share worth $8.50 today and paying a
31 cents per share dividend reinvested each year would
need to produce a total return (i.e. share price
appreciation and accumulated reinvested dividends) of
$4.87 per share (a 57% return) over four years to
achieve a 12% per annum compound return and for
HPSR awards to vest in full.

During 2016, the Board again determined that the
absolute TSR performance is best suited to Challenger’s
business model. The TSR performance target of 8% to
12% compounded annually has been maintained for
2016. The Board considers the achievement of these
targets very challenging given an ongoing low growth
and low interest rate environment. The targets will be
reconsidered for grants made in the 2017 financial year
to ensure the LTI continues to reward executives for
delivering long-term sustainable shareholder growth
and returns.

Vesting periods

HPSR awards will not be eligible to vest until the third
anniversary following grant. Subject to continued
employment and meeting the absolute TSR
performance target, two thirds of an award will be
eligible to commence vesting on the third anniversary
and the final third on the fourth anniversary
following grant.

Where the absolute TSR performance targets are not
satisfied for a particular tranche of an award, unvested
HPSRs have the opportunity to vest at the end of the
following tranche’s vesting period, subject to an
increased absolute TSR performance outcome which
reflects another year of compound growth. Any
unvested awards lapse at the end of the fifth
anniversary following grant. Compared to market,
where three-year cliff vesting is a common practice, this
approach creates a longer-term focus and ensures that
KMP and employees are motivated to deliver superior
outcomes over an extended period of up to five years.

Challenger Performance Plan (CPP) Trust

The CPP Trust is an employee share trust established to
satisfy Challenger’s employee equity obligations arising
from DPSRs and HPSRs.

Since the CPP Trust commenced operation in December
2006, no shares have been issued to the CPP Trust.
Shares are acquired by the CPP Trust to mitigate dilution
and provide a mechanism to hedge the cash cost of
acquiring shares in the future to satisfy vested equity
awards. In order to facilitate capital efficiency and the
appropriate distribution of dividends, DPSRs are
predominantly hedged by way of physical shares and
HPSRs via a mix of forward share purchase agreements

and physical shares. The number of shares held by the
CPP Trust and the delivery of shares via forward share
purchase agreements seek to match the expected
vesting of equity awards over future periods.

Trust distributions

Challenger shares held by the CPP Trust generate
dividend income. The CPP Trust does not receive
dividends from forward share purchase agreements.

The Trustee of the CPP Trust has absolute discretion to
determine whether any net income earned from shares
held by the CPP Trust is distributed to beneficiaries. Any
undistributed income at the end of the year is taxed at
the maximum marginal tax rate (which exceeds the
company tax rate) and carries no franking credits.
Distributions are generally made by the Trustee annually
in the following manner:

e  DPSRs receive preference in regard to the
distribution of net income on the basis that
the incentive is already earned and vesting is
not subject to the achievement of a
performance hurdle. Providing there is
sufficient net income in the CPP Trust and a
distribution is approved by the Trustee, each
DPSR receives a maximum distribution equal to
Challenger dividends paid in the relevant
financial year; and

e any remaining income in the CPP Trust is
allocated to holders of unvested HPSRs based
on the likelihood of the award vesting.

Any income distributed to KMP from the CPP Trust is
taken into account by the Remuneration Committee
and the Board when considering remuneration
recommendations. CPP Trust distributions to KMP are
disclosed within the remuneration tables in Section 11.5
Key Management Personnel remuneration
arrangements.

Tax Exempt Share Plan

The Board encourages employee share ownership
because it believes greater employee ownership
increases alignment with shareholders.

The Tax Exempt Share Plan provides permanent
employees a means to acquire Challenger shares at no
cost, and to participate in the future growth and
performance of Challenger. Eligible employees are
offered $1,000 worth of fully-paid Challenger ordinary
shares on an annual basis, subject to a three-year
minimum holding period.



Challenger’s remuneration governance structures,
outlined in the table below, provide strong oversight of
remuneration practices and policies.

Board .
management practices.
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Detailed information concerning the scope of the Board
and the Remuneration Committee’s responsibilities can
be found under the corporate governance section of
Challenger’s website.

The Board is responsible for ensuring effective remuneration governance and related risk

e The Board approves remuneration principles and structures, ensures that they are competitive
and equitable and that they support the long-term interests of Challenger.

e The Board receives recommendations from the Remuneration Committee and approves these
remuneration recommendations where appropriate.

Remuneration e
Committee

The Board convenes a Remuneration Committee comprising at least three independent
Directors to assist the Board in discharging its responsibilities.

e The Remuneration Committee meets at least five times during the year, with additional
meetings scheduled as required. For the year ended 30 June 2016, five meetings were held.

e The Remuneration Committee determines and recommends to the Board various principles and
policies (including remuneration, recruitment, retention, termination and diversity), Managing
Director & CEO and KMP remuneration, incentives, superannuation and life insurance
arrangements and the Directors’ remuneration framework.

Independent
remuneration 4
advisers

The Board, independent of management, appoints an adviser to the Remuneration Committee.

During 2016, the Board renewed its engagement with KPMG. This engagement is based on a
defined set of protocols. The Board is satisfied with KPMG's remuneration structure and

guantum related advice and that such advice is free from undue influence.

e For 2016, KPMG attended all of the Board Remuneration Committee meetings and
provided advice with respect to KMP remuneration arrangements. Fees paid or payable to
KPMG in respect of these activities were $26,235 (inclusive of GST). KPMG provided
internal audit, tax, accounting, actuarial and transaction services and general
remuneration factual information in 2016. Fees paid or payable to KPMG in respect of
these activities were $1,924,041 (inclusive of GST).

e Mercer was retained in 2016 to independently value DPSRs and HPSRs and test HPSR

vesting outcomes.

Remuneration governance arrangements promote
compliance with the provisions of the ASX Listing Rules,
the ASX Corporate Governance Council’s Principles of
Good Corporate Governance and Best Practice
Recommendations, the Corporations Act 2001 and, in
respect of CLC and Challenger Retirement & Investment
Services Limited, the principles contained in the
Australian Prudential Regulation Authority Prudential
governance standards CPS 510 and SPS 510 respectively.

Remuneration benchmarking

Challenger’s remuneration strategy is supported by a
strong focus on benchmarking remuneration against the
external market, in particular for KMP, to roles with
comparable financial services, banking, insurance and
capital markets skills.

Annually, the Board approves the peer groups to be
used when benchmarking KMP remuneration and in
2016 approved the following peer groups:

1 Financial Industry Remuneration Group survey:
The primary source of remuneration benchmark data
at Challenger. This peer group supports
consideration of roles with comparable financial
services, banking, insurance and capital markets skills
to Challenger’s KMP and comparability outside of
publicly disclosed remuneration data (peer groups 2
and 3 below).

2 Financial services publicly disclosed data:
Used as a secondary source of remuneration
benchmark data comprised of publicly disclosed KMP
remuneration data for select financial services
companies. This peer group supports consideration
of roles with comparable capital markets skills to
Challenger's KMP, albeit that significant variation in
company size and complexity exists between
companies included in this peer group.

3 General industry publicly disclosed data:
Used as a secondary source of remuneration
benchmark data comprised of publicly disclosed KMP
remuneration data for general industry companies
with a market capitalisation between one half to two
times that of Challenger. The use of this peer group
supports consideration of similarities and differences
in remuneration arrangements between Challenger
KMP and executives in similarly sized companies, but
does not account for industry-specific pay practices
and levels.

In August 2016, the Board considered remuneration
benchmark data as a key input when determining 2016
remuneration outcomes for KMP and is confident that
awarded remuneration reflects performance and is
positioned and structured at a market competitive level
reflective of the markets in which Challenger competes
for talent, and the specialist nature of the skills and
experience of Challenger KMP.
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Variable remuneration governance

The Board determines a pool for total variable
remuneration (cash STI and share based) annually, and
targets a funding range of between 10% and 15% of

20%

normalised net profit before variable reward and tax
(NPBVRT). Combined cash STl and share-based awards
from 2012 through 2016 are shown in the graph

below:

15%

10% -

5%

2012 2013

e TOtal variable reward as % of NPBVRT

While working within the targeted range, the Board
considers several financial and non-financial factors
when determining the size of the pool. Examples of
factors that the Board considers include overall business
results, external remuneration levels and movements,
capacity to pay, progress on short and long-term
strategic objectives, the cost and amount of capital
employed, factors beyond management’s control,
guantum and quality of financial results and
management of risk.

For 2016, the Board approved a variable remuneration
pool of 11.4% of NPBVRT (11.7% in 2015). The Board
considers that the 2016 variable remuneration pool
reflects a reasonable and equitable distribution between
shareholders and employees and provides a clear line of
sight to, and a strong relationship between,
performance and remuneration outcomes. The Board
retains discretion to determine the proportion of the
variable remuneration pool which is allocated as cash
and deferred share awards. In 2016, 54% (51% in
2015) of the pool was awarded as cash, 19% (20% in
2015) was awarded as equity deferred up to two years
and 27% (29% in 2015) was awarded as equity
deferred for three years or more.

CPP Trust governance arrangements

Computershare is the appointed independent trustee of
the CPP Trust. The hedging position of the CPP Trust is
continually monitored and reported to the Board. For
further information, see Note 12 Contributed equity.
The Board retains discretion regarding the treatment of
unvested equity in the event of a change of control.

Minimum shareholding guidelines

In July 2015, Challenger revised KMP and Non-Executive
Director minimum shareholding guidelines in order to
ensure alignment with shareholders. Minimum
shareholding requirements are detailed in the

following table:

22

2014

e= e= Target maximum funding of NPBVRT

2015

2016

Target minimum funding of NPBVRT

Requirement Implied
value'
Non-Executive One times base fees  Chair: $420,000
Directors NEDs: $173,000
(NEDs)
Managing Two times fixed $2,500,000
Director & CEO | remuneration
Other KMP One times fixed $650,000 to
remuneration $850,000

' Based on fees and remuneration at 30 June 2016.

A five-year transitional period in which to acquire

the required shareholding continues to apply for
Non-Executive Directors and KMP. The Board reviews
minimum shareholding guidelines on an annual basis
and retains discretion to allow Non-Executive Directors
and KMP to vary from this guideline. Where fees are
paid to the employer of the Non-Executive Director,
the minimum shareholding guidelines do not apply.

The shareholdings of Non-Executive Directors and KMP
at 30 June 2016 are set out in Sections 11.5 Key
Management Personnel remuneration arrangements
and 11.7 Non-Executive Director disclosures.

Employee share trading policy

Employees, including Directors and KMP, must comply
with Challenger’s employee share trading policy and are
required to obtain pre-approval from the Company if
they wish to trade in Challenger shares. KMP and
employees are prohibited from trading during specified
prohibited periods, including prior to the release of
Challenger’s financial results.

KMP and employees are prohibited from hedging their
unvested equity awards, as this would not be consistent
with Challenger’s remuneration strategy or appropriate
governance outcomes and be contrary to the intention
of equity-based remuneration arrangements. Should a
KMP or employee be found to have breached this



requirement, it would be regarded as serious
misconduct and may be grounds for dismissal.

Challenger prohibits KMP and employees from taking
out margin loans on Challenger shares, with any
exceptions to this rule requiring Board approval. There
have been no requests for exceptions to this policy for
the year ended 30 June 2016 (no requests in 2015).

Employee share ownership

Employee share ownership levels by way of unvested
equity are formally reviewed by the Board on a regular
basis. As at 30 June 2016, 75% of permanent
employees hold unvested Challenger equity (83% in
2015) with the reduction caused by new employees
including employees joining through the acquisition of
Dexion Capital. This constitutes 3% employee
ownership of Challenger (4% in 2015).

The Board seeks to align remuneration with effective
risk management, the generation of appropriate risk-
based returns and Challenger’s risk profile.

The Board has agreed a Risk Management Framework
which sets out the Board's tolerance to risk exposures
and the management of risk in general. Challenger’s
risk profile is continuously monitored and managed
against agreed risk limits. Any divergence from set limits
is resolved within Challenger through a series of
escalations and delegated authorities culminating with
the Board. All business activities are carried out in
accordance with this Risk Management Framework
regardless of potential remuneration outcomes.

During the year, the Risk Committee provides reports to
the Remuneration Committee and the Board
summarising risk management and risk outcomes,
including any breaches of the Risk Management
Framework or other compliance policies. The
Remuneration Committee and the Board consider these
reports when finalising remuneration pools and
individual allocations.

All employees are required to comply with Challenger’s
policies and other risk management and regulatory
requirements as they apply to their role and business
area. Breaches of compliance with these policies and
other requirements are taken seriously and may result in
disciplinary action and termination of employment. In
addition, risk management, including any breaches are
considered when determining cash STI and share-based
awards each year.

All employees are assessed against the Challenger
Principles and behaviours as part of the annual
performance review process, and this outcome
contributes to the overall performance rating and
remuneration outcomes. Satisfactory assessment against
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the Compliance and Integrity principles are treated as
gate-openers for cash STl and share-based awards.

Risk management is an important component of
Challenger’s balanced scorecard which is outlined in
Section 11.4 Performance and remuneration snapshot and
the Remuneration Committee and the Board consider
potential risk implications of performance targets

when setting performance measures for variable
remuneration plans.

The Board also places significant focus on risk culture and
monitors and assesses Challenger’s risk culture. In 2016,
this included:

e arisk culture review by Challenger’s risk
management function;

e an assessment of employee responses to risk
related questions in Challenger’s employee
engagement survey; and

e  independent reviews by Ernst & Young (external
auditor) and KPMG (internal auditor).

Variable reward forfeiture and clawback provisions

Under the terms of the CPP, both DPSRs and HPSRs may
be reduced or forfeited should the Board determine that
a KMP or employee:

e has committed an act of dishonesty;

e s ineligible to hold their office for the
purposes of Part 2D.6 Disqualification from
managing corporations of the Corporations
Act 2001; or

e is found to have acted in a manner that the
Board considers to be gross misconduct or is
dismissed with cause.

In addition, the Board may resolve that an award of
DPSRs or HPSRs should be reduced or forfeited in
order to:

e protect financial soundness; or

e respond to unexpected or unintended
consequences that were significant and
unforeseen by the Board (such as material risk
management breaches, unexpected financial
losses, reputational damage or regulatory
non-compliance).

Since 2012, Challenger has increased both normalised
net profit after tax (NPAT) by 22% and normalised
earnings per share (EPS) by 12%, with this sustained
strong business performance translating into increased
dividends to shareholders by 81% over the period.
Performance against key financial metrics and
comparison to peer shareholder returns is summarised
in the following tables and graphs:

30 June 30 June 30 June 30 June 30 June

2012 2013 2014 2015 2016

Normalised NPAT ($M) 296.8 308.5 328.7 334.0 361.7
Normalised EPS (cents) 57.5 58.6 64.0 61.2 64.6
Closing share price ($) 3.25 4.01 7.44 6.72 8.63
Dividends per share (cents) 18.0 20.0 26.0 30.0 325
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11 Remuneration report (continued)

11.4 Performance and remuneration snapshot (continued)

Total shareholder return (TSR)
Source: IRESS and Bloomberg

Challenger’s TSR has increased by 101% since 2011 and delivered
significant long-term outperformance.
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Normalised EPS versus other Australian

financial companies
Source: Bloomberg and Company data

Challenger's normalised EPS has increased by 25% since 2011.
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Challenger share price performance versus other

Australian financial companies
Source: Bloomberg and Company data

Challenger’s share price has outperformed many Australian financial
companies over the past five years.
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Normalised NPAT and Normalised EPS

Source: Company data

Normalised NPAT and EPS have increased by 22% and 12%
respectively since 2012.
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Annual growth in group assets under management?
Source: Company data

AUM has grown significantly, increasing by 80% since 2012.

60

50
40
30 -
20 -
10 -
0 A

2012 2013 2014 2015 2016

$bn

32015 AUM excludes Kapstream institutional FUM ($5.4bn) following
the FUM being derecognised as a result of the sale of Kapstream
in July 2015.
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2016 balanced scorecard outcomes
For 2016, the Board considered the following
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these measures are reflected in KMP remuneration

performance measures and associated targets to be outcomes. The performance measures, weighting range
critical indicators of Challenger’s performance and and outcomes are detailed below:

drivers of shareholder value. Performance outcomes for

Objective Performance measure ~ Qutcome achieved

Weighting range
for KMP

Financial Normalised NPAT $361.7 million — exceeded target.

20%-40%

Normalised EPS
Normalised RoE

64.6 cents per share — exceeded target.

Normalised RoE of 17.8% was marginally below the
18.0% target, primarily as a result of challenging market
conditions in the United Kingdom which impacted
Challenger’s Fidante Partners Europe business.

Growth Annuity net book Annuity net book growth of 8.5% (on target). 22.5%-55%
and growth
customer

Funds Management
expansion

Service delivery

Funds under management (FUM) of $56.9 billion (down
2%) driven by the derecognition of FUM resulting from the
sale of Kapstream. Fidante Partners will no longer receive
distribution fees on Kapstream institutional FUM. Despite
the reduction in FUM, Fidante Partners’ earnings over the
short and medium term is not expected to be negatively
impacted following new distribution and administration
agreements.

Over the past five years, Challenger's FUM has increased
on average 19% per year compared to 8% average
annual FUM growth' across the Australian market.

The recently acquired Dexion Capital, a European
alternative investments group based in London, was
integrated and rebranded as Fidante Partners Europe. As a
result of the acquisition, three new boutiques were added
in Europe.

New strategies were developed to provide further growth
for existing Australian boutiques, including Wavestone,
Ardea, Tempo and Alphinity.

Challenger Investment Partners also continued to attract
net flows ($0.1bn) and FUM growth including new
property mandates from offshore clients.

The 2016 Wealth Insights Service Level Report ranked
Challenger first in the following categories:

e  Overall Adviser Satisfaction (for the first time).
BDM Team (for fifth consecutive year).

e Technical Services (for the first time).

e Client Services (for the first time).

e Image and Reputation (for the first time).

" Rainmaker — Consolidated FUM for Australian Fund Managers March 2016.
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Performance Weighting range
Objective measure Outcome achieved for KMP
Growth and  Product and service  The following initiatives in 2016 provide a platform for
customer growth growth, enabling Challenger to secure the financial future

(continued)

Brand effectiveness

Retirement income
thought leadership
and education

26

of more Australians in retirement:

e Challenger annuities were made available on the
Colonial First State (CFS) FirstChoice and CFS
FirstWrap platforms. This initiative won Investment
Trends 2015 best functionality award. Sales via the
CFS distribution channel more than doubled in 2016.

e A Challenger lifetime annuity backed Australia’s first
Comprehensive Income Product for Retirement,
which was launched by VicSuper.

e A technology project with the Link Group, which
services 10 million industry superannuation members,
allowed Link Group industry superannuation funds to
make Challenger annuities available to its members.
Three Link Group clients (Legalsuper, Local
Government Super and Caresuper) will be adding
Challenger annuities in the first quarter of financial
year 2017.

e A new aged care product, CarePlus, was developed
and launched in August 2015.

e Arange of options were developed to enhance the
award winning Liquid Lifetime product.

e Liquid Lifetime was the joint winner of the Chant
West 2016 Pension Fund of the Year.

The ongoing success of Challenger initiatives to support

growth was demonstrated in the achievement of record

annuity sales of over $3.3 billion in 2016, including strong
growth in both term annuities (up 22%) and lifetime

annuities (up 21%).

Recognition of Challenger’s brand amongst both financial

advisers and consumers continued in 2016:

e 95% of advisers surveyed recognised Challenger as a
leader in retirement income.

e Brand awareness increased by 2 percentage points
to 61%.

e Challenger was recognised as Overall Annuity
Provider of the Year (eighth year running) and won
the Long Term Income Stream award in the 2016
Plan for Life/AFA Life Company of the Year awards.

e Challenger was awarded best longevity product by
Chant West in 2016.

During 2016, Challenger launched its third national

advertising campaign, which focused on consumer

concerns of outliving their retirement savings. The early

results from the new campaign were positive, with 52%

of those surveyed likely to ask a financial adviser about

an annuity.

Challenger continued to make significant contributions to
retirement income awareness and education, including:

e Partnering with the University of New South Wales
(UNSW) to add a new Aged Care Planning Course,
which won an Annuity and Income Stream Innovation
award from UNSW's Business School.

e Launching the University of Adelaide/Accurium
'SMSF Retirement Essentials’ workshop.
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Performance Weighting range
Objective measure Outcome achieved for KMP
Growth and Retirement e Collaborating with globally recognised Wade Pfau
customer income thought and Drew Walk & Co to produce research papers and

(continued)

Risk and
compliance

People,

community and
sustainability

leadership and
education
(continued)

Control
exposures from
growth related
activities through
the risk
management
framework and
maintain
compliance with
the Risk Appetite
Statement

Sustainability
outcomes

Employee
engagement

reports to highlight key retirement issues for financial
advisers and the media.

e Delivering presentations to over 6,000 financial
advisers.

Compliance with Board Risk Appetite Statement for

2016 included:

e adherence to Internal Capital Adequacy Assessment

Process (ICAAP);

excess capital position maintained,;

credit ratings affirmed;

liquidity policy ratios maintained,;

compliance with market risk and credit policy limits;

level of reported incidents and breaches within

acceptable tolerance levels; acceptable internal audit,

external audit and regulatory review outcomes.

A strong culture of compliance and prudent risk-taking

continued as evidenced in the 2016 employee

engagement survey results in which more than 90% of

employees indicated that:

e Challenger clearly communicates its expectations for
ethical behaviour;

e Challenger takes action to learn from risk events and
mistakes that occur; and

e if they observed unethical behaviour or misconduct
they would raise it.

Challenger’s Sustainability Report provides further

information on people, community and sustainability.

Challenger continued its strong approach to sustainability,

including:

e becoming a signatory to the United Nations Principles
for Responsible Investment (UNPRI);

e advocating for policy reforms that allow people to
use their superannuation savings to create long-term,
sustainable incomes;

e maintaining carbon neutrality for business operations;

e ensuring compliance with the responsible investment
policy;

e continuing to reduce the environmental impact of
real estate — both the assets we occupy and the
assets owned. In early 2016, Challenger moved its
head office to a new 5 Star NABERS rated building in
Sydney which will further reduce Challenger’s carbon
footprint; and

e completing an initial and voluntary submission in
accordance with the Global Reporting Initiative.

Challenger’s 2016 engagement survey results were
outstanding. At 88%, Sustainable Engagement was above
the global high performing companies norm and results
across all surveyed categories exceeded both the
Australian national and global financial services norms.

15%-30%

10%-25%
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Performance Weighting range
Objective measure Outcome achieved for KMP

Diver;ity and Challenger’s efforts towards creating and maintaining an

inclusion inclusive work environment that values and enables

diversity were reflected in the 2016 employee

engagement survey results:

e 94% of employees indicated their immediate
manager genuinely supports equality between
women and men and 97% of employees indicated
that sex-based harassment is not tolerated;

e 92% of employees indicated that their manager
effectively works with people who are different from
him or herself (in gender, racial/ethnic background,
lifestyle, etc.); and

e 89% of employees indicated that they had the
flexibility needed to manage their work and personal
responsibilities (including caring).

Initiatives undertaken in 2016 in support of gender

diversity objectives included:

e gender diversity targets were implemented and
progress made towards the interim target set for
30 June 2017 as follows:

FY17

Dec15 Jun16  Target

Women in all roles 39.5% 41.7% 42%
Women in management 27.4%  29.3% 32%

e four scholarships were awarded under Challenger’s
Scholarship Program to support the development and
advancement of high potential women. CEO, Brian
Benari, continued as a Workplace Gender Equality
Agency Equal Pay Ambassador;

e commencing superannuation contributions for
employees during periods of parental leave without
pay; and

e introducing leave and counselling for victims of
domestic violence.

Leadership The Leadership Team and the Board continue to review
development and  future leadership needs and plan for, and address,
succession capability gaps to successfully deliver Challenger’s
management business strategy. Challenger continued to invest in

Office move to
5 Martin Place,
Sydney
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leadership development and the fifth cohort of Challenger
employees completed the Leadership Foundations
Program.

The fitout of new office premises at 5 Martin Place,
Sydney, was completed and the head office move was
achieved with material employee involvement and
minimal business disruption.
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This audited remuneration report describes Challenger's KMP and Non-Executive Director remuneration
arrangements as required by the Corporations Act 2001.

Challenger’s KMP for 2016 are detailed in the table below:

Name Role Term as KMP in 2016
Brian Benari Managing Director & CEO Full year
Richard Howes Chief Executive, Life Full year
Paul Rogan Chief Executive, Distribution, Marketing & Research  Full year
lan Saines Chief Executive, Funds Management Full year
Andrew Tobin Chief Financial Officer Full year

Statutory remuneration

Statutory remuneration represents the accounting expense of remuneration in the financial year. It includes fixed
remuneration, cash STI awards, the amortisation expense of deferred share awards granted in prior years and
distributions from the CPP Trust.

Short-term employee benefits

Super- Share-based

Salary’ annuation Cash STI payments? Other? Total

KMP Year $ $ $ $ $ $
B Benari 2016 1,236,380 19,308 800,000 2,880,964 223,995 5,160,647
2015 1,235,947 18,783 900,000 3,001,935 212,826 5,369,491

R Howes 2016 632,124 19,308 700,000 1,805,404 131,903 3,288,739
2015 632,387 18,783 700,000 1,995,380 133,263 3,479,813

P Rogan 2016 641,926 19,308 675,000 1,597,214 120,306 3,053,754
2015 640,579 18,783 512,500 1,852,369 136,759 3,160,990

| Saines* 2016 841,258 19,308 325,000 652,427 41,462 1,879,455
2015 277,927 6,261 170,000 88,460 6,910 549,558

A Tobin 2016 636,524 19,308 450,000 1,098,340 90,651 2,294,823
2015 632,470 18,783 425,000 1,126,036 87,359 2,289,648

R Woods® 2016 - - - - - -
2015 426,181 12,608 369,178 1,241,981 81,879 2,131,827

Total 2016 3,988,212 96,540 2,950,000 8,034,349 608,317 15,677,418
2015 3,845,491 94,001 3,076,678 9,306,161 658,996 16,981,327

"Includes the cost of death, total permanent disability and salary continuance insurances.

2 Calculated on the basis outlined in Note 27 Employee entitlements and reflects the fair value of the benefit derived at the date at which they were
granted. Fair value is determined using an option pricing model and is undertaken by an independent third party. The HPSRs included in share-based
payments are subject to market-based performance conditions; consequently, no adjustment to the fair valuation following grant date is permitted to
be made for the likelihood of performance conditions not being met. As a result, the value of the share-based payments included in the table may
not necessarily have vested during the financial year.

3 Values represent distributions from the CPP Trust and long service leave accruals.

4 Mr Saines commenced with Challenger on 2 March 2015.

> Mr Woods transferred to a non-KMP role on 2 March 2015.
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Split of statutory remuneration components

The splits of KMP statutory remuneration are set out below:

Fixed Share-based
KMP Year remuneration Cash STI payments Other Total
B Benari 2016 24% 16% 56% 4% 100%
2015 23% 17% 56% 4% 100%
R Howes 2016 20% 21% 55% 4% 100%
2015 19% 20% 57% 4% 100%
P Rogan 2016 22% 22% 52% 4% 100%
2015 21% 16% 59% 4% 100%
| Saines! 2016 46% 17% 35% 2% 100%
2015 52% 31% 16% 1% 100%
A Tobin 2016 28% 20% 48% 4% 100%
2015 28% 19% 49% 4% 100%
R Woods? 2016 = = = = =
2015 21% 17% 58% 4% 100%
" Mr Saines became a KMP on 2 March 2015.
2 Mr Woods transferred to a non-KMP role on 2 March 2015.
Awarded remuneration
Awarded remuneration represents the value of remuneration that has been awarded for the financial year as
determined by the Board. It includes fixed remuneration, cash STI and deferred share awards.
Short-term employee benefits Share-based payments
Super- 18&2 year 3 year
Salary' annuation  Cash STI DPSR? DPSR3 HPSR* Other® Total
KMP Year $ $ $ $ $ $ $ $
B Benari 2016 1,236,380 19,308 800,000 800,000 600,000 1,800,000 203,676 5,459,364
2015 1,235,947 18,783 900,000 900,000 550,000 1,650,000 190,683 5,445,413
R Howes 2016 632,124 19,308 700,000 700,000 312,500 937,500 121,458 3,422,890
2015 632,387 18,783 700,000 700,000 287,500 862,500 122,133 3,323,303
P Rogan 2016 641,926 19,308 675,000 675,000 125,000 375,000 106,597 2,617,831
2015 640,579 18,783 512,500 512,500 262,500 787,500 113,584 2,847,946
| Saines 2016 841,258 19,308 325,000 325,000 162,500 487,500 37,390 2,197,956
2015 277,927 6,261 170,000 170,000 287,500 862,500 5,078 1,779,266
A Tobin 2016 636,524 19,308 450,000 450,000 200,000 600,000 73,474 2,429,306
2015 632,470 18,783 425,000 425,000 200,000 600,000 68,060 2,369,313

"Includes the cost of death, total permanent disability and salary continuance insurances.

2 DPSRs will be formally granted in September 2016 and vest 50% one year after grant and 50% two years after grant.
3 DPSRs will be formally granted in September 2016 and vest three years after grant.
4 HPSR awards are determined following consideration of potential realised value under a range of vesting outcomes, including full vesting. HPSRs will

be formally granted in September 2016 with reference to the fair value at the time of grant.
> Values represent distributions from the CPP Trust.
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Deferred Performance Share Rights
DPSRs granted to KMP during the year ended 30 June 2016 are detailed below:

Vesting
Tranche 1 Tranche 2 Tranche 3
Deferral Total 1 September 2016 1 September 2017 1 September 2018
from Allocation number Fair Fair Fair
2015 price of DPSRs  Date of value value value
KMP $ $  granted grant Number! $ Number' $ Number' $

B Benari 1,450,000 6.9894 207,456  13/9/15 64,383 6.73 64,383 6.44 78,690 6.16
R Howes 987,500 6.9894 141,283 13/9/15 50,075 6.73 50,075 6.44 41,133 6.16
P Rogan 775,000 6.9894 110,880 13/9/15 36,662 6.73 36,662 6.44 37,556 6.16
| Saines 457,500 6.9894 65,455  13/9/15 12,161 6.73 12,161 6.44 41,133 6.16
A Tobin 625,000 6.9894 89,420  13/9/15 30,403 6.73 30,403 6.44 28,614 6.16

' The number of DPSRs granted is determined by dividing the dollar value of the award by the VWAP in the five days to grant.

Hurdled Performance Share Rights
HPSRs granted to KMP during the year ended 30 June 2016 are detailed below:

Vesting

Tranche 1 Tranche 2
1 September 2018 1 September 2019
Total Fair Fair
TSR start number of value at value at
price! HPSRs  Number  grant Number  grant
KMP Grant date $ granted vesting? $  vesting? $
B Benari 13/9/15 7.0127 530,053 336,391 3.27 193,662 2.84
R Howes 13/9/15 7.0127 277,073 175,840 3.27 101,233 2.84
P Rogan 13/9/15 7.0127 252,980 160,550 3.27 92,430 2.84
| Saines 13/9/15 7.0127 277,073 175,840 3.27 101,233 2.84
A Tobin 13/9/15 7.0127 192,746 122,324 3.27 70,422 2.84

" The TSR start price is the VWAP of shares traded in the 90 calendar days immediately preceding the Valuation Date. The TSR start price can be used
as a proxy for the face value at grant.

2 The number of HPSRs granted is determined by dividing the dollar value of the award by the fair value of the relevant grant. The fair value is
independently calculated and has been determined by the Board as the best estimate of the financial value.

The following tables show the short and long-term incentives that vested during the year and form part of realised
remuneration for the KMP.

Deferred Performance Share Rights
DPSRs which vested to KMP during the year ended 30 June 2016 are detailed below:

Fair value
Date of atgrant  Vesting
KMP grant  Number $ date
5 Baigil 17/9/13 110,135 518,736 1/9/15
16/9/14 63,559 449,998 1/9/15
R Howes 17/9/13 78,012 367,437 1/9/15
16/9/14 44,138 312,497 1/9/15
P Rogan 17/9/13 79,542 374,643 1/9/15
16/9/14 40,607 287,498 1/9/15
A Tobin 17/9/13 50,478 237,751 1/9/15

16/9/14 28,248 199,996 1/9/15
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Hurdled Performance Share Rights

HPSR grants considered by shareholders in prior periods and which vested to KMP during the year ended 30 June
2016 are detailed below, providing increased transparency of grants by tranche, together with TSR performance and
vesting outcome. The share price on the vesting dates of 1 September 2015 and 16 February 2016 were $6.98 and
$7.18 respectively.

Total shareholder return outcomes for all HPSRs vesting during the year range between 15% and 35%, per annum
and are significantly above external market performance. The Board considers these outcomes reflect an appropriate
alignment between shareholders and executives, in line with the guiding principles of Challenger’s remuneration

strategy.
Grant details Vesting details
Number
Fair value TSR vested or  Number
at grant’ outcome lapsed in yet to vest
KMP Date  Number $ Date  Number per annum prior years  or lapse
12/9/11 600,000 1,086,000 1/9/15 200,000 15% 400,000 -
B Benari 16/3/12 1,250,000 1,450,000 16/2/16 416,668 32% 833,332 -
17/9/13 850,000 2,751,166 1/9/15 283,333 35% - 566,667
12/9/11 600,000 1,086,000 1/9/15 200,000 15% 400,000 -
R Howes 12/9/12 850,000 1,207,000 1/9/15 283,333 32% 283,333 283,334
17/9/13 525,000 1,699,250 1/9/15 175,000 35% - 350,000
12/9/11 500,000 905,000 1/9/15 166,668 15% 333,332 -
P Rogan 12/9/12 700,000 994,000 1/9/15 233,333 32% 233,333 233,334
17/9/13 500,000 1,618,332 1/9/15 166,666 35% - 333,334
12/9/11 140,000 253,400 1/9/15 46,668 15% 93,332 -
A Tobin 12/9/12 400,000 568,000 1/9/15 133,333 32% 133,333 133,334
17/9/13 300,000 971,000 1/9/15 100,000 35% - 200,000

' The fair value of an award is independently calculated and has been determined by the Board as the best estimate of the financial value of the
underlying award.

Performance Share Rights held
Details of KMP DPSRs and HPSRs held as at 30 June 2016 are set out below:

Number Number Number

heldat  grantedas Number held at 30

KMP Instrument 1 July 2015 remuneration vested  June 2016
B Benari DPSRs 438,597 207,456 (173,694) 472,359
HPSRs 1,885,757 530,053 (900,001) 1,515,809

R Howes DPSRs 229,200 141,283 (122,150) 248,333
HPSRs 1,516,733 277,073 (658,333) 1,135,473

P Rogan DPSRs 223,528 110,880 (120,149) 214,259
HPSRs 1,342,879 252,980 (566,667) 1,029,192

| Saines’ DPSRs - 65,455 - 65,455
HPSRs 204,383 277,073 - 481,456

A Tobin DPSRs 142,497 89,420 (78,726) 153,191
HPSRs 760,792 192,746 (280,001) 673,537

" Mr Saines became a KMP on 2 March 2015.
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Key Management Personnel and their affiliates’ shareholdings in Challenger Limited
Details of KMP and their affiliates’ shareholdings in Challenger Limited as at 30 June 2016 are detailed below:
Shareholding as

a multiple
Number of of fixed
Opening vested DPSRs Number of remuneration
KMP Year balance and HPSRs shares sold  Closing balance for the year!
B Benari 2016 1,000,000 1,073,695 (1,073,695) 1,000,000 6.9
2015 1,000,000 1,325,663 (1,325,663) 1,000,000 5.4
R Howes 2016 179,693 780,483 (860,176) 100,000 1.3
2015 179,693 1,127,576 (1,127,576) 179,693 1.9
P Rogan 2016 100,000 686,816 (636,816) 150,000 2.0
2015 150,000 888,372 (938,372) 100,000 1.0
| Saines? 2016 = - - - -
2015 - - - - -
A Tobin 2016 195,851 358,727 (324,342) 230,236 3.0
2015 100,000 385,851 (290,000) 195,851 2.0
R Woods? 2016 = - - - -
2015 300,000 1,085,142 (1,085,142) - -
Total 2016 1,475,544 2,899,721 (2,895,029) 1,480,236
2015 1,729,693 4,812,604 (4,766,753) 1,475,544
' Shareholding multiple based on 30 June 2016 closing share price of $8.63 (30 June 2015: $6.72).
2 Mr Saines became a KMP on 2 March 2015 and has a five-year transitional period in which to acquire the required shareholding.
3 Mr Woods transferred to a non-KMP role on 2 March 2015. The number of shares sold reflects shares sold whilst a KMP. Post 2 March 2015, Mr
Woods' holding disclosure is not required.
Brian Benari - Managing Director & CEO
Mr Benari was appointed Managing Director & CEO Director & CEO are satisfied by the purchase of shares
effective 17 February 2012. The terms of his on market. The following table summarises the notice
appointment and termination arrangements were periods and payments which apply to Mr Benari upon
approved at an extraordinary general meeting on termination:
28 February 2012. All equity awards for the Managing
Payment in lieu of Treatment Treatment
Notice period notice of STI of HPSRs
Employer-initiated termination
Poor performance 12 months 12 months Lapse Lapse
Misconduct or other circumstances None None Lapse Lapse
justifying summary dismissal
Employee-initiated termination
With Board approval 6 months  The Board may elect  Eligible for a pro Continued
to make a payment rata STI payable vesting'
of salary package in at the usual
lieu of notice payment date.
Unvested DPSRs
fully vest
Without Board approval 6 months  The Board may elect Lapse Lapse
to make a payment
of salary package in
lieu of notice
Due to material change? 1 month 12 months ~ Unvested DPSRs  Board discretion?

T HPSRs continue to be held by Mr Benari subject to the original vesting conditions.
2 Represents a substantial diminution of Mr Benari's duties, status, responsibilities and/or authority without his agreement.
3 The Board may in its absolute discretion determine the extent to which Mr Benari’s unvested HPSRs will vest.

fully vest
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Key Management Personnel (excluding Managing Director & CEO) employment agreements and

notice periods

KMP do not have fixed terms of employment. The notice

period for Challenger and the KMP is 26 weeks unless
terminated for cause.

Upon termination, if the KMP is considered a good
leaver (such as cessation of employment due to

Composition

redundancy), the KMP will be entitled to a pro rata STI
award. Board discretion applies in relation to unvested
awards under the CPP.

Challenger’s Non-Executive Directors for 2016 are detailed in the table below:

Name

Term as Non-Executive Director in 2016

Peter Polson (Chair)
Graham Cubbin
Steven Gregg
Jonathan Grunzweig
Brenda Shanahan
JoAnne Stephenson
Leon Zwier

Fee pool

The maximum aggregate amount of annual fees is
approved by shareholders in accordance with the
requirements of the Corporations Act 2001.

The current fee pool of $2,000,000 was approved by
shareholders in 2007.

Fee framework and review

Challenger aims to attract and retain suitably skilled and
experienced Non-Executive Directors to serve on the
Board and to reward them appropriately for their time
and expertise. Non-Executive Directors are remunerated
by way of fees paid in recognition of membership of the

Full year
Full year
Full year
Full year
Full year
Full year
Full year

The Board is committed to periodically reviewing the fee
framework in order to ensure that fees remain
appropriate against the external market and support the
attraction and retention of high quality Non-Executive
Directors. On recommendation from the Remuneration
Committee, the Board approves the fee structure within
the bounds of the overall maximum fee pool.

The fee structure is benchmarked annually to align with
market and to attract, retain and appropriately reward
quality independent directors. Based on the results of
the benchmarking, fees were increased for the year
ended 30 June 2016.

The following table summarises the fees applicable to

Board and its committees. Additional fees are paid to
the Chair of the Board and sub-committee members to
reflect added responsibilities.

membership and chairmanship of the Board and its sub-
committees, inclusive of services provided at a subsidiary
board level, for the year ended 30 June 2016:

Chair fee Member fee
Board/Committee $ $
Board' 420,000 173,000
Group Risk? 23,500 11,750
Group Audit? 23,500 11,750
Remuneration 41,500 21,000

' Board fees include Nomination Committee fees.
2 The Group Risk and Audit Committee was separated effective 1 January 2015.

The fee framework includes services provided at a subsidiary Board level.

34



Challenger Limited Annual Report 2016

Non-Executive Director fees for the year ended 30 June 2016
The following table summarises Non-Executive Director fees for the year ended 30 June 2016:

Director fees Superannuation Total

Non-Executive Director Year $ $ $
P Polson 2016 438,775 19,308 458,083
2015 407,217 18,783 426,000

G Cubbin’ 2016 235,333 - 235,333
2015 222,000 - 222,000

S Gregg 2016 175,495 16,672 192,167
2015 167,123 15,877 183,000

J Grunzweig' 2016 171,667 - 171,667
2015 165,000 - 165,000

R Hooper':2 2016 - - -
2015 110,000 - 110,000

B Shanahan 2016 196,880 18,704 215,584
2015 188,128 17,872 206,000

J Stephenson 2016 199,025 19,308 218,333
2015 191,217 18,783 210,000

L Zwier' 2016 171,667 - 171,667
2015 165,000 - 165,000

Total 2016 1,588,842 73,992 1,662,834
2015 1,615,685 71,315 1,687,000

"' Mr Cubbin, Mr Grunzweig, Mr Hooper and Mr Zwier provide services through companies. Fees exclude GST.
2 Mr Hooper retired from the Board on 27 February 2015.

Superannuation Equity participation

Non-Executive Directors receive superannuation Non-Executive Directors do not receive equity as part of
contributions where required by Superannuation their remuneration and do not participate in any
Guarantee legislation. incentive arrangements.

Non-Executive Director shareholdings in Challenger Limited at 30 June 2016
Details of the Non-Executive Director and their affiliates’ shareholdings in Challenger Limited are set out below:

Shares held at the Shares held at the end

Non-Executive Director Year beginning of the year Movements of the year
P Polson 2016 122,000 - 122,000
2015 122,000 - 122,000

G Cubbin 2016 97,702 - 97,702
2015 97,702 - 97,702

S Gregg 2016 10,000 - 10,000
2015 10,000 - 10,000

J Grunzweig 2016 250 - 250
2015 250 - 250

R Hooper! 2016 - - -
2015 160,000 (160,000) -

B Shanahan 2016 252,112 - 252,112
2015 250,000 2,112 252,112

J Stephenson 2016 7,000 6,000 13,000
2015 2,000 5,000 7,000

L Zwier 2016 2,360 - 2,360
2015 2,360 - 2,360

Total 2016 491,424 6,000 497,424
2015 644,312 (152,888) 491,424

" Mr Hooper retired from the Board on 27 February 2015, so his holding disclosure is removed under ‘Movements'.
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Total remuneration of Key Management Personnel and Non-Executive Directors

Short- Post- Share- Other
term employment based long-term  Termination

KMP and Non-Executive benefits benefits  payments benefits benefits Total
Directors $ $ $ $ $ $
Non-Executive Directors
2016 1,588,842 73,992 - - - 1,662,834
2015 1,615,685 71,315 - - - 1,687,000
KMP
2016 6,938,212 96,540 8,034,349 608,317 - 15,677,418
2015 6,922,169 94,001 9,306,161 658,996 - 16,981,327
All KMP and Non-Executive
Directors
2016 8,527,054 170,532 8,034,349 608,317 - 17,340,252
2015 8,537,854 165,316 9,306,161 658,996 - 18,668,327
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Key term Description

Awarded Represents the value of remuneration that has been awarded for the financial year. This includes

remuneration fixed remuneration, cash STl and deferred share awards.

Board The Board of Directors of Challenger Limited and the main body responsible for the implementation
of effective remuneration governance and related risk management practices at Challenger.

CPP Challenger Performance Plan. Deferred equity awards are issued under the CPP.

CPP Trust Challenger Performance Plan Trust. The CPP Trust was set up in 2007 for the purpose of acquiring,
holding and transferring shares to employees upon the vesting of their equity awards.

DPSR Deferred Performance Share Right. Deferred STl awards are delivered as DPSRs under the CPP.
DPSRs represent the right to receive a fully-paid ordinary Challenger share for zero consideration
subject to continued employment at the time of vesting. DPSRs do not provide an entitlement to
vote or a right to dividends; however, employees with unvested DPSRs may receive a distribution of
income from the Challenger Performance Plan Trust.

Fair value The number of HPSRs awarded to KMP and employees is calculated by reference to the fair value.
The fair value for HPSRs is calculated on the basis outlined in Note 27 Employee entitlements and
reflects the fair value of the benefit derived at the date at which they were granted. An independent
third party determines the fair value using an option pricing model and discounted cash flow
methodology, as appropriate.

HPSR Hurdled Performance Share Right. HPSR awards are delivered under the CPP and are linked to the
long-term performance of Challenger. HPSRs represent the right to receive a fully-paid ordinary
Challenger share for zero consideration subject to continued employment and satisfying the
absolute TSR performance targets. HPSRs do not provide an entitlement to vote or a right to
dividends. HPSR awards are provided to KMP and employees whose responsibilities provide them
with the opportunity to materially influence long-term performance, strategy and shareholder value.
Awards are determined based on a range of factors, and the Board has discretion to amend or
withdraw at any point.

KMP Key Management Personnel. Persons having authority and responsibility for planning, directing and
controlling the activities of an entity, directly or indirectly, including any Director (whether executive
or otherwise) as defined in AASB 124 Related Party Disclosures.

Normalised Normalised net profit after tax. Excludes asset or liability valuation movements that are above or

NPAT below expected long-term trends and significant items that may positively or negatively impact
financial results. Refer to the Review of operations section for further information.

Normalised RoE  Normalised return on equity (pre-tax). Normalised profit before tax divided by average net assets.

(pre-tax)

Normalised Normalised net profit before variable reward and tax. Excludes any asset or liability valuation

NPBVRT movements that are above or below expected long-term trends and any significant items that may

Remuneration
Committee

Statutory
remuneration

STI

TSR

Variable
remuneration

VWAP

positively or negatively impact the financial results, and excludes STI expense, employee share award
expense and tax.

The Board convenes a Remuneration Committee comprising independent Non-Executive Directors
and which is a delegated sub-committee of the Board to assist the Board in discharging its
responsibilities.

Represents the accounting expense of remuneration for the financial year. This includes fixed
remuneration, cash STI awards, the amortisation expense of share-based awards granted in prior
years and distributions from the CPP Trust.

Short term incentive. STls are used to reward KMP and employees for significant contributions to
Challenger’s results over the course of the financial year. Individual STl awards are allocated on the
basis of annual contribution and with reference to market benchmarks. The Board has discretion to
amend or withdraw the STI at any point. STIs may be awarded in the form of cash and/or DPSRs.
Total shareholder return. TSR represents the change in share price plus dividends received over a
given timeframe. Challenger uses absolute TSR as the measure of performance for HPSRs.

Consists of Cash STl and share-based awards (DPSRs and HPSRs).

Volume weighted average price. Ratio of the value of shares traded to total volume traded over a
particular time horizon. A 90-day VWAP is used to calculate the number of DPSRs per dollar of
deferred STI. A 90-day VWAP is also used for absolute TSR performance testing (start and

end price).
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The amounts contained in this report and the financial report have been rounded to the nearest $100,000, unless
otherwise stated, under the option available to the Group under Australian Securities and Investments Commission
(ASIC) Corporations Instrument 2016/191.

The Audit Committee has reviewed details of the amounts paid or payable for non-audit services provided to
Challenger during the year ended 30 June 2016 by the Company’s auditor, Ernst & Young.

The Directors are satisfied that the provision of those non-audit services by the auditor is compatible with the general
standard of independence for auditors imposed by the Corporations Act and did not compromise the auditor
independence requirements of the Corporations Act for the following reasons:

e all non-audit services were approved in accordance with the approval process outlined in the Auditor
Independence Policy that outlines the approval process that must occur for all non-audit services and which
involves the Challenger CEO, CFO or delegate, depending on size and circumstances;

e no non-audit services were carried out which were specifically excluded by the Auditor Independence
Policy and;

e for details of fees for non-audit services paid to the auditors, refer to Note 28 Remuneration of auditor of
the financial report.

The Directors received the following declaration from the auditor of Challenger Limited:

Auditor’'s independence declaration to the Directors of Challenger Limited

As lead auditor for the audit of Challenger Limited for the financial year ended 30 June 2016, | declare to the best of
my knowledge and belief, there have been:

a. no contraventions of the auditor independence requirements of the Corporations Act 20017 in relation to the
audit; and

b. no contraventions of any applicable code of professional conduct in relation to the audit.

This declaration is in respect of Challenger Limited and the entities it controlled during the financial year.
ér-»ﬂ /( ‘ MU

Ernst & Young “

S J Ferguson

Partner

Sydney
15 August 2016

Liability limited by a scheme approved under Professional Standards Legislation.

Signed in accordance with a resolution of the Directors of Challenger Limited:

£ bl ol "

G A Cubbin B R Benari

Director Managing Director & Chief Executive Officer
Sydney Sydney

15 August 2016 15 August 2016



Sustainability is critical for Challenger to build
long-term value for our customers, shareholders,
employees and the wider community.

With a vision of providing our customers with
financial security for retirement, we believe in having
a retirement system that encourages long-term
savings and the conversion of those savings into
retirement income that lasts for a lifetime. This is
important given more people are retiring and are also
living much longer.

We also believe in the delivery of sustainable business
practices through robust governance; strong risk
management culture and practices; people and
workplace programs that encourage diversity; the
responsible investment of customer and shareholder
money; and sustainable taxation practices. Finally, we
strive to contribute to the sustainability of our
environment and the communities in which

we operate.

Providing our customers with security for their
retirement requires Challenger to engage and
collaborate with multiple stakeholders. Successful
collaborations help create a sustainable retirement
income system, which is good for shareholders,
customers and the broader economy.

Over the past 12 months, Challenger yielded
significant results by continuing to lead the debate for
revised policy settings which support the provision of
a new range of retirement income products.

Our activities centred on participation in key policy
forums; meetings with political decision makers; and
media activities. As a result, the Federal Government
announced in its May Budget the removal of tax
barriers impeding the development of a new form of
longevity products.

The reforms lay the pathway for further innovation
through the creation of Comprehensive Income
Products for Retirement or CIPRs. The benefits of
these reforms are numerous, but most importantly:

e they ensure retirees have more options available
to them to secure guaranteed income streams in
retirement; and

e they also mean retirees will be less reliant on the
aged pension, which benefits taxpayers.

Challenger was also a sponsor of the Committee for
Sustainable Retirement Incomes Leadership Forum, a
think tank advocating for the design of a world-class
retirement income system. Educating the
superannuation industry on better ways to manage
income in retirement has been an important focus
complementing our advocacy activities.

Challenger also supports the education of financial
advisers through university accreditation courses at
UNSW and University of Adelaide, as well as
contributing to ongoing education for various
professional bodies in the industry.

Challenger is also a key collaborator with National
Seniors Australia and the publication of the Seniors
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Sentiment Index, considering how older Australians
are coping across a range of wealth, health and
social indicators.

Risk management

At Challenger, risk is everyone’s business. Culturally,
it permeates all levels of the organisation in the
behaviours displayed towards the identification,
discussion and mitigation of risk.

The Board's Risk Appetite Statement outlines the level
of risk that is acceptable in striving to achieve
Challenger’s strategic goals and financial objectives. It
also provides clear boundaries for acceptable risk
taking activities across the organisation.

Our employees take risk seriously. In our most recent
employee engagement survey, 87% of employees
had a favourable view towards risk culture (this is 10
points above the Australian national norm). In
addition, 83% of employees proactively identify risk
management issues as part of their standard

work practices.

Responsible investment

As institutional investors, Challenger has a duty to act
in the best long-term interests of our beneficiaries. In
this fiduciary role, we believe that environmental,
social and governance (ESG) issues can affect the
performance of investment portfolios to varying
degrees across companies, sectors, regions, asset
classes and through time.

Adding to a Board approved Responsible Investment
Policy, in July 2015 Challenger became a signatory to
the United Nations Principles of Responsible
Investment (UNPRI). This is a further step towards a
framework for investment governance which has
been developing over many years.

It is Challenger’s policy that, to the extent that
information is available, investment managers should
incorporate ESG issues into investment analysis and
decision making. We also recognise that applying the
UNPRI aligns investors with the broader objectives

of society.

Our workplace and people

At Challenger, our employees are key to our success
and we foster and promote a work environment
where diversity is embraced and our people are
motivated to perform at their best.

Challenger seeks to provide an inclusive workforce
and values the capability and experience diversity
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 build upon our high
performing team. We also recognise that successfully
harnessing diverse thought and working styles
contributes to innovative and long-term

sustainable outcomes.
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Our workplace and people (continued)

Our Diversity Policy emphasises Challenger’s
commitment to employees being treated fairly,
equally and with respect when employment and
career decisions are made; and sets measurable
objectives to ensure that the policy is effective.

The Board has oversight of diversity, and the
Leadership Team is accountable for promoting and
fostering an environment with equal access to
opportunities and growth. Gender diversity targets
are monitored by both groups on a monthly basis and
on a quarterly basis by all managers using our
diversity scorecard.

Challenger is committed to creating a great place to
work for all employees. An employee engagement
survey was conducted in March 2016 and
administered by a new external provider — Willis
Towers Watson. Participation was high with 89% of
employees providing feedback.

The overall sustainable employee engagement score
was 88%, placing us well above the Australian
National norm, Global Financial Services norm and
Global High Performing Companies norm.

Environmental management

Challenger is committed to reducing our impact on
the environment by raising employee awareness;
using technologies that minimise our use of
resources; and occupying sustainable places of work.

Premises

In January 2016, we relocated our Sydney head office
to 5 Martin Place (representing 90% of our
workforce), a 5 star NABERS and Green Star

rated building.

In addition to improvements in energy efficiency,
enhanced waste management, recycling processes
and improved printer ratios have been implemented.

This move reinforces our commitment to energy
efficiency and reducing our carbon footprint.

Challenger is carbon neutral for our
business operations

Challenger commenced a partnership with Climate
Friendly and introduced a program of offsetting our
greenhouse gas emissions in 2013.

The following year we extended this commitment to
include our waste (Sydney head office), taxi trips,
paper disposal, and 20% of air travel.

In 2015, Challenger offset all relevant greenhouse gas
emissions for all offices making our business
operations carbon neutral. This will be continued

in 2016.

Community partnerships and giving

We partner, and have long-standing relationships
with, a range of charitable and not-for-profit
organisations supporting a broad demographic
of Australians.

Our community partnerships include Alzheimer's
Australia; Barnardos; Bear Cottage; beyondblue;
Meals on Wheels; and the National Seniors
Foundation Trust.

Through Challenger's Community Giving Program,
employees can make regular pre-tax donations
directly from their salary to one of our community
partners. Employee contributions are matched by
Challenger up to $500 per employee per year.

Volunteering

Challenger believes volunteering is a significant way
in which employees can contribute to the community.
Employees are provided with one paid day of
volunteering leave each year to offer voluntary
services to a not-for-profit organisation, or
environmental, community or charitable project.

Our full commitment to sustainability is outlined in
our Sustainability Report and can be viewed at:

3
challenger.com.au/sustainabilityreport


http://www.challenger.com.au/group/part_10_2015_sustainability_report.pdf
http://challenger.com.au/sustainabilityreport
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This financial report covers Challenger Limited (the Company) and its controlled entities (the Group or Challenger).
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2016 2015

Note ™M $M
Revenue 1 1,813.3 1,689.0
Expenses 2 (1,188.6) (1,051.1)
Finance costs 15 (229.6) (246.8)
Share of profits of associates 22 16.6 15.3
Profit before income tax 411.7 406.4
Income tax expense 4 (81.8) (78.5)
Profit for the year 329.9 327.9
Profit attributable to shareholders of Challenger Limited 327.7 299.0
Profit attributable to non-controlling interests 2.2 28.9
Profit for the year 329.9 327.9
Other comprehensive income
Items that may be reclassified to profit and loss, net of tax
Translation of foreign entities 14 35.0 20.7
Hedge of net investment in foreign operations 14 (35.5) (23.5)
Cash flow hedges — SPV! 14 (1.4) 1.8
Other comprehensive expense for the year (1.9 (1.0
Total comprehensive income for the year 328.0 326.9
Comprehensive income attributable to shareholders of
Challenger Limited 325.8 298.0
Comprehensive income attributable to non-controlling interests 2.2 28.9
Total comprehensive income for the year 328.0 326.9
Earnings per share attributable to ordinary shareholders of
Challenger Limited cents cents
Basic 17 58.5 54.8
Diluted 17 55.4 51.4

' SPV = Special Purpose Vehicles.

The statement of comprehensive income should be read in conjunction with the accompanying notes.
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2016 2015

Note ™M $M
Cash and cash equivalents 11 526.9 409.7
Cash and cash equivalents — SPV 7 146.9 183.9
Receivables 257.8 2453
Mortgage assets — SPV 1,677.6 2,231.3
Derivative assets 10 788.3 584.7
Financial assets — fair value through profit and loss 13,104.3 10,926.4
Investment property held for sale 70.6 286.7
Investment and development property 3,499.3 2,826.4
Finance leases 57.8 40.4
Current tax assets 4 13.1 -
Property, plant and equipment 145.4 138.8
Investment in associates 22 51.5 434
Other assets 54.9 65.2
Goodwill 24 571.6 531.0
Other intangible assets 24 12.3 18.4
Total assets of shareholders of Challenger Limited, policyholders,
external unit holders and non-controlling interests 20,978.3 18,531.6
Payables 607.0 258.9
Derivative liabilities 10 843.6 698.9
Interest bearing financial liabilities 13 4,148.8 2,925.6
Interest bearing financial liabilities — SPV 7 1,628.4 2,192.8
External unit holders’ liabilities 9 1,315.5 944.7
Provisions 12.5 23.8
Current tax liability - 23.6
Deferred tax liabilities 180.0 131.7
Life contract liabilities 8 9,558.5 8,693.0
Total liabilities of shareholders of Challenger Limited, policyholders,
external unit holders and non-controlling interests 18,294.3 15,893.0
Net assets of shareholders of Challenger Limited and non-controlling
interests 2,684.0 2,638.6
Contributed equity 12 1,546.7 1,527.2
Reserves 14 (7.9) 23.7
Retained earnings 14 1,142.1 992.3
Total equity of shareholders of Challenger Limited 2,680.9 2,543.2
Non-controlling interests 3.1 95.4
Total equity of shareholders of Challenger Limited and
non-controlling interests 2,684.0 2,638.6

The statement of financial position should be read in conjunction with the accompanying notes.
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Attributable to shareholders of Challenger Limited
Share- Cashflow  Foreign  Adjusted

based hedge  currency controlling Total Non-
Contributed payment reserve translation interest  Retained shareholder controlling Total
equity  reserve - SPV reserve reserve  earnings equity interests equity
Note $M $M $™M $M $M $M $M $M $™M

1,237.5 54.9 (0.4) (4.0) 19.3 846.0 2,153.3 122.8 2,276.1

Profit for the year 14 - - - - - 299.0 299.0 289 3279
Other comprehensive income

for the year - - 1.8 (2.8) - - (1.0) - (1.0)
Total comprehensive

income for the year - - 1.8 (2.8) - 299.0 298.0 28.9 326.9

Other equity movements

Ordinary shares issued 12 287.2 - - - - - 2872 - 2872

Shares purchased in the

CPP Trust 12 (60.9) - - - - - (60.9) - (60.9)

Vested shares released from

the CPP Trust 12 78.4 - - - - - 78.4 - 78.4

CPP deferred share purchases 12 (15.0) _ _ _ _ _ (15.0) _ (15.0)

Share-based payment expense

less releases 14 - (449 - - - - (449 - (449

Dividends paid 16 - - - - - (152.7) (152.7) - (152.7)

Other movements 14 - - - 0.2 (0.4) - 02) (56.3) (56.5)
1,527.2 10.0 1.4 (6.6) 18.9 992.3 2,543.2 95.4 2,638.6

Profit for the year 14 - - - - - 377 3277 22 3299

Other comprehensive income

for the year - - (14)  (05) - - (1.9) - (1.9)

Total comprehensive

income for the year - - (1.4) (0.5) - 327.7 325.8 22 328.0

Other equity movements

Ordinary shares issued' 12 1.2 - - - - - 1.2 - 1.2

Shares purchased in the

CPP Trust 12 (41.3) - - - - - (41.3) - (41.3)

Vested shares released from

the CPP Trust 12 53.7 - - - - - 53.7 - 53.7

CPP deferred share purchases 12 4.1 - - - - - 4.1) - 4.1

Share-based payment expense

less releases 14 - (22.9) - - - - (22.9) - (22.9)

Dividends paid 16 - - - - - (177.90 (177.9) - (177.9)

Other movements 14 - - - - (6.8) - 6.8) (94.5) (101.3)
1,546.7 (12.9) - (7.1) 12.1 1,142.1 2,680.9 3.1 2,684.0

" The Company issued 890,868 ordinary shares on 14 October 2015 and 600,598 ordinary shares on 29 March 2016 to shareholders who took part in the
Company’s Dividend Reinvestment Plan (DRP).

The statement of changes in equity should be read in conjunction with the accompanying notes.
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2016 2015
Note ™M $M

Receipts from customers 636.2 631.7
Annuity and premium receipts 8 3,367.8 2,764.2
Annuity and claim payments 8 (2,955.1) (2,361.3)
Payments to reinsurer 8 (5.2) (4.6)
Receipts from external unit holders 998.5 944.0
Payments to external unit holders (706.1) (1,130.7)
Payments to vendors and employees (563.2) (539.7)
Dividends received 56.4 771
Interest received 611.0 588.0
Interest paid (93.4) (84.6)
Income tax paid (64.5) (68.2)
Net cash inflows from operating activities 11 1,282.4 815.9
Payments on net purchases of investments (2,054.1) (1,392.5)
Payments for purchase of controlled entities (36.5) -
Net mortgage loan repayments 505.6 749.0
Proceeds from sale of associate 45.0 -
Payments for purchase of associate interest (17.4) -
Payments for net purchases of property, plant and equipment (19.1) (5.1)
Net cash outflows from investing activities (1,576.5) (648.6)
Proceeds from issue of ordinary shares 11.2 290.2
Proceeds from/(repayment) of borrowings — interest bearing
financial liabilities’ 13 590.0 (574.7)
Payments for Treasury shares (49.0) (74.8)
Dividends paid (177.9) (152.7)
Proceeds from issue of Challenger Capital Notes - 345.0
Costs associated with issue of Challenger Capital Notes and
ordinary shares - (13.6)
Distributions paid to non-controlling interests - (1.1
Net cash inflows/(outflows) from financing activities 374.3 (181.7)
Net increase/(decrease) in cash and cash equivalents 80.2 (14.4)
Cash and cash equivalents at the beginning of the year 593.6 608.0
Cash and cash equivalents at the end of the year 673.8 593.6
Cash and cash equivalents 11 526.9 409.7
Cash and cash equivalents — SPV 7 146.9 183.9
Cash and cash equivalents at the end of the year 673.8 593.6

"Includes $569.9 million relating to SPV's.
The statement of cash flows should be read in conjunction with the accompanying notes.
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Challenger Limited (the Company or the parent entity) is
a company limited by shares, incorporated in Australia,
whose shares are publicly traded on the Australian
Securities Exchange (ASX).

The financial report for Challenger Limited and its
controlled entities (the Group or Challenger) for the year
ended 30 June 2016 was authorised for issue in
accordance with a resolution of the Directors of the
Company on 15 August 2016.

This is a general purpose financial report that has been
prepared in accordance, and complies, with the
requirements of the Corporations Act 2001, Australian
Accounting Standards and other authoritative
pronouncements of the Australian Accounting Standards
Board (AASB) and International Financial Reporting
Standards (IFRS) as issued by the International
Accounting Standards Board. Challenger Limited is a
for-profit entity for the purposes of preparing financial
statements.

Unless otherwise stated, amounts in this financial report
are presented in Australian dollars and have been
prepared on an historical cost basis. The assets and
liabilities disclosed in the statement of financial position
are grouped by nature and listed in an order that reflects
their relative liquidity. In the disclosure notes the
current/non-current split is between items expected to
be settled within 12 months (current) and those
expected to be settled in greater than 12 months
(non-current).

Except for the matters referred to below, the accounting
policies and methods of computation are the same as
those adopted in the annual report for the prior
comparative period. Where applicable, comparative
figures have been updated to reflect any changes in the
current period.

Changes in accounting policy or disclosure
AASB 107 Statement of Cash Flows

On 29 January 2016, IFRS announced amendments to
IAS 7 Statement of Cash Flows. The changes require
increased information with respect to changes in
financing liabilities. An entity shall provide disclosures
that enable users of financial liabilities to evaluate
changes in a company’s debt. The revised standard is
effective for annual periods beginning on or after

1 January 2017. The AASB has adopted the amendment
to its equivalent standard AASB 107 in March 2016. The
Group has elected to early adopt with a revised interest
bearing financial liability disclosure note and footnote
back to the statement of cash flows. There is no impact
to the financial position of the Group as a result of

early adoption.

In addition to AASB 107, a number of new accounting
standards and amendments have become effective from
1 July 2015 but have not been considered to have a
material impact on the financial statements.

Accounting standards and interpretations issued but
not yet effective

AASB 16 Leases

This standard amends the accounting for leases. The
amendment removes the distinction between operating
and finance leases. Lessees will be required to bring all
leases on to the statement of financial position. Lessor
accounting remains largely unchanged. IFRS 16 will be
effective for annual periods beginning on or after

1 January 2019.

The Group is currently assessing the impact of this new
standard but does not expect any material impact as a
result of complying with the new requirements. Early
adoption is currently not anticipated.

AASB 9 Financial Instruments

The standard is effective for annual periods beginning
on or after 1 January 2018; however, early adoption is
permitted in certain circumstances. The standard makes
changes to the classification of financial assets for the
purpose of determining their measurement basis, as well
as to the amounts relating to fair value changes to be
taken directly to equity. There are also significant
changes to hedge accounting requirements and
disclosures.

The Group has not quantified the impact of adopting
the standard but does not expect any material impact as
a result of complying with the new requirements. Early
adoption is not currently anticipated. The classification
of a financial instrument will be assessed on the facts at
the date of initial application and it is possible that the
classification of some financial assets may change upon
adoption of the new standard.

AASB 15 Revenue from Contracts with Customers

The new revenue standard establishes a single,
comprehensive framework for revenue recognition
effective for annual periods beginning on or after

1 January 2017 and replaces the previous revenue
standards IAS 18 Revenue and IAS 11 Construction
contracts. The standard does not apply to leases,
financial instruments or insurance contracts. The
effective date of this standard has been deferred to
1 January 2018.

The Group has performed an initial assessment and does
not expect any material impact as a result of complying
with the new requirements.

The financial statements consolidate the financial
information of controlled entities. An entity is controlled
when the Company is exposed, or has rights, to variable
returns from its involvement with the entity and has the
ability to affect those returns through its power over the
entity. The statement of financial position date and the
accounting policies of controlled entities are consistent
with those of the Company.

All intercompany balances and transactions, including
unrealised profits arising from intra-group transactions,
are eliminated in full. Unrealised losses are eliminated
unless costs cannot be recovered. For controlled entities
where the Group owns less than 100% of the issued
capital or units, the share of the results and equity



attributable to non-controlling interests are shown
separately.

Where necessary, comparative figures have been
reclassified to conform to any changes in presentation
made in this financial report.

Unless otherwise stated, amounts contained in this
report and the financial report have been rounded to the
nearest $100,000 under the option available to the
Group under Australian Securities and Investments
Commission (ASIC) Corporations Instrument 2016/191.

Both the presentation currency and the functional
currency of the Company and its controlled Australian
entities are Australian dollars. A number of foreign
controlled entities have a functional currency other than
Australian dollars.

Transactions in foreign currency are translated into the
Company'’s presentation currency at the foreign
exchange rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign
currencies are retranslated into Australian dollars at the
foreign exchange rate at the statement of financial
position date.

Non-monetary assets and liabilities that are measured in
terms of historical cost in a foreign currency are
translated using the exchange rate as at the date of the
transaction. Non-monetary items measured at par value
in a foreign currency are translated to the functional
currency using the exchange rates at the date when the
fair value was determined.

Derivatives are used to hedge the foreign exchange risk
relating to certain transactions. Refer to Note 10
Derivative financial instruments.

Foreign controlled entities

On consolidation, the assets and liabilities of foreign
subsidiaries whose functional currency differs from the
presentation currency are translated into Australian
dollars at the rate of exchange at the statement of
financial position date. Exchange differences arising on
the retranslation are taken directly to the foreign
currency translation reserve in equity. The change in fair
value of derivative financial instruments designated as a
hedge of the net investment in a foreign controlled
entity is also recognised in the foreign currency
translation reserve.

On disposal of a foreign controlled entity, the deferred
cumulative amount recognised in equity relating to that
particular foreign operation is recognised in the
statement of comprehensive income.

Revenue, expenses and assets are recognised net of the
applicable amount of GST, except where the amount of
the GST incurred is not recoverable from the taxation
authority. In these circumstances, the GST is recognised
as part of the cost of the acquisition of the asset or as
part of the expense.

Receivables and payables are stated with the applicable
amount of GST included. The net amount of GST

Challenger Limited Annual Report 2016

recoverable from, or payable to, the Australian Taxation
Office (ATO) is included as an asset or liability in the
statement of financial position.

Cash flows are included in the statement of cash flows
on a gross (GST inclusive) basis. The GST components of
cash flows arising from investing and financing activities
which are recoverable from, or payable to, the ATO are
classified as operating cash flows.

Receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an
active market. They include trade and other receivables
and are recognised at their amortised cost less
impairment losses.

Receivables are reviewed at each statement of financial
position date to determine whether there is any
indication of impairment. If such indication exists, the
asset’s recoverable amount is estimated.

Payables represent unsecured non-derivative, non-
interest bearing financial liabilities in respect of goods
and services provided to the Group prior to the end of
the financial year. They include accruals, trade and other
creditors and are recognised at amortised cost.

The carrying values of amounts recognised on the
statement of financial position are often based on
estimates and assumptions of future events. The key
estimates and assumptions that have a significant risk of
causing a material adjustment to the recognised
amounts within the next annual reporting period are
disclosed individually within each of the relevant notes
to the financial statements.

At each reporting date, the Group assesses whether
there is any indication that an asset not carried at fair
value may be impaired. If any such indication exists, the
Group makes a formal estimation of the asset’s
recoverable amount.

An asset’s recoverable amount is the greater of the fair
value, less costs to sell, and its value in use. It is
determined for an individual asset, unless the asset’s
recoverable amount cannot be estimated as it does not
generate cash flows independent of those from other
assets or groups of assets. In such cases, the asset is
tested for impairment as part of the cash-generating
unit (CGU) to which it belongs. In assessing value in use,
the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects
current market assessments of time value of money and
the risks specific to the asset.

When the carrying amount of an asset or CGU exceeds
its recoverable amount, the asset or CGU is considered
impaired and is written down to its recoverable amount.

Impairment losses are recognised in the statement of
comprehensive income, unless an asset has previously
been revalued, in which case the impairment loss is
recognised as a reversal of that previous revaluation with
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any excess recognised through the statement of
comprehensive income as impairment losses.

Impairment losses recognised in respect of a CGU are
allocated first to reduce the carrying amount of any
goodwill allocated to that CGU, then to reduce the
carrying amount of the other assets in the unit on a pro
rata basis.

An assessment is also made at each reporting date as to
whether there is any indication that previously
recognised impairment losses may no longer exist or
may have decreased. If such indication exists, the
recoverable amount is estimated. A reversal of the
impairment loss may only increase the asset’s value up
to its carrying amount that would have been
determined, net of depreciation, had no impairment loss
been recognised for the asset in prior years. Such
reversal is recognised in the statement of comprehensive
income unless the asset is carried at the revalued
amount, in which case it is treated as a revaluation
increase. Impairment losses recognised for goodwill are
not subsequently reversed.

Financial assets held in Challenger Life Company Limited
(CLC) can only be used within the restrictions imposed
under the Life Insurance Act 1995 (the Life Act). The
main restrictions are that the assets in a statutory fund
can only be used to meet the liabilities and expenses of
that statutory fund, to acquire investments to further the
business of the statutory fund or as distributions when
capital adequacy requirements are met. Refer to

Note 8 Life contract liabilities.
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This section presents the results and performance of the Group for the year and provides additional information
about those line items on the statement of comprehensive income that the Directors consider most relevant in the
context of understanding the financial components of the Group’s operations.

30 June 30 June
2016 2015
$M ™M
Fixed income securities and cash
Interest revenue 711.9 796.2
Net realised and unrealised gains on fixed income securities' 149.8 134.6
Investment property and property securities
Property rental revenue 3341 266.2
Dividend revenue 19.2 22.2
Net realised and unrealised gains on investment property and property securities 132.1 98.2
Revenue from sale of development properties 30.2 25.6
Equity and infrastructure investments
Dividend revenue 22.9 39.8
Net realised and unrealised (losses)/gains on equity investments (8.7) 25.9
Net realised and unrealised gains on infrastructure investments 69.6 39.5
Other
Net realised and unrealised gains on foreign exchange translation and hedges 41.3 48.5
Net realised and unrealised losses on interest rate derivatives (85.5) (99.3)
Net realised and unrealised gains on equity swap derivatives 25.2 28.8
172.3 158.9
Life insurance contract premiums and related revenue 598.0 490.8
Gain on sale of associate 40.0 -
Change in life insurance contract liabilities (395.6) (332.6)
Change in life investment contract liabilities (4.9 (56.1)
Change in reinsurance contract liabilities (38.6) 1.8
Total revenue 1,813.3 1,689.0

" Includes fair value movements in subordinated debt (Note 19 Fair values of financial assets and liabilities).

Revenue is recognised and measured as the fair value of
the consideration received or receivable to the extent
that it is probable that economic benefits will flow to the
Group and the revenue can be reliably measured.
Revenues and expenses are recognised on an accrual
basis. The following specific policies are applied:

Interest revenue is recognised as it accrues
using an effective interest rate method, taking
into account the effective yield of the financial
asset.

Interest revenue on finance leases is recognised
on a basis that reflects a constant periodic
return on the net investment in the finance
lease.

Gains or losses arising from changes in the fair
value of financial instruments classified as fair
value through profit and loss are recognised as
revenue in the statement of comprehensive
income when the change in value is recognised
in the statement of financial position.

Property rental revenue is accounted for on a
straight line basis over the lease term.
Contingent rental income is recognised as
income in the period in which it is earned.
Lease incentives granted are recognised as an
integral part of the total rental income.

Operating lease rental income is recognised on
a straight line basis over the life of the
contract.
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e Dividend revenue from listed equity shares and
listed property securities is recognised as
income on the date the share is quoted
ex-dividend. Dividend revenue from unlisted
equity shares and unlisted property securities is
recognised when the dividend is declared.

e Management fee revenue is derived from the
provision of investment management services
to the Group’s managed investment products
and residential mortgage-backed assets.
Management fee revenue is recognised when
the services are provided. Life insurance
contract premiums are recognised as revenue
when received.

Changes in life insurance and investment
contract liabilities arising from discount rates,
inflation rates and other assumptions are
recognised as revenue, with other movements
being included in Note 2 Expenses. Refer

to Note 8 Life contract liabilities for more detail
on the recognition and measurement of life
contract liabilities.

30 June 30 June

2016 2015

$M ™M

Life insurance contract claims and expenses 226.6 210.5
Cost of life insurance contract liabilities 146.4 1241
Cost of life investment contract liabilities 242.2 238.1
Reinsurance contracts 1.7 1.6
Investment property related expenses' 103.0 68.4
Development properties cost of sales 35.3 23.9
Management fee expense 83.1 87.7
Distribution expenses 37.7 41.8
Employee expenses 147.7 127.0
Employee share-based payments 24.0 26.3
Superannuation 7.0 6.7
Occupancy expense — operating lease 14.0 4.2
Depreciation and amortisation expense 16.1 18.6
Technology and communications 24.4 23.9
Professional fees 18.4 19.1
Impairment loss on equity accounted associates 10.6 -
Other expenses 50.4 29.2
Total expenses 1,188.6 1,051.1

" Investment property related expenses relate to rental income generating investment properties.

Expenses are recognised on an accrual basis. The
following specific policies are applied:

e Rental expenses incurred under an investment
property operating lease are recognised on a
straight line basis over the term of the lease.
Investment property expenditure, including
rates, taxes, insurance and other costs
associated with the upkeep 