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Business Description

Challenger Limited (CGF) is an Australian annuities issuer and provider of listed and
unlisted investment products and services. Their products are distributed via a large
network of third-party intermediaries and independent financial advisers.

Strategy Analysis

Annuities are in demand by retail investors moving into retirement and CGF is well placed
to take advantage of this trend. Changing demographics clearly complement the business
model. The two business divisions are aligned to changes in the industry andare well
positioned to take advantage of their small positions in a large market that continues to
grow. We expect strong long-term demand for lower-risk, lower-cost income stream
products, with the industry focus on new products and expanded distribution. CGF's
simplified business model is based on annuity sales from its Life business and Funds
Management, with around $28bn of assets under management after selling most of its
mortgage management business in late 2009.Challenger reported NPAT down 7.5%to
$261.4m for the year ended 30 June 2011. The upward trend in underlying profit resulting
from an increasing asset base, due to strong annuity cash inflows in the prior and current
period, was offset by lower gains on the Group's debt investments compared to 2010 and
losses on the Group's infrastructure assets over the year. Revenues from ordinary
activities were $1.53bn, down 6.6% from last year. Diluted EPS was 50.7 cents compared
to 50.4 cents last year. Net operating cash flow was $1.22bn compared to $229.1m last
year. The final dividend declared was 9.5 cents, taking the full year dividend to 16.5 cents
compared with 14.5 cents last year.

Segment Performance Annual
Shareholders’ Return
Results by Industry Revenue Return on Returnon 1 year 1.0%
(%) Sales (%) Assets (%) 3 year 61.0%
Life 81.9 3.8 g87.0 °year 4.0%
Funds Management 18.1 13.2 22.7 10year 0.0%
Total 100.0 17.0 109.7 . )
Dividend Reinvestment
Results by Geography Plan Yes
Australia 100.0 100.0 100.0 Sshareholder
Total 100.0 Discounts No
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Recommendation

Recommendation:
Relative to:

Outperform
All Ind (ex Fins)

Investment Fundamentals

ASX code: CGF
Stock price: $4.50
Market cap: $2,485m
Y\E 30/06/2012 2012e 2013e 2014e 2015¢]
Reportede  $m 2124 2942 313.0 378.7
Adjusted e $m 275.3 308.8 326.8 352.3

EPS adjusted ¢ 51.9 58.1 65.1 744

EPS growth % 7.9 12.0 12.0 144
PE X 8.7 7.7 6.9 6.0
PE relative X 0.7 0.8 0.7 0.6
DPS ¢ 17.0 17.0 19.0 23.0
Yield % 3.8 3.8 4.2 5.1
Franking % 0.0 0.0 0.0
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Source: ASX and Company accounts

Company contact details:
Challenger Limited

Level 15, 255 Pitt St

Sydney NSW 2000

Tel: +61 2 9994 7000
www.challenger.com.au

If you have any queries regarding this Research
information or with any aspect of your legalsuper

account please call legalsuper on 1800 060 312
(freecall) or email mail@legalsuper.com.au

Disclosure: In accordance with Section 849 of the Corporations Law, Macquarie Equities Limited states that Macquarie Bank Limited makes a market in the securities in respect of Challenger Financial Services Group
Limited. Macquarie and its affiliates collectively and beneficially own or control 1% or more of any class of Challenger Financial Services Group Limited's equity securities.

Disclaimer: This report is prepared for general circulation and does not have regard to the particular circumstances or needs of any specific person who may read it. The information contained herein is believed to be
reliable, but its completeness and accuracy is not guaranteed. Opinions expressed may change without notice. No part of this report is to be construed as a solicitation to buy or sell any security. We do not accept any
liability, whether direct or indirect arising from the use of information contained in this report. International investors are reminded of the risks inherent in international investments, such as currency fluctuations and
international stock market or economic conditions, which may adversely affect the value of the investment. Any transaction by US persons in any security discussed in this report must be carried out through Macquarie
Equities (USA) Inc which has distributed this report in the US. This report is issued in the UK by Macquarie Equities Limited, which is a member of the Securities and Futures Authority. The investments and investment
services the subject of this report are not available to private customers in the UK. The material in this publication is copyright and may not be reproduced without consent of the copyright owner.



