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Appendix 4D
Interim financial report - Results for announcement to the
market

Challenger Financial Service Group Limited and its

controlled entities
Period from 6 November to 31 December 2003, incorporating the
trading result for the 9 days ended 31 December 2003.

Background to reported results
Challenger Financial Services Group Limited was incorporated on 6 November 2003,

On 22 December 2003, the unitholders of Challenger Financial Services Group
(CFSG) approved a restructure of CFSG involving the corporatisation of CESG.
Under the restructure, the CFSG unitholders exchanged their units for shares in
Challenger Financial Services Group Limited and Challenger Financial Services
Group Limited became the sole holder CFSG units.

Challenger Financial Services Group Limited was admitted to the official list of the
Australian Stock Exchange on 23 December 2003.

The resulis reported below therefore represent the results for the nine day period from
22 December 2003 to 31 December 2003, during which Challenger Financial Services
Group Limited controlled CFSG.

The Company presents the following information as required under listing rule 4.2A.3

Amount | Change
$°000°s b

Revenue from ordinary activilics 12,744 N/A
Profit from ordinary activities after tax attributable 1o members 697 N/A
Net profit for the period atiributable to members 697 N/A

The period ended 31 December 2003 is the first reporting pertod that a financial
report has been prepared for Challenger Financial Services Group Limited.
Accordingly comparative information is not available.

Dividends
No dividend has been proposed for the period ended 31 December 2003,



Appendix 4D
Interim financial report - Results for announcement to the
market

Net tangible assets per security
The net tangible asset per security is $0.17.

Net tangible assets have been calculated as net assets as reported in the Statement of
Financial Position of the Challenger Financial Services Group Limited (and its
controlled entities) Interim Financial Report as at 31 December 2003, adjusted for
Goodwill and EMVONA.

Acquisifion of controlled entities

As reported earlier on 22 December 2003, the unitholders of Challenger Financial
Services Group (CFSG) approved a restructure of CFSG involving the corporatisation
of CFSG.

Under the restructure, the CFSG unitholders exchanged their units for shares in
Challenger Financial Services Group Limited and Challenger Financial Services
Group Limited became the sole holder CFSG units.

Date Acquired Ownership = Consideration
Name interest $°600
acquired %

Challenger Financial
Services Group & its 22 December 2003 100 1,146,347
controlled entitics

The above entities acquired contributed 100% of the net profit for the period.

Details of Associates
The following table provides a listing of the associates of Challenger Financial
Services Group Limited and its controlled entities.

Associate Ownership
Interest
%
AVC Holdings Ltd 50
Garrisons (Toowong) Pty Lid 40
Carter Bax Pty Lid 40
Barbacan Benefits Pty Lid 25
Quadrant Securities Pty Litd 50
(Garrisons (Bwrnie) Pty Ltd 49
Its Your Money Pty Lid 40
DVG Pry Lid 50
BPIC Asset Management Limited 33




Appendix 4D
Interim financial report - Results for announcement to the
market

The following table provides a summary of the associates whose contribution are
material to an understanding of the financial report.

Associate Contribution to net profit
$0060
AVC Holdings Ltd 124




Financial Services Group ™

Challenger Finanecial Services Group Limited
and its controlled entities

Pro-Forma Financial Report

For the Half-Year Ended 31 December 2003



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

OVERVIEW

Challenger Financial Services Group Limited ("Challenger™} commenced operations on 22 December 2003 when it acquired 160% of
the issued umits in Challenger Financial Services Group ("CFSG Trust") and its controlled eatities. The Pro-Forma Statement of
Financial Performance, Pro-Forma Staterment of Financial Position and Pro-Ferma Statement of Cash Flows present the results of the
eperations of the combined group for the half-year ended 31 December 2003. Comparative informaiion hias not bgen provided as the
nature of the operations of CFSG Trust fundamentally changed on 27 June 2003 upon the merger of CPH Investment Corp and
Challenger Intemational Limited. The Pro-Forma reported net profit after tax of Challenger for the hali-yeur ended 31 December 2003
was 533,304,000

‘The Pro-Forma Financial Report has been prepared to report the financial performance and financial position of Challenger Financial
Services Group Limited and its controfled entities for fhe half-year ended 31 December 2003, Notes o the Pro-Forma Financial
Report have been provided to enable a reconciliation between the Pro-Forma Financial Report and the statutory reported results of
CFS8G Trust for the period ended 21 December 2003 and Challenger for the period ended 31 December 2003, both of which have been
subject to sudit review.

The Pro-Forma Financial Report provides an aggregation of the results and cashflow statements for the two discrete starutory reporting
periods neting that prior to 22 December 2003 Challenger did not trade, and accordingly its individual contribution to the Pro-Forma
net profit after tax is for the period from 22 December 2003 to 31 December 2003, The Pro-Forma Statement of Financial Position as
at 31 December 2003 is a direct extract from the statutory {andit reviewed) Statement of Financial Position of Challenger.



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Pro-Forma Statement of Financial Performance
For the half-year ended 31 December 2003

Revenue from ordinary activities

Expenses from ordinary activities

Borrowing costs

Share of net profits of associates accounted for using the equity method
Frofit frem srdinary activities before income tax expense

Income tax expense

Net profit attributable to shareholders after tax from erdinary activities

Total valuation adjustments attributable to sharehelders

Total changes in shareholders’ funds from non shareholder fransactions

Bagic earnings per share (cents)
Dilnted sarnings per share {cents)

Consolidated
2063
Notes 3000's
384,530
{262,653
(74,336)
2,529
1 50,068

16,764)

33,304

33,304

14
14

The above Pro-Forma Statement of Financial Performance should be read in conjunction with the notes fo the Pro-

Forma Financial Report,



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Pro-Forma Statement of Financial Position

As at 31 December 2003
Consolidated
Notes 2603
608
Assets
Cash asseis 350,715
Receivables 260,828
Debt securities 1,157,467
Other financial assets 25,080
Equity securities 208,679
Favestment properties 2,558,902
Fixed assets 11,164
Land and plantation timber 34,000
Deferred tax assels 49,130
Investment in associates 20,344
Intangible assets 401,953
Other assets 133,211
Excess of net market value of the interests
of Challenger Life Limited in its
subsidiaries over their net assets 375,453
Total assets 5,606,926
Liabilities
Payables 213,750
Current tax liabilities 7.510
Interest bearing liabilitics 2,111,577
Provisions 44 437
Deferred tax Habilities 160,512
Life insurance policy liabilities 1,926,222
Total Habilities 4,404,008
Net assets 1,202,918
Shareholders Equity
Shares on issne 1,140,521
Reserves 61,700
Retained Profits 697
Total Skarehelders Equity 1,202,918

The above Pro-Forma Statement of Financial Position should be read in conjunction with the notes to the Pro-
Formuo Financial Report.



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Pro-Forma Statement of Cash Flows
For the half-year ended 31 December 2003

Consolidated
2603
Notes $000's
Cash flows from operating activities

Receipts from customers {inclusive of GST) 589,458
Payments to sappliers and employees {inclusive of GST) (489,591)
Dividends received 11,609
Interest received 44,289
Bormrowing costs {75,265)
Income taxes paid (6,982}
Net cash inflow frem operating activities 73,518

Cash flows from investing activities

Purchase of investments (319,809
Payment for purchases of controlled entities, net of cash acquired (122,960)
Purchase of fixed assets (1,899
Capitalised acqguoisition costs paid {11,551)
Proceeds from sele of Investinents 55,781
Net cash outflow from investing activities (400,438)
Cash flows from financing activities
Proceeds from borrowings 46,318
Repayment of borrowings {47,776)
Net cash outflow from financing activities (1,458)
et decrease in cash held 2 {(328,378)
Cash at the beginning of the period 660,421
Prior year reclagsification of cash beld by controlled Property Trusts 19,344
Effects of exchange rate changes on cash {672)
Cash at the end of the financial period 350,715

The above Pro-Forma Statement of Cash Flows should be read in confunction with the notes to the Pro-
Forma Financial Report.



CHALLENGER FINANCIAL SERVICES GRCUP LIMITED AND CONTROLLEDR ENTITIES

Notes to the Pro-Forma Half-Year Financial Report

Note 1. Reconciliation to statutory net profit

1/7/2003 22/12/2003 Hali-year
to to ended
20/42/20063%  3Y/12/2003%%  31/12/2003
56006 $608's $006's

Revenue from ordinary activities
Rental income earned by property trusts controlled by Life Company
subsidiaries 116,240 5,978 122,218
Management fee income 81,728 4203 £5,931
Interest income 44,590 2,293 46,883
Dividend income 14,862 - 14,862
Change in net market value of investnents held by Life Company subsidiaries

- Properties (net of exchange fluctuations) {387 - €587

- Property valuation and foreign currency debt movements atiributable to
exchange fluctnations {16,550) - (16,550)

- Interest rate swaps and forwazd foreign exchange contracts 102,330 - 102,330

- Trading securities 1,528 (690} 838
Net realised gains on sale of investments and subsidiaries g8.642 {18} 8,624
Othier income 19.003 978 19,981
Revenue from ordinary activities 371,786 12,744 384,530
Expenses from ordinary activities
{Increase)/decrease in Net Policy Liabilities {56,689) - {(96,689)
Responsible entity fee (3,366) - {3,366)
Property management expenses incurred by Property Trusts controlled by Life
Company subsidiaries {13,362) (687) (14,049}
Amortisation & depreciation {17,7714) (813} (18,687}
Employee expenses {45479 {2,339 (47,818)
Commission expense {48,509) {2,495} (51,004
Oceupancy expenss {5,535) {285} {5,820)
Other expenses (23,757 {1,465) (25,222
Expenses from erdinary activities (excleding berrowing costs) {254.471) {8,184) (262,655)
Borrowing costs

-incurred by Property Trusts controlled by Life Company subsidiaries (58.424) (2,005) {61,429

-incurred by other entities (12,276) (631) (12,907)

{70,700) (3,6386) {74,336)

Total expenses from ordinary activities {325,171) {11,8248) (336,991)
Share of nef profits of associates accounted for using the equity method 2,405 124 2,529
Profit frem ordinary activities before income tax expense 49,020 1,848 50,068
Income tax expense {16.413) (351) {16,764}
Net profit attributable to shareholders after tax from ordinary activities 32,607 a97 33,304

* Source: Challenger Financial Services Group Statutory Interim Financial Report for the peried ended 21 Decamber 2003,

#* Sanyce: Challonger Financial Services Group Limited Statuiory Interim Financial Report for the period ended 31 Decermber 2003, Note that the Statutory
Interim Financial Report was prepared for the period beginming 6 Novernber 2003 (daie of incorporation) to 31 December 2003. However, no transactions

were entered into by Challeniger untit the scyuisition of CFSG on 22 Becember 2003,

5



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the Pro-Forma Half-Year Financial Report

Note 2. ReconcHiation of Pro-Forma Cash Flow Statement

Cash flows frem operating activities
Receipts from customers (inclusive of GST)
Payments to suppliers and emplovees (inclusive of GST)
Dividends received
Interest received
Borrowing costs
Ineome taxes paid
Net cash inflow / {outflow) from operating acfivities

Cash flows fror investing activities
Purchase of investments
Payment {or purchases of controlled entities, net of cush acquired
Purchase of fixed assets
Capitalised acquisition costs paid
Proceeds from sale of investmenis
Met cash infliow / (outfiow) from investing activities

Cash flows from financing activities
Proceeds from borrowings
Repayment of borrowings
Net cash inflow outflow from {inancing activities

Net increase/{decrease) in cash heid
Cash at the beginning of the period
Prior year reclassification of cash held by controlled Property Trusts
Effects of exchange rate chanpes on cash
Cash acquired upon corporatisation of CFSG
Cash at the end of the financial period

* Souree: Challenger Financial Servives Group Statutory Interim Financial Report for the period ended 21 December 2003,

172003 2211212003 Half-year
to o ended
21A272003%  31/12/72003%%  31/12/2003

36G00's $0608's $080's
585,160 4,298 580 458
{483,251) (6,340) (489,591)
11,600 - 11,609
44 289 - 44,289
(75,265} - (75,265)
{6,71) (2703 €6,982)
75,830 (2.312) 73,518
{319,80%) - (319,300
{122,980) - (122,960}
{1,54N (352) {1,899,
{11,551) . {11,551)
50,281 5,500 55,781
{405,586) 5,148 (400,438)
45,318 - 46,318
47,776) - {47,776)
€1,458) - {1,458)
{331,214) 2,836 {328,378)
660,421 - 660,421
19,344 - 19,344
{672) - {(672)
- 347,879 -
347,879 350,715 350,715

** Source: Chalienger Financial Services Group Limited Statutory Interirm Financial Report for the period endad 31 December 2003, Mote that the Statutory
Interim Financial Report was prepared for the paried beginning 6 November 2003 (date of incovporation} to 31 December 2003, However, no tansactions

were entared into by Challengey until the acquisition of CFSG on 22 December 2603,



CHAI LENGER FINANCIAL SFRVICES GROUP LIM]TED AND CONTROLLED ENTITIES

Notes to the Pro-Forma Half-Year Financial Report

Note 3. Segment information

The primary business segments of the Group have been identified as follows:

Half-year ended 31 December 2083 Funds Mortgage Totat
Annuities Management Finance Corporate*  consolidated

3000's $60¢'s $080's 5608% 3600's
Segment revenue 248 986 54,337 62,713 18,494 384,530
Segment resnlt 60,208 (9.910) 13,547 (13,777 50,068

* Corporate segment relates to non-core activities of the group, including businesses to be restructured or sold as
previously announced to the Australian Stock Bxchange.



Financlal Services Group =

Challenger Financial Services Group Limited
and its controlled entities
ACN 106 842 371

Interim Financial Report

For the Period from 6 November 2003 to 31 December 2003

(Incorporating the trading result for the period from 22 December to 31 December 2003)
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

DIRECTORS' REPOKT

The directors, present their report, together with the financial statements of Challenger Financial Services Group Limited ("Challenger") and its
controlied entities (*the Group") for the period ended 31 December 2003, The names of the directors of the compruy holding office during the
period beginning 6 November 2003 until the date of this report are:

James Douglas Packer {Chairman} (appointed 6/11/03) Russell Richard Roberts Hooper (appointed 6/11/03)
Ashok Peter Jacob (appointed 6/11/03) Peter Ieith Polson (appointed 6/11/03)

Christopher Edgar Cuffe (Chief Bxenutive Officer) (appoinied 6/11/03)  Michael Tilley {Deputy Chairman) (appoinied 6/11/03)
James Glea Service {appointed &/11/03) Grabam Allan Cubbin (appointed 6/1/04)

Brends Mary Shonghan (appoinied 6/11/03}

Principal Activities

The principal activities of the Group are the provision of financial services, in particular:

- Annuiiles
«  Mortgage Finsnce
- Punds Management, Administration & Financial Planning

Stafe of Affairs

Challenger was incorporated en 6 Novemiber 2003, On 22 December 2003, the unitholders of Challenger Financial Services Group ("CFSG")
approved u restruciure of CFSG involving the corporatisation of CF3SG.
Under the restructnre, CFSG unithofders exchanged their units for Challenger shares (on a one for one basis) and Challenger became the sole
Lolder of CFSG units. Challenger was admitted to the official list of the Australian Stock Exchange on 23 Decemnber 2003.
As a result of the restructurs of CFSG:

- the Chief Executive Officer entered into an employment contract with Challenger, the material terms of whieh were disclosed as part of the
resirueture information;

- Chalfenger issued to Consolidated Press Holdings Limited 300 million non-transferable call options over unissued shares with an exercise price
of $0.65 and a ten year ferm;

- a tong term equity based incentive plan for senior executives of Challenger was approved; and

- the issne of 40 million Challenger Shares v the Chiel Executive Officer was approved which were disclosed as part of the restruclure
information.

Review and Results of Operafions

Net profit after rax for the nine day pericd from 22 December 2003 to 31 December 2003 was $697,000. The net profit reported In the Statement of
Financial Performance represents the net profit for the nine day period from 22 December to 31 December 2003, which represents the period from
the date Challenger commenged trading and 31 December 2003.

The direciors of Challenger propose that ne dividend be declared for the period ended 31 December 2003,

Subsequent Evenis
On 22 January 2004, 40,000,000 shares in Challenger were issued to the Chief Executive Officer at a price of $0.53 per share pursuant to the terms
of the corporatisation restruciure as noted above in the section of this report fitled “State of AfTahs”™.

Rounding

The amounts contained in fis report and in the financial statements have been ronnded off under the option availzble to the Group under ASIC
Class Order 98/0100. The Consolidated Entity is an entity to which the class order applics.

Signed in accordance with a resolution of the Birectors of ChaHenger Financial Serviees Group Limited.

% %M\ UMLLA

GLA. Cubhin CE. Cuffe
Director Director

Signed at Sydney this 20th day of February 2004,



CHALL ENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Financial Statements
31 December 2003

Contents Page
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Birectors' Declaration 29
Independent review report 30

This financial report covers Challenger Financial Services Group Limited ("Challenger™) and its
controlled entities ("the Group").

Challenger is incorporated and domiciled in Ausiralia. The registered office and principal place of
business of the Group is located at Level 41, 88 Phillip Street, Sydney, NSW 2000,

A deseription of the nature of the Group’s cperations and its principal activities is included in the
directors” report on page |



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Statement of financial performance
For the period from 6 November 2003 to 31 December 2003

Cousolidated
2083
Notes $e0g's

Revenue from srdinary activities 2 12,744
Expenses from ordinary activities 3 {8,184)
Borrowing costs 3 (3,630)
Share of net profits of associates accounted for using the equity method 124
Profit from ordinary activities before income tax expense 1,048
Income tax expense (351)
Net profit attributable to shareholders after fax from erdinary activities 697
Total valuation adjuséments aitributable fo shareholders .
Totai changes in shareholders funds from non shareholder iransactions 697
Basic carnings per share {cents) 17 0.03
Dihrted earnings per share (cenis) 17 0.03

The group traded for the nine day period from 22 December 2003 to 31 December 2003,

The above siatement of financial performance should be read in conjunction with the accompanying notes.



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Statement of financial position
As at 31 December 2003

Consolidated
Notes 2803
$000's
Assets
Cash assets 330,715
Receivables 260,828
Debt securities 1,157,467
Other financial assets 25,080
Equity securitics 4 208,679
{nvestment properties 5 2,558,902
Fixed assets 11,164
Land and plantation imber 54,000
Deferred fax assets 49,130
Investment in associates 20,344
Intangible assets ] 401,953
Other assets 7 133,211
Excess of net market value of the interests of
Challenger Life Limited in its subsidiaries over their
net assefs 375,453
Total assets 5,606,928
Liabilities
Payables 8 213,750
Current tax liabilities 7,510
Interest bearing Habilities g 2,111,577
Provisions 44,437
Deferred tax liabilities 100,512
Life ingurance policy liabiliies 10 1,926,222
Total liabilities 4,404,608
Net assets 1,202,918
Shareholders Equity
Shares on fssue 11 1,140,521
Reserves 12 61,700
Retained Profitg i3 697
Total Shareholders Bquity 1,202,918

The above statement of financial position should be read in conjunction with the
accompanying notes.



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Statement of cash flows

For the period from 6 November 2003 to 31 December 2003

Cash tlows from operating activities
Receipts from customers (inchusive of GET)

Payments to suppliers and employees (inclusive of GST)

Dividends received
Interest received
Borrowing costs
Incorne taxes paid
Net ¢ash infiows from operating activities

Cash flows from investing activifies
Purchase of investmenis
Purchase of fixed assets
Capitalised acquisition costs paid
Proceeds from sale of investments

Met cash inflows from investing actvities

Cash flows frem {inancing activities
Proceeds from: borrowings
Repayment of borrowings
Net eash inflow / (outflow) from financing activities

Net increase in cash held

Cash at the beginning of the period

Cash acquired upon corporatisation of CKSG
Cash at the end of the financial period

The above statement of cash flows showld be read in conjunction with the accompanying notes.

Consolidated
2803
5080%

4,298
(6,340)

(2705

(2,312

(352)

3,500

5,148

2,836

347.879

350,713




CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note  Contents Page
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CHALI FNGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 1. Summary of significant accounting policies

(2)

Challenger was incorporated on 6 November 2003, and the period ended 31 December 2003 is the first reporting
period that a financial report has been prepared for Challenger. Accordingly comparative information is not available
for Challenger.

This interim financial report is a general purpose financial report that has been prepared in accordance with the
requirements of Accounting Standard AASB 1029 "Inferim Financial Reporting”, the recognition sad measurement
requirements of applicable AASB standards, Urgent Issues Group Consensus Views and other authoritative
pronowncements of the Australian Accounting Standards Board and the Corporations Act 2001.

The financial report is prepared in accordance with the hisforical cost convention except for all life insurance assets
and liabilities and cerfain other assets and Habilities which are stated at valuation as described in the summary of
significant accounting policiss.

The statement of financial position is presented in order of Hquidity.
Principles of consolidation

The consolidated financial staternents incorporate the assets and liabilities of all entities controlled by Challenger as at
31 December 2003 and the results of all controlled entities for the period then ended. Challenger and ifs controlled
entities together are referred to in this financial report as the "Consclidated Entity”. The effects of all transactons -
between entities in the "Consolidated Entity" are eliminated in full.

Where control of an entity is obtained during a finanicial year, its results are included in the consolidated statement of
financial performance from the date on which control commences. Where control of an entity ceases during 2 financial
year its results are included for that part of the year during which control existed.

Life Insurance Contrelled Entities
Both the sharcholders’ and policy owners’ interests in the life insurance funds of the comirolled entities are

consolidated.

Some aspects of generally accepted Australian accounting practices applicable to life insurers, in particular net market
value accounting, differ from generally accepted practices for non life insurers. Where a life insurer consolidates a
subsidiary, any differences beiween the values consolidated line by line and the market value of the controlled entity
recorded in the life insurer’s financial statements is shown as “xcess of the net market values of its interests in. its
subsidiaries over their net assets”.

Non Life Insarance Controlled Entities
Where controlled entities of non-life insarance companies are consolidated the excess of the purchase price over the

fair value of net assets of controlled entiiies is goodwill and is amortised as described & 1(m)}.

Investmenis in Associates
Tavestments in Associales are carded at the lower of equity accounted amount or recoverable amount in the

consolidated financial report.



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 1.
(b)

Sommary of significant accounting pelicies (continued)

Life Insurance financial reporting
Assets, Habilities, revenues and expenses are measured on the following basis.

(i)  Premivums {claims) are separated into their revenue (expense) and Liability components. Premium (expense)
amount received {paid) which are akin to deposits (withdiawals), are recognised as an increase (decrease) {npelicy
lighilities.
(ii} Investment assels relating to Challenger Life Limited and its life subsidiary Challenger Life No. 2 Limited
(together "Challenger Life™ have been recorded at nst market value. Where no quoted market values exist, various
methods determined by the Directors have been adopted. They include the following:
- Investments in unit trusts that are not contrelled entities are recorded at their latest available
marker value.
—~  Invegtments in controlled property trusts consist of income units (entitlerents o rental income
less financing and hedging costs) and capital nnits (entitlements to residual net assets upon the maturity of
the income units).

The values of investments i income and capial units are derived from net market valuations on the
underlying properties, undertaken by independent sccredited valners, less the costs of related debtand
hedging contracts.

Revaluation gains and losses on property investments arise where the net market value differs o cost. Net
market value (fair value) is the most probable price reasonably obtainable in the market from 2 wiiling and
knowledgeable buyer. The cost of acquired properties includes its purchase price, and any direcily
attributable expenditure including professional fees for legal services, property transfer taxes and other
related transaction costs.

- Investments in controlled entities that do not have a market price are recorded at fair value as
determined by the Drirectors.

- Interest-bearing securities listed on exchanges are shown at guoted prices at balance date.

- Loans are recorded at market value based on disconnting the estimated recoverable amount using
prevailing interest rates.

CGiains and losses arising from the revaluation of invesimenls are included as part of investment income in the
statement of financial performance.

(ii))  Overview of Margin on Services (MoS) methodology

MoS is the financial reporting methodology for Australian hife insurance companies as prescribed in the Life
Insurance Act 1995 (“the Act™). MoS is designed to recognise profits on life insurance as services are provided
to policyholders and incotne is received. Services used to determine profit recognition incinde the cost of the
expected claims, maintaining policies, and investment management. Policy liabilities are valued by the Life
Insurance Actuarial Standard 1.02 “Vialuation of Policy Liabilities” issued by the Life Insurance Actarial
Standards Board under the Life Insurance Act.

Policy liabilities are amounts which, when taken together with future premiums and investment earnings:

—  are required to meet the payment of finbure benefits and expenses; and
—~  incorporate profit marging on existing business to be released when earned in fisture periods.

Life insurance policy liabilities are not categorised as current or non-curzexnt which is consistent with the
presentation of investment assets backing those Habilities.

On the basis of an actnarial assessment under the MoS methodology the excess of net assets over policy
liabilities accrues to the benefit of Challenger Life.

MoS profit can be analysed in the following categories:

- Planned marging of revenmes and expenses. 8
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Notes to the interim financial report

Notel. Summary of significant accounting policies {continued)

(iv)

At the time of writing a policy and at each balance date, best estimate assumptions are used to determine alt
expected future payments and premisms. Where actual experience replicates best estimate assumptions, the
sxpected profit margins will be released to profit over the life of the policy.

—  The difference between actual and assumed experience.

Experience profits/(losses) are realised where actual experience differs from best estimate assumptions.
Instances giving rise to experience profits/(losses) include variations in claims, expenses, wmortality,
discontinuance and mvestment returns. For example, an experience profit will emerge when the expenses of
maintaining all in-force business in a year are lower than the best estimate assumption in respect of those
expenses.

— Changes to underlying assumptions.

Assumptions used for measuring policy labilities are reviewed each period by the Appointed Actuary.
Where the review leads to a change in assumptions, the change is deemed to have occusred from the end of
the financial year.

The financial effect of changes to the assumptions wnderlying the measurement of policy liabilities made
during the reporting period are recognised in the statemnent of financial performance over the fanure
reporting periods during which services are provided to policyholders. However, if based on best estimate
agsumptions, written buginess for a group of related products is expected to be unprofitable, the whole
expected loss for that related product group is recognised in the statement of financial performance
immediately. When loss making business becomes profitable, i is necessary to reverse previously
recognised losses.

Bagis of expense apportiorments

Dircet expenses are allocated on the basis of statutory find, class and category of business, Other expenses
have been apportioned between statutory funds, classes and categories of business in accordance with
Division 2 of Paxt 6 of the Life Insurance Act 1995, with general management expenses being apportioned
on a similar basis,

Apportionment between policy acquisition, policy maintenance and investment management has been made
in line with principles set out in the Life Insurance Actoariai Standards Board (LIASB) Valuation Standard
(Actuarial Standard AS 1.02}.

(v} Policy acquisition costs are the fixed and variable costs of acquiring new business and include the related

{(vi)

compnission, policy issuing and underwriting costs, agency expenses and other sales costs. The actual
acquisition cosis incurred in life business are recorded in the statemnent of financial performance.

In determining life insurance policy Habilities, the Appointed Actuary takes account of the deferral and the
futere recovery of acquisition costs, The acquisition costs deferred are determined as the greater of aciual cosis
incurred and any explicit policy charges for the recovery of those costs, subject to an pverall limit that the value
of firture profits at inception camnot be negative. Acquisition logses are recognised at inception to the extent the
latter situation arises.

Consolidated payables include all of Challenger Life's creditors, other liabilities and some of its borrowings.
Borrowings and “other liabilities” relating to life insurance operations are measured at net present values, and
changes to those net prosent values, as well as borrowing costs, are recognised as expenses (and, in some cages,
revenues) of the period. The borrowings and other Habilities relating to the retail operations are measured at
their face values with only borrowing costs recognised as expenses of the period,



CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLEED ENTITIES

Notes to the interim financial report

Note 1.

©)

(d)

()

Surmmmary of significant accounting pelicles (continued}
Income fax

Tax effect accounting is applied using the balance sheet lability method, which focuses on the tax effect of
iransactions and other events that affect amonnis recognised in either the statement of financial position or a {ax based
batance sheet.

As a result of the changes from the Icome Tax Amendment Bill, the income tax expense of Challenger Life is
determined at the corporate tax rate, except for complying superamuation policies and segregated exempt assets
(including immediate annuities).

The income tax expense or revenue for the period is the tax payable on the current period's taxable income adjusted
by changes in deferred tax assets and liabilities attributable to amounis recognised as assets or liabilities, and
unuged tax losses.

Deferred tax assets and liabilities are recognised for temporary differences between the carrying amount of assets and
Habilities for accounting purposes and the tax bases of those assets and liabilities, and for unused tax losses. The tax
rates expected o apply when the assets are recovered or liabilities are setiled, based on thoss tax rates which are
enacted or substantively enacted for each jurisdiction, are applied to the camulative amounts of deductible and
assessable temporary differences to measure the deferred tax asset or Liability,

Deferred tax assets are recognised for deductible temporary differences and umused tax losses only if it is probable
that future taxable amounts will be available to utilise those temporary differences and losses.

Foreigm carrency translation

(i) Transactions

Foreign currency transactions are initially translated into Australian cirrency at the rate of exchange at the date of the
fransaction. At balance date amounts payable and receivable in foreign currencies are translated to Ausiralian
currency af rates of exchange current at that date. Resulting exchange differences are brought to account in
determining the profit or loss for the year.

(ii} Foreign controlled entitiey
As the foreign controlled entities are integrated, thelr assets and liabilities are translated into Australian cirrency at

rates of exchange current at balance date, while their revenues and expenses are translated at the average of rates
ruling dering the vear. Exchange differences arising on tramslation are taken to the Statement of Financial
Perfonmance,

Acquisitions of assets

The purchase method of accounting is used for all acquisitions of assets, except for those asseis held by Challenger
Life, regardless of whether shares or other assets are acquired. Cost is determined as the fair value of the assets given
up, shares issued or labilitics undertaken af the date of acquisition plus costs incidental to the acquisition. Where
shares are issued in an acquisition, the value of the shares is determined having reference to the assessed fair valus of
the assets oF net agsetls acquired, including goodwill or discount on acquisition where applicable.

Goodwill is brought to account on the basis described in note 1(m).
The fair value of acquired tax losses is determined via their recoverability in the hands of the acquirer and probability

of recognition in fuhwre periods.
10
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Notes to the interim financial report

Note 1.

®

(g)

{In

(i)

)

(&)

Summary ef significant accounting pelicies (continued}

Revenue and expense recognition

Revenue is recognised to the extent that it is probable that the cconomic benefits will flow to the entify and the
revenue can be reliably measured. Revenue and expenses are generally recognised on an accrnals basis. The following
specific recognition criteria must also be met before revense is recognised:

Dividend income
Dividends are recognised as income on the date the share is quoted ex-dividend. Dividends from unlisted companies
are recognised when the dividend is received.

Receivables
Al trade debtors are recognised at the amounts receivable. Trade debtors are due for settlement no more than 120
days from the date of recognition, and other deblors no more than 30 days from the date of recognition.

The recoverability of trade debtors is reviewed on an ongoeing basis. Debtors which are known 1o be uncollectible are
written off. A provision for doubtfial debts is raised where it is probable the debt will not be fully recoverable.

Bills of exchange have been purchased in the market at a discount to face value, The bills are carried at an amount
tepresenting cost and a portion of the discount recognised as income on an effective yield basis. The discount brought
to account each period is accounted for as interest received.

Recoverablie amount of non-current assefs
The recoverable amount of an asset is the net amount expecied to be recovered through the net cash inflows arising
from its contimued use and subsequent disposal.

Where the carrving amount of a non-current asset is greater than its recaverable amount, the asset is written down to
its recoverable amount. Where net cash inflows are derived from a group of assets working together, recoverable
amoumnt is determined on the basis of the relevant group of assets.

Investments

Investments held outside Challenger Life in listed and tmlisted securitics and strategic non current investments, other
than investments in controlled entities and associates are brought to account at the lower of cost or net realisable
value. Controlled entities and associates are sccounted for in the consolidated financial statements as set out in note

1(a).

Depreciation of fixed assets
Depreciation is calculated on a straight Hue basis to write off the net cost or revalued amount of each iter of property,

plant and equipment {excluding land) over its expected useful life to the consolidated entity. Estimates of remaining
ussful Hves are made on a regular basis for all assets, with annnal reassessments for major items. The expected useful
lives are as follows:

Plant and equipment —4 years
Computer equipment & software -3 years

Leaschoid improvements
The cost of improvements to or on leasehold properties is amortised over the unexpited period of the lease or the

estimated useful life of the improvement to the consolidated entity, whichever is the shorter. Leasehold improvements

held at the reporting date are being amortised over 3 years.
11
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Notes to the interim financial report

Noie 1.

tY

(m)

{n)

(©)

Suramary of significant accounting pelicies (continued}

Leased assets
A distinction is made between finance leases which effectively transfer from the lessor to the lessee substantially all of

the risks and benefits incident to ownership of leagsed non-current assets, and operating leases under which the lessor
effectively retains substantially all such risks and benefits,

Finance leases are capitalised. A lease asset and hability are established at the present valug of minimurm lease
payments. Lease payments are allocated between the principal component of the lease liability and the nterest
expense.

The lease asset is amortised on a straight line basis over the term of the lease, or where it is likely thaf the
consolidated entity will obtain ownership of the asset, the life of the asset. Lease assets held at the reporting date are
being amartised over periods ranging from 3 to 5 yeass.

Incentives received on entering into operating leases are recognised as Habilities and amortised over the life of the
Jease,

Surplus lease space

The present value of firfure payments for surplus leased space under non-cancellable operating leases is recognised as
a liability, net of sub-leasing revenue, in the period in which it is determined that the leased space will be of no future
benefit to the consolidated entity. Each lease payment is allocated between the liability and finance charge,

Other operating lease payments are charged to the statement of financial performance in the periods in which they are
incurred, as this represents the pattern of benefits derived from the leased assets,

Intangible assets and expenditure carried forward

On acquisition of some, or all, of the assets of another entity or, in the case of an investment in a controlled enfity, on
acquisition of some, or all, of the equity of that controlled entity, the identifiable net assets acquired are measured at
fair value. The excess of {he fair valae of the cost of acquisition over the fair valne of the identifiable net assels
acquired, including any Hability for restructuring costs, is brought to account as goodwill and amortised on a siraight
line basis over the period during which the benefits are expectad to arise, being no more than twenty years.

Deferred portfolio and origination costs

Portfolio costs represent expenses incurred in establishing mortpage backed pooled funds. Origination costs represent
expenses incurred in originating martgages for inclusion in the pooled funds.

Portfolio and Origination costs Incurred are recognised as an asset and subsequently amortised over the life of the
futare economic benefits expected to be recetved. Total deferred porifolio and origination costs are not carried at an
amount above their recoverable amount.

Land and plantation timber
Land and plantation timber represents the right to acquire specified forestry assets acquired as part of the acquisition
of the assets of Zarich Capital Markets Australia Principal Finance business. The right to acquire these assets are

brought to account at the lower of cost and their recoverable amount.
12
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Notes to the interim financial report

Note 1.,

®

W

()

{s)

Summary of significant accounting policies (continued)

Payables
These amounts represent labilities for goods and services provided to the consolidated entity prior to the end of the
financial year and which are unpaid and liabilities in respect of issuance of endowment warrants.

Interest bearing liabilities

Loans and debentures are carried at their principal amounts which represent the present value of future cash flows
associated with servicing the debt. Interest is accrued over the period it becomes due and is recorded as part of other
creditors,

Derivative financial instruments
The consolidated entity is exposed fo changes in interest rates and foreipn exchange rates and may use interest vate

swaps and forward foreign exchange contracts to hedge these risks. Derivative financial instruments are held for risk
management purposes and not for the purpose of speculation. The Group does not hold a derivative trading portfolio.

For other than life insurance companies, costs arising at the time of entering into hedge transactions are brought to
account in the staternent of financial performance over the lives of the hedge contracts. For life insurance companies

or controlled entities of the life insurance companies, costs arising at the time of entering into hedge transactions are

recognised in the staternent of financial performance in the period in which the costs are incurred.

Derivative finanrcial instroments designated as hedges are accounted for on the same basis as the underlymg exposure.
Derivatives not meeting the definition of a hedge, or held within the life insurance group, are accounted for on a mark
to market bagis and changes in value are recorded in the siaternent of financial performance in the period in which
they arise.

Goods and services tax
Revenues, expenses and assets are recognised net of the amount of goods and servicss tax {GST), except where the

amount of the GST incmred is not recoverable from the faxation authority. In these circumstances, the GST is
recogaised as part of the cost of the acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amowunt of GST included.

The net amount of GST recoverable from, or payable to, the ATO is included as an asset or Hability in the statement
of financial position.

Cash flows are inchnded in the statement of cash flows on a gross basis. The GST componenis of cash flows arising
from investing and financing activities which are recoverable from, or payable fo, the ATO are classified as operating
cash flows,

13
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Notes to the interim financial report

Note 1.

®

(w)

(v}

Summary of significant accounting policies (continued)

Emplovee entiflements

(i) Wages and salayies, and annual leave

Liabilities for wages and salaries and annual leave expecting to be settled within 12 months of the reporting date are
recognised in provisions in respect of employees' services up to the reporting date and are measured at the amounts
expected to be paid when the Habilities are settled.

(it} Long service leave

A liability for long service leave is recognised, and is measured as the present value of expected future payments to be
made in respect of services provided by employees np o the reporting date. Consideration is given to expected futime
wage and salary levels, experience of employee departures and pericds of service. Expected fulure payments are
discounted using interesi rales on national government guaranteed securities with terms fo matmuify that match, as
closely as possible, the estimated future cash ontflows.

(iii} Termination benefits

Liabilities for termination benefits relating to an acquired entity or operation that arise as a consequence of acquisition
are recognised as at the date of acquisition if, at or befors the acquisition date, the main features of the termination
were planned and a vahid expectation had been raised in those employees affected that the terminations would be
carried out and this is supported by & detailed plan developed within three months of the acquisition or prior fo the
completion of the financial report, if earlier. Thess liabilities are disclosed in aggregate with other restructuring costs
as a consequence of the acqnisition.

Liabilities for termination benefits expected fo be settled within 12 months are messured at the amounts expected to
be paid when they are settled.

Restructuring costs

Lisbilities for the cost of restructuring entities or operations acquired are recogrised as at the date of acquisition of an
endity, or part thereof, if the main featwres of the restructuring were plamned and there was a demonstrable
cofmitment to the restruchuring at the acquisition date and this is supporied by a detailed plan developed within three
months of the acquisition or prior o the completion of the financial report, if earler.

The cost of restructurings provided for, ofher than related employee termination benefits, is the estimated cash flows,
having regard to the risks of the restructuring activities,

Liabilities for employee termination benefits associated with restuchurings are bronght to account on the basis
described in the ascounting policy note for employee entitlements (note 1 {(g)). Liabilities for cosis of restucturings
and related employee termination benefits are disclosed in aggregate where the restructuging OccHrs as a consequence
of an acquisition.

Reversals of part or all of a provision for restructuring relating to an acquisition because costs are no longer expected
0 be incurred as planned are adjusied against goodwill on acquisition. The adjusted carrying amounts of the goodwill
are amortised fiom the date of the reversal.

Borrowing costs
Borrowing costs are recognised as expenses in the period in which they are incurred.

Borrowing costs include:

«  interest on bank overdrafts and short-term and long-term borrowings

»  amortisation of ancillary costs incurred in connection with the arrangement of borrowings

« finance lease charges 14
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(W)

{x)

(M)

@

(az)

(bb)

{ce)

Summary of significant accounting policies (continued)

Cash
For purposes of the statement of cash flows, cash includes deposits at call which are readily convertible to cash on

hand and are subjsct to an insignificant risk of changes in value, net of outstanding bank overdrafis.

Earnings per share

{1} Basic earnings per share

Basic earnings per share is determined by dividing net profit after income tax atiribntable to members of the Company
by the weighted average mumber of shares outstanding during the financial year.

(it} Diluted eqrnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share by taking into
aceount smounts unpaid en shares and any reduction to camings per share that will probably arise from the exercise of
options oulstanding during the financial year,

Funds under management
Within the consolidated entity certain controlled entities act as the single responsible entity/manager for a number of
investment funds and trusts,

These funds and frusts have not been consolidated in the financial statements, as individual entities within the
economic entity do not have coatrol of the funds and trosts defined by AASB 1024 “Consolidated Accounts”,

Restrictions on assets

Tnvestments held in Challenger Life can only be used within the restrictions imposed under the Life Insurance Act
1995, The main restrictions are that the assets in a Fund can only be used to meet the labilities and expenses of that
Fund, to acquire investments to further the business of the Fund or as distributions when solvency and capital
adequacy requirements are met.

Dividends
Provision is made for the amount of any dividend declared, determined or publicly recommended by the directors of
Challenger on or before the end of the financial year but not distributed at balance date,

Tax Consolidation

Challenger and its wholly owned Australian subsidiaries intend to form a tax consolidation group in tenins of the fax
consolidation legislation, Whilst the Minister for Revenue and Assistant TFreasurer of the Commonwealth
Government, Senator Helen Coonan, announced in March 2003 that legislation allowing a corporate unit trust fo be
the head entity of a tax consolidated group was to be introduced as soon as is practical, this legislation has not been
substansively enacted. Given this, the financial effect of the forming of a tax consolidation group has not been
recogaised in these financial statements. The Group intends to enter into a tax-sharing agreement but the details of this
agreement are not vet finalised.

Rounding of amounts
The consclidated entity is of a kind referred to in Clags Order 98/0100, issued by the Australian Securities &
Invegtment Commission, relating to the "rounding off” of amounts in the financial report. Amounts in the financial
report have been rounded off in accordance with the class order to the nearest thousand dollars, or in certain cases, 1o
the nearsst dollar.

15
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Note 2. Revenue from ordinary activities

Consolidated
Period from
6 November
fo
31 December
2003
%600's
Rentzal incoms 5,978
Management fee income 4,203
Interest income 2,293
Change in net market value of investments held by Challenger Life
- Trading securities 690y
Net realised gaing on sale of investrnents and subgidiaries (18)
Other income 978
Revenue from ordinary activities 12,744
Note 3. Expenses from ordinary activities
Consafidated
Period from
6 Nevember
to
31 Pecember
2003
2600's
Borrowing cests
Interest expense:
-incurred by Property Trusts contrelled by Life Company subsidiaries 3,005
-incurred by other entities 631
3,636
Expenses from srdinary activities, excluding borrowing costs
Property management expenses incurred by property frusts controlled by
Life Company subsidiaries 687
Amortisation & depreciation 913
Emplovee expenses 2,339
Commission expense 2,495
QOccupancy expense 285
Other expenses 1,463
8,184
Total expersses from erdinary activifies 11,820

16
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Notes to the interim financial report

Note 4. Equity Securities

Consolidated
31 December
2603
$060's
Shares in listed corporations 62,412
Unit trusts and managed funds 47,618
Shares in listed corporations held in relation to endowment
Warrants 72,359
Strategic equity nvestments 26,290

208.679
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Note 5. Investment Properties

Acquisiion Acquisition  Total Cost  Carrying Dat of
Date Price Incleding  Vahe* Latest
Additions Valuer Vahiation
§M ML g%

Australian Properties
Aust Commerciai
ARBS Building, ACT Oi-Jan-0) 3582 78.1 1188 Colliers Dree-03
Bird Cameron Building, WA 23-Nov-98 101 19.8 168 FPD Savills Jun-03
County Court, VIC 30-Jan-(0 153.7 185.4 2396 CBRE Jun-03
CSIRD, NSW A¥=hun-} 1370 1517 145.0 FPD Savills Trec-03
Discovery House, ACT 28-Apr-98 306 329 35.0  Collers Diec-03
Elders House, SA 21-Ton-02 A2 427 41.6 JLL Jun-03
Exacutive Building, Hobart, TAS 30-Mar-01 207 1.5 232 w2 Jun-63
Globe, Port Melbourne, VIC 13-Nov-02 17.3 18.5 171 CKC Jun-G3
Goodman Figlder, North Ryde, NSW 23-Feb-01 3582 353 426  DYZ Dee-03
Heidelberg, Bowen Hills, NSW & QLD 07-Jan-00 14.8 15.7 168 DTZ Dee-03
Kraft, Port Melbousne, VIC 28-Jun-02 24.1 257 248 CKC Jun-G3
Makerston, QLD 14-Dec-00 3R.0 38.7 425  CBRE Jun-G3
Mobil House, VIC 27-Jun-02 730 73.9 144 CKC Jun-3
Rexel, North Ryde, NSW 18-Dec-93 15.1 16.0 184 FPD Savills Dree-03
Taylors lnstitele, Waterloo, NSW 16-May-01 350 37.1 385 M3 Jum-03
The Forum, Cigen, NSW 05-Jan-01 96.0 101.4 1027 TPD Savilis Dec-03
The Forum, 1A Net, NSW {5-Jan-01 618 65.8 650 FPD Savilis Tree-03
Yodafone, Kingston, TAS 19-Mar-99 1.9 12.8 138 M3 hm-03
Sub-sector Aust Contmerical Toted 848.9 9466.0 1,071.2
Entertainment
Albury Cinema Comglex 04-Jul-00 3.1 5.0 58 M3 hm-03
Century City Walk, VIC 04-Jui00 24.1 2.4 238 M3 Dec-03
[mnaleo Cinema Cenfre, WA 17-Dec-01 263 2238 238 FPD Savills b3
Jam Factory, VIC 04-Jul-00 74.9 889 1085 M3 Dec-43
Rivoli, VIC (4-Jud-G0 127 137 200 M3 Diec-03
Village City Centre, VIC 04-Jul-00 21.2 133 249 M3 Fa-02
Village Geelong, VIC 04-Jul:0 77 N 32 M3 Fa-03
Village Hobast, TAS 04-Jul0D 10.0 it1 120 M3 Jan-03
Village Hoyts Cinema Centre, NSW 04-Jul-G0 68.5 6949 L0 M3 Jun-03
Village Launceston, TAS 04 Jul-B0 2.0 22 26 M3 Jon-03
Sub-sector Ent. Total 246.5 267.1 305.6
Indusivial
Toll Drive, Altona Nerth, VIC 31-Jan01 18.9 2040 200 CKC Jun-03
AP, Richlands, QLD 29-Dec-95 105 113 10.8 CBRE Jun-03
Auto Group, Enficld, NSW 17-Feh-9% 15.6 16.6 20.6 FPD Bavills Dhec-03
Elders Woolstore, Gillman, SA 25-Tun-9% 81 8.1 104 JLL Jun-03
Spivers, Connington, WA 29-Dec-99 73 7.8 80 FPD Savills Jun-G3
Spotlight, Laverion North, VIC 11-May-06 121 129 3.3 CKC Jun-03
Telra Pk, Fairfighd, NSW 15-May-02 174 185 187 FPD Savills Dec-03
Tyeo, QLD 01-Dec-06 [ &8 6.5 Lendmurk White Jun-03
Wesfarmers Woolstore, Brooklyn, VIC 28-May-99 26,3 280 290 CKC Jun-03
CPi Bragside, VIC (TV) 29-Dec-99 6.4 6.4 58 M3 Tan-03
CP{ Wetherill Park, NSW (TV) 29-Dec-89 4.5 45 3.8 Chesierton Jan-03
Sub.secror fndustrial Total 133.6 140.6 147.1
Retail
Chapel Strect Adr rights, VIC E5-May-01 6.0 6.0 129 M3 Jun(3
Kings Langley, NSW 29-Ju-01 14.1 14.6 149 M3 Jun3
Sub-sector Retail Toigd 20.1 2.6 27.8
Deyelopmens
BIvEA Building, ACT 434 764 708 Colliers Jun-03
Sub-sactor Dy Total 43.4 76.4 T8
Toia) Ausiralia 12928 147077 1,632.5
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Note 5. Imvestment Properties (Cont'd)

Acquisition  Acguigition  Total Cost  Carrying Date of
Date Price Including Value* Latest
Additions Valuer Valuation
M M % |

{Inited Kingdem
3 World Businoss Centre,
Heathrow 22-Mar-02 58.0 50.5 61.7  Knight Frank Bee-03
Hayes Park 08-Oat-01 1754 178.4 166.1  Knight Frank Bee-03
Minster Court (50%6) 07-Jul-01 204.0 206.8 205.8  CB Hilkerparker Jun-{3
Senator House 03-May-01 198.4 202.8 195.3 B Hillierparker Fun-03
Sub-sector UK Total 635.8 647.5 628.9
United States
Eas Cimas 11 & 11, USA 15-Jul-02 80.1 85.0 851 C&W Jun-03
50 Milk Sereet, Boston, USA 15-Oct-02 145.3 148.8 1445 CRRE Dec-3
Invesco, Denver, USA 3t-Dec-02 76.8 7.8 71% CBRE Dec-03
Sub-sector USA TFotal 3022 311.6 7S
Grand To#al 2,230.5 2,420.8 2,558.9

* The carrying vaiue of all properties reflects their latest independent valuation with the exception of the following properties:
Capitalised
costs Carrying
Independent subsequent Value
Valuafion to valeation  31/12/03

™M SM M
DIMIA Building, ACT 5.1 57 70.8
Village City Centre, VIC 24.8 0.1 24.9
8.9 5.8 95.7

Qualifications of Valuers

The Valuer or Valuation Practice are autherised to practice as a Valuer under the law of the relevant jusisdiction where the
valuation takes place. The Valuer performing the valuation has at least five years of continuous experience in the valuation of
property of a similar type to the property being valued. Neither the Vahier or Valuation Practice has a pecuniary interest that
could conflict with the valuation of the property. The Valuer and Valuation Practice comply with the Australian Property
Institute (AP} Cade of Ethies and Rules of Conduct.

Methadelogy
Valuations are prepared on the basis of Market Value as defined by The International Assets Valuation Standards Commiiiee

{TIAVSC) and endorsed by the AP, being:

Market value is the estimated amount for which an asset could exchange on the daie of valuation between a willing buyer
and willing seller in an arms length transaction after property marketing costs wherein the parties had each acted
knowledgeably, prudenily and without compulsion.

In determining Market Value, Valuers have examined svailable market evidence and applied this analysis to both the
traditional capitalisation approach and discounted cash-flow approach.
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 6. Intangible assets

Goodwill

Note 7. Other assets

Deferred portfolio and origination costs
Prepasyments
Other

Note 8. Payables

Trade credivors and accruals
Warrant liability
Other creditors

Consofidated
31 December
2003
3600's
401,933
401,953

Consolidated
31 December
2003
S008's

113.765
8,819
8,627

133,211

Consolidated
31 December
2083
$00¢'s

161,778
30,362
21,610

213,750
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 9. Interest bearing liabilities

31 December 2083 Ouistanding Facility Unused
$608's S608's S0G0's

Bank loans

- Corporate 83,000 100,000 15,000
- Interstar 125,785 150,000 24,215
- Controlied property trusts 1,181,960 1,195,286 13,326
Total bank loans 1,392,745 1,445,286 52,541
Non-bank loans

- Controlled property trusts 502,000 502,000 -

- Share finance 148 500 230,000 161,500

- Corporate 65,000 65,000 -
Tatal non-bank loans 715,500 817,000 101,500
Leage liabilitisg 3,332 3,332 -
Total secured Habilities 2,111,577 2,265,618 154,041

Security for berrowings

The corporate banking and Interstar facility amounting to $100,000,000 and $150,000,000 respectively are secured by fixed
and floating charges granted by Challenger and Troka Piy Limited and an Equiteble Mortgage of Shares over the shares in
Howard Morigage Management Limited granted in favowr of ANZ Banking Group Limited. In addition, there are cross

guarantees in place between certain Group compaties.

Further bank loans and non bank loans in the controlled entities are secured solely by first mortgages over properties. The
remzining non bank loans, $148,500,000, in relation to the margin lending business are secured over shares.

Leage labilities are effectively secured as the rights to fhe leased asset revert to the lessor in the event of defanlt.

Inierest on loan fagilities accrues at a floating interest rate based on market rates plus a margin of between 0.5% and 1.65% per annum.
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 10.  Life insurance business
{a} Actuarial policies and methods

The amount of policy liabilities has been determined in accordance with methods and assumptions disclosed in this financial
report and with the standards of the Life Insurance Actuarizl Standards Board (L1ASE) under section 114 of the Life Act,

FPolicy Hiabilitles

These amounts, together with future premiums and investrnent camings, are required to:
(3} meet the payment of fubure benefits and expenses; and
(i} provide for future profits.

The policy lisbilities have been calonlated using {he Margin on Services ("MoS™} method in accordance with the requirements
of Actuarial Standard 1,03 “Valuation of Polivy Liabilities™ under section 114 of the Life Insurance Act 1995, The Actuarial

services are provided to policyholders and premiums are reeeived.

The methods and profit carriers for particular policy types are as follows:

Business Type Method (projection or ofher) Profit Carrier

Individual

{nvestment linked Accumulation -

Investment aceount Projection and accumulation Account balance

Anmity Projection Interest on annuity account balance
Allocated Pension Projection Account balance

Investment earnings/discount rate

The expected fufure esmings rate is used as the discount rate. The assumption is based on the proportion of the fimd that each
asset sector represents. Expected earnings rates for each sector are then applied to these proportions with an appropriate
allowance for tax dependent on the class of the business being valued. The expected earnings rates are reviewed annually for
changes in the market environment. Where the products being valued are matched by a fixed interest portfolio, the earnings rate
is determined with reference to the actual yield to maturity of those assets.

Maintenance expenses
Fhe assumption is based on budgeted mainienance expenses for the year ending 30 June 2004. These expenses are converted to
& per policy unit cost based on an expense analysis for each fund.

Inflafien
The assumption is based on long term expeciations of inflation and is reviewed annually for changes in the market environment.
The current assumption is 2.5% pa.

Voluniary disconfinuances
The assumption is based on an investigation of recent experience. The current assumpiion range is 0.5% to 5.0%.

Sarrender values

Current and future surrender values have been calculated using the surrender basss under the products. Where appropriate,
surrender values have taken into account the requirements of A84.02 “Minimum Surrender Values and Paid Up Values™
standard issued by the Life Insurance Actuarial Standards Board,
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROULED ENTITIES

Notes to the interim financial report

Note 10,  Life insurance business (continued}

Morfality - annuity products

The mortality asssmphion is based on IM/IF90 (mortality tables developed by the Instituie of Actuaries and the Faculty of
Actuaries based on United Kingdom annuitant Jives experience from 1990 fo 1992) and adjusted for future mortality
improvemenis.

Shareholder tax .
Tax has been projected in a manner congistent with the new tax environment applying from 30 June 2000. The corporate tax
rates of 3094 have been used.

Selvency position of the life insurers
These are amounts required to meet the prudential standards specified by the Life Insurance Act 1995 to provide profection

against the impact of fluctations and unexpected adverse circumstances on the Company.

The methodology and bases for deterrnining Solvency Requirements are in accordence with the requirements of Actuarial
Standard 2.03 “Solvency Standard” and 6.02 "Management Capital Standard” under section 65 of the Life Insurance Act 1995,

As at 31 December 2003, the statutory funds of Challenger Life Limited and Challenger Life No. 2 Limited satisfied the
requirements of the solvency standard.

{b) Pelicy holder Habilities

Consolidated
31 December 20903
§000's

Policy liabilities 1,926,222
Made up of!

Value of future policy benefits k803,559

Value of future expenses 104,856

Plammed margins of revennes over expemses 21,867

1,026,222
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 11. Shares on Issue

{3} Shares on issue

Consolidated and Consolidated and
Parent Entity Parent Entity
2003 2003
Shares $000's

Fully paid shares 2,438,035,735 1,140,521
(b} Movement in shares on issue
Fully paid shares :
Opening balance -
Issue of Shares on incorporation 1 -
Issue of Shares ag part of corporatisation equity restructure 2,439 035,734 1,140,521
Closing Balance 2,439.035,735 1,140,521

Terms and conditions of shares
A holder of a share is entitled to certain rights, including rights:

{a) to benefit from dividends;

{b) tobe provided with copies of annual reports and other information in 1espect of the company;

{c) toreceive notice of, and vote at, meetings of hiolders of shares;

{d) after liguidation of the conmany, to receive the disiribation of the net proceeds of company assets according
to the nurnber of shares registered at liquidation;

©

to transfer shares and on death, to pass the shares 1o a surviving joint holder, or by will or otherwise to the holder's estate.
A holder of a share is entitled to one vote on a show of hands and on a poll, each shareholder will have one vote for each doilar of the

total vakue of shares, determined from the sale of such shares on the ASX on the trading day irmmediately before the day on which the
poll is taken.
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 12. Reserves

Consolidated
31 December
2003
5009's
Equity option premium reserve 61,700
61,700
Movements in reserves
Eguity option premiym reserve
Cpening balance -
ssue of options to previous eption holders of Chailenger Financial Services Group 1,700
Fasue of options to related party as part of corporatisation eguity restructure® 60,000
Closing balance 61,700

# Represents non transfersble call options over ordinary shares of Challenger thet have been issued to Consolidaied Press Holdings
Limited.

Nature and purpose of reserves

Eguity option premium reserve
Represents the valuation assigned to options that were issued as 2 result of the restructure of the Parent Entity.

Note 13, Retained Profits

Consolidated
31 December
2003
$000's
Opening balance -
Net profit 697
Balunee at the end of the periced 687
Note 14. Non-cash financing and investing activities
Consolidated
3% December
20063
000"
Acguisition of Challenger Finaneial Servives Group:
- Acquisition of units in Challenger Financial Services Group {1,146,347)
- Issuanee of Challenger shares to unitholders of Challenger Financial Services Group 1,149,521
- Issuance of non-transfergble call options over ordinary shares 64,000
« Issuanee of options to previous option holders in Challenger Financial Services Group 1,700
55,874
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 15, Acquisition of controlled entities

31 December 2003
Consotidated

. . i
Name Date Acqnired Entity's nterest CunsiIderat on
% $'060
£}
Challenger Financial Services Group and its controlled
entities 22-Dec-(3 100 1,146,347

Challenger was incorporated on & MNovember 2003. On 22 December 2003, the unitholders of Challenger Financial Services Group {"CFSG")
approved a restructure of CR8G involving the corporatisation of CF8G.
Under the restiucture, CFSG unitholders exchanged their units for Challenger shares (on a one for one basis) and Challenger became the sole holder
of CFSG units. Challengor was admitted to the official lst of the Aunstralian Stock Exchange on 23 December 2003,
As a result of the restructure of CFSG:

- the Chief Executive Officer entered into an employment contract with Challenger, the material terms of which were disclosed s part of the
restructure information;

- Challenger issued to Consolidated Press Holdings Limited 300 million non-transferable call options over unissued shares with an exercise price of

$0.65 and a ten year ferm;
- 2 long term equity based incentive plan for senior excoutives of Challenger was approved; and

- the issue of 40 million Challenger Shares to the Chief Executive Officer was approved which were disclosed as part of the restructure information.

Note 16. Segment information

The primary business segments of the Group have been identified as folows:

Perind ended 31 December 2003 Funds Mortgage Totat
Annuities  Management*® Finance Corporate* consolidated

£000's $600"s $060"s £000's $000's

Segrient revenue 8,252 1,801 2,078 613 12,744

Segment result 588 131 151 168 1,048

* Corporate segment relates 1o non-core activities of the group, including husinesses to be restructured or sold as previously announced to the
Australian Stock Exchange.
*# Represents Funds Management, Administration & Financial Flanning
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLEED ENTITIES

Notes to the interim financial report

Note 17. Earnings per share

Basic earnings per share
Diluted earnings per share

Yeighted average number of shares used as fhe denominater

{Ised as Bie denominator in calouisting basic eamings por shars

Reconciliations of earnings used in caleulating earnings per share
Earnings used in caleulating dilated carmings per share
Famings used in calculating hasie sarnings per share

Consolidated
31 December
2003
Cents

0.03
(1,03

Consolidated
31 December
2003
Number

2,439,035,735

Consclidated
31 December
2603
$000's

697
697
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 18. Events occurring after reporting date

On 22 Jammary 2004, 40,000,000 shares in Challenger were issued to the Chief Executive Qfficer al a price of $0.53 per share
pursnant to the terms of the corporatisation restructure,

Note 19. Contingent liabilities

A controlled entity, Challenger Property Nominees Pty Limited has received an amended assessment of stamp duty in
connection with the acquisition of an intersst in a property at 417 St Kilda Roead, Melboune of $5,362,002. Based on legal
advice received, the directors do not consider that any stamp duty is payable on the transaction and are in the process of
commencing litigation in respect of the assessment,

A controlled entity, Challenper Property Nominees Pty Limited has received an assessment of stamp duty in connection with
the acquisition of an interest in a property at ABS House, Belconnen of $4,233,649. Based on legal advice received, the
directors do not consider that any stamp duty is payable on the transaction and are in the process of lodging an objection to
the assessment.
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CHALLENGER FINANCIAL SERVICES GROUP LIMITED AND CONTROLLED ENTITIES

Directors' Declaration

In the opimion of the Directors of Challenger Financial Services Group Limited:

(%) the financial statements and notes of the consolidated entity:

() give a truc and fair view of the financial position as at 31 December 2003 and the performance for the period ended
on that date of the consolidated entity; and

(i) comply with Accounting Standard AASB 1029 "Interim Financial Reporting” and the Caorporations Regnlations
2001.

(b there are reasonable grounds 1o believe that the Company will be able (0 pay its debts as and when they become due
and payable.

This declaration is made in accordance with a resolution of the Directors of Challenger Financial Services Group Limited.

Diirector

Sydney
20th Pebruary 2004

29



@§§N§Y& %/GQJNG & The Ernst & Young Buitding BTl 6t 29248 5555

321 Kent Sires! Fax 61 2 9262 6365
Sydney NSW 2080 DX Sydney Stock
Austradia Exchange 10172

GPO Box 2646
Sydney BSW 2001

Independent review report to members of Challenger Financial Services Group
Limited

Seope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial
performance, statement of cash flows and accompanying notes 1o the financial statements for the
consolidated entity comprising both Challenger Financial Services Group Limited (the company)
and the entities it controfled during the period, and the directors” declaration for the company, for
the period ended 31 December 2003,

The directors of the company are responsible for preparing a financial report that gives a true and
fair view of the financial position and performance of the consolidated entity, and that complies
with Accounting Standard AASB 1029 “Interim Financial Reporting”, in accordance with the
Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting
records and internal controls that are designed to prevent and detect fraud and error, and for the
accounting policies and accounting estimates inherent in the financial report,

Review approach

- We conducted an independent review of the financial report in order to make a statement about it o
the members of the company, and in order for the company to lodge the financial report with the
Australian Stock Exchange and the Australian Securities and Investments Commission.

Our review was conducted in accordance with Australian Auditing Standards applicable to review
engagements, in order 1o state whether, on the basis of the procedures described, anything has come
to our attention that would indicate that the financial report is not presented fairly in accordance
with the Corporations Act 2001, Accounting Standard AASB 1029 “Interim Financial Reporting”
and other mandatory financial reporting requirements in Australia, so as to present a view which is
consistent with our understanding of the consolidated entity’s financial position, and of its
performance as represented by the results of its operations and cash flows.

A review is limited primarily to inquiries of company personnel and analytical procedures applied
to the financial data. These procedures do not provide all the evidence that would be required in an
audit, thus the level of assurance is less than given in an audit. We have not performed an andit
and, accordingly, we do not express an audit opinion.

Independence

We are independent of the company, and have met the independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001. In addition to our review of
the financial report, we were engaged to undertake other non-audit services. The provision of these
services has not impaired our independence.

Liability Ymited by the Accountunts Scheme, approved
wsrder the Professienal Standerds Act 19%d (NS



Elf FRNST & YOUNG

Statement

Based on our review, which is not an andit, we have not become aware of any matter that makes us
believe that the financial report of the consolidated entity, comprising Challenger Financial Services
Group Limited and the entities it controlled during the peried is not in accordance with:

{a) the Corporations Act 2001, including:

{i) giving a true and fair view of the financial position of the consolidated entity at 31
December 2003 and of its performance for the period ended on that date; and

(i)  complying with Accounting Standard AASB 1029 “Interim Financial Reporting”
and the Corporations Regulations 2001; and

(by  other mandatory financial reporting requirements in Australia.

o oy

Emst & Young

B JjLong

Partner

Sydney

20 Febrary 2004
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CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

DIRECTORS' REPORT

Challenger Managed Investments Limited ("CMIL"}, the Responsible Entity of Challenger Financial Services
Group ("CFSG"), presents its report together with the financial statements of CFSG and its controlled entities
("the Group") for the period ended 21 Deceamber 2003, The names of the dircetors of the Responsible Entity
holding effice during the period beginning 1 July 2003 vniil the date of this report are:

Robert William Adams (appointed 09/07/2003) Christopher Bdgar Cuffe (appointed 03/07/2003)
Martin Alan Ashe (resigned 03/07/2003) Timothy Harrison Foster (appointed 03/07/2003)
Blair Wellington Beaton (resigned 03/07/2003) Stephen John Gilsenan {resigned 03/07/2003)

Brian Roland Benari {appointed 03/07/2003)
Principal Activities

Prior to the June 2003 acquisition of Challenger Group Holdimgs Limited ("CIL"), (formerly Challenger
International Limited), by CPH Management Limited, as Responsible Entity of CFSG, the principal activity of
CEFBG was pursuing investment opporfunities which the Responsible Entity considered to be undervalued.

As a result of the acqnisition, the principal activities of CFSG have expanded to inchude the provision of
financial services, in particular:

- Annuities

- Funds Managemeni, Administration & Financizl Planning

- Mortgage Finanece

Review and Results of Operations
Net profit after tax for the period ended 21 December 2003 was $32,607,000 (half-year ended 31 December

2002: $14,150,0001,
State of Affairs

On 27 hune 2003, CFSG assumed conirol of CIL by way of merger, Per the schemes of arrangement approved by
CFSG unitholders and shareholders of CIL, the shareholders of CIL received 4.5 units per CIL share. Following
the acquisition of CIL, $235million was injected into CIL's life insurance entities.

On 1 September 2003, an agreement was reached with Zurich Capital Markets to acquire the assets of their
Australian Principal Finance Business, On 29 September 2003, this acquisition was completed which resulted in
the acquisition of 100% of the issued capital of [iderstar Securities (Australia) Pty Limited ("Interstar”}, one of
Australia's largest independent and privately held mortgage financiers, for $87.5 million, together with a high
yield fixed inferest portfolio for $46.3 million. An agrecment was also entered into to acquire 84,500 hectares of
forestry assels, for $34 million, on 2 12 month deferred settlement basis. The details of this acquisition have been
disclosed in Nofe 6 1o the financial statements,

On 16 December 2003, the securities of CFS8G were suspended from quotation on the Australian Stock
Exchange, This suspension was at the request of CFSG to facilitate a restmctare of CFSG involving the
corporatisation of CFSG. Accordingly, on 16 December 2003, CESG ceased to be a disclosing entity as defined
by the Corporations Act 2001. On 22 December 2003, the unitholders of CFSG approved the restrocture,

Further detail in relation to the restructure of CFSG is disclosed in the section of this repert titled "Subsequent
Events" and Note 10 to the financial statements.

Apart from the matters noted above, there have been noe other significant changes to the state of affairs of CF8G,
other than those changes identified in the financial statements for the peried ended 21 December 2003,



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

DIRECTORS' REPORT (Cont'd)

Subseqguent events

On 22 December 2003, the unitholders of CFSG approved a restructure of CFSG involving the corporatisation of
CFS8G.

In accordance with the approval, the following fransactions occurred subsequent to balance date:
. the issue of 5 units in CFSG io Challenger Financial Services Group Limited ("Challenger'), the new uitimate
holding company under the corporatisation proposal;
- redemption of all units in CFSG other than the 5 units issued to Challenger in consideration for the issue to
CFSG unitholders of the same number of shares in Challenger;
- the payment by CFSG to CPH Management Limited ("CPHML"} of $96 million fox CPHML agreeing lo Tetire
as Responsible Entity and terminating the Investment Management Agreement;
- the payment by Consolidated Press Holdings Limited ("CPH") to CFSG of 336 million to acquire CFSG's
inferest in Jurlique, a CEBG private equity investment;
~ the payment by CPH to Challenger of $60 million to scquire 3060 million non-transferable call options over
shares in Challenger with an exercise price of $0.65 and a 10 year term; and
- the retirement of CPHML as the Responsible Entity of CFSG; and
- the appointment of CMIL, a wholly owned subsidiary of Challenger, as the Responsible Entity of CFSG.

Rounding
The amounts contained in ihis report and in the financial statements have been rounded off under the option
available to CFSG under ASIC class order 98/0100. CFSG is an entity to which the class order applies.

Signed in accordance with a resolution of the Directors of the Responsible Entity:

ol

C.E. Cuife

TH. Foster
Director Director

Signed at Sydney this 20th day of February 2004,
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This financial report covers the Challenger Financial Services Group ("CFSG") and its controlled entities
{"the Group"}.

CFSG is an Australian registered scheme. Challenger Managed Invesiments Lirnited ("CMIL"}, the
Responsible Entity of CFSG, is incorporated and domiciled in Australia. The registered office of the
Responsible Entity and the principal place of business of CF8G is located at Level 41, 88 Phillip Street,
Sydney, NSW 2000,



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Statement of financial performance

For the period from 1 July 2003 to 21 December 2003

Consolidated
Period ended Half-year ended
21 December 31 December

2003 2002

Noies $600's $000's
Revenue from ordinary activities 2 371,786 20222
Expenses from ordinary activities 3 {254,471} (4,033)
Borrowing costs 3 (70,700} (423)
Share of net profits of associates accounted for
using the equity method 2,405 2,525
Profit from ordinary activities before income
tax expcense 49,020 18,291
Income tax expense {16,413) {4,141}
Net profif atiributable to unitholders after tax
from ordinary activities 32,607 14,150
Net increase / {decrease) in asset revaluation
1ESErve - {4,108)
Total revenues, expenses and valaation
adjustments attributable to unitholders - {4,108)
Total changes in vnitholders funds from non
unitholder transactions 32,607 16,042
Basic and diluted earnings cents per unit 8 1.3 1.5

The above statement of financial performance should be read in conjunction with the accompanying noles.



CHALLENGER FINANCIAL $

Statement of financial position
As at 21 December 2003

Assets

Total

Cash assets

Receivables

Dbt securities

Other financial assets

Equity securities

Invesiment properties

Fixed asgets

Land and plantation timber

Deferred tax assets

Investment int assnciales

Intangible assets

Other assets

Excess of nst market value of the interests of
Challenger Life Limited in its subsidiaries over their
rieet assets

assefs

Liabilities

Total

Pavables

Cusrent tax Habilitics

Interest bearing tabilities
Provisions

Deferred tax liabilities

Life insurance policy liabilities
lighilities

Net assets

Unithelders' funds

Total

Units on issue
Reserves
Endistributed income
unithelders' funds

ERVICES GROUP AND CONTROLLED ENTITIES

Consolidated
Noles 21 December 30 June
2003 2003
$080's $000's
347,879 660,421
251,674 243,591
1,158,398 846,237
25,080 19,645
213,955 229,452
2,558,902 2,613,851
10,812 10,820
54,000 -
26,090 29,279
49,923 47,416
427,289 278,461
136,408 11,282
375,453 375,371
5,635,954 5,365,826
205,733 223,099
4,458 4,601
2,111,577 2,023,361
44,437 34,005
106,272 69,867
1,926,222 1,806,155
4,198 699 4,161,178
1,237,253 1,204,648
1,140,502 1,140,502
25,012 25,012
71,741 318,134
1,237,255 1,204,648

The above statement of financial position should be read in conjunction with the accompanying

nofes.



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Statement of Cash Flows

For the period from 1 July to 21 December 2003

Cash flows from operating activities
Receipts from customers (inclusive of G8T)
Payinents to suppliers and employees (inclusive of GST)
Dividends received
Iferest received
Borrowing costs
Income taxes paid
Other
Net cash inflow / {outflow) from operating activities

Cash flows from investing activities
Purchase of investments
Payment for purchases of controlied entities, net of cash acquired
Purchase of fixed assets
Capitalised acquisition costs paid
Proceeds from sale of investments
Net cash ontflow from investing activities

Cash flows from financing activities
Proceeds from borrowings
Repayment of borrowings
Net cash inflow outilow from financing activities

Net increase/(decrease) in cash held
Cash at the beginning of the financial period
Prior year reclassification of cash held by conirolled Property Trusts
Effects of exchange rate changes on cash

Cash at the end of the financial period

Consolidated
Period ended  Half-year
21 December  ended 31
2003 Pecember
2002
§000's $000's

585,160 18
(483.251) {4,665)
11,600 327
44,289 10,102
{75,265} -
(6,712} (10,647)
- 116
75,830 {4,749
{319,309) (190,354}
{122,960) .
{(1,547) -
€11,551) -
50,281 158,048
{405,586) {32,305)
46,318 -
(47,776) (30,003}
{1,458) {30,003)
(331,214) {67,057
660,421 390,64}
19,344 “
{672) -
347,879 323,584

The above statement of cash flows should be read in conjunction with the accompanying noies.
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Notes to the interim financial report
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CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 1.

Summary of significant accounting policies

This interim financial report is & general purpose financial report that has been prepared in accordance
with the requirements of the CFSG Constitution {as amended), Accounting Standard AASB 1029
"Interitn Financial Reporting”, the recognition and measurement requirements of applicable AASB
standards, Urgent Issues Group Consensus Views and other authoritative proncuncements of the
Australian Accounting Standards Board and the Corporations Act 2061.

The interim financial report does not include full note disclosures of the type normally included in the
annual financial report, and therefore cannot be expected to provide as full an understanding of the
financial performance, financial position and financing and investing activities of the consolidated
entity as the fufl financial report.

The interim financial report should be read n conjunction with the Annual Financial Report of CFSG
a5 at 30 June 2003. It is also recomumended that the interim financial report be considered together with
any public announcements made by CFSG and its contrelled entities during the period ended 21
Decermber 2003 in accordance with the conbinuoss disclosure obligations srising under the
Corporations Act 2001.

The financial report is prepared in accordance with the historical cost convention except for all life
insurance assets and liabilities and cestain other essets and Habilities which are stated at valuation.

Unless otherwise stated, the accounting policies adopted are consistent with those applied in the 30
June 2003 Annual Report.

On 16 December 2003, the securities of CFSG were suspended from guotation on the Australian Stock
Exchange. This suspension was at the request of CFSG to facilitate a restructure of CFSG invelving
the corporatisation of CFSG. Accordingly, on 16 December 2003, CFSG ceased to be a disclosing
entity as defined by the Corporations Act 2001, On 22 December 2003, the unitholders of CFSG
approved the resiruciure.

As a result of the above noted corporatisetion, the current period reported in the financial report is for
the period ended 21 December 2003. Comparative information has been provided for the half-year
ended 31 December 2002. This period is not consistent with the current period for which information
has been reported, however has been selected as it has previously been subject to audit review.

Certain comparative information has also been reclassified to conform with the disclosures reported in
the current period.

The statement of financial position is presented in order of lquidity.

(a) Accounting policy of acquired entities

The following new accounting policy has been adopted subsequent to the ecquisition of controlied
entities during the financiat period.

Deferred Portfolio and Originafion Costs

Portfolio costs represent expenses incurred in establishing mortgage backed pooled funds. Origination
costs represent expenses incurred in originating morigages for inelusion in the pooled funds.

Portfolio and origination costs incurred are recognised as an asset and subsequently amortised over the
life of the future economic benefits expected to be recsived. Total deferred portfolio and origination
costs are not carried at an amount above their recoverable amotnt.



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 2. Revenune from ordinary activities
Peried from  Half-year
1 July to 21 ended 31
December December
2003 2002
$006's $000's
Rental incomne 116,240 -
Management fee income 81,728 -
Tnterest income 44,590 10,171
Dividend income 14,862 “
Change in net market value of investments held by Life Company subsidiaries:
- Properties (net of exchange fluctuations) {387) -
- Property vatuation movernent atiributable to exchange fluctnations {16,530) -
- Tnterest rate swaps and forward foreign exchange confracts 102,230 -
- Trading securities 1,528 -
Met realised gains on sale of invesmments and subsidiaries 8,042 9707
Other income 19,003 344
Revenue from ordinary activities 371,786 20,2272




. CHALLENGER FINANCI|AL SERVICES GROUP AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 3. Expenses from ordinary activities

Period from  Halfoyear
1 July to 21 ended 31

December Decermber
2003 - 2002
3000 $000's

Borrowing cesis

Interest expense:

-Controlled Property Trusts 58,424 -
-(ither entities 12,276 423

70,700 433

Expenses from ordinary activities, excluding borrowing costs

Increase in net policy Habilities 96 689 -
Unreakised losses on investments - 1,232
Responsible eprity fee 3,366 1,838
Property management expenses incurred by Property Tinsts controlled by Life

Company subsidiaries 13,362 -
Amortsation & depreciation 17,774 -
Employee expenses 45,479 -
Corarission expense 48,509 -
Occupancy expense 5,535 -
Other expenses 23,757 963
Total expenses from ordinary activities 325,171 4,456

Note 4. Intangible assets

The following provides a reconciliation of the movement in intangible assets from 30 Tups 2003 to 21 December 2003,

21 December
2063
3600
Balance as at 1 July 2003 278,461
Acquisition of controlled entities (refer nofe 6) 158,048
Amortisation during the period (9,220}
Balance as at 21 December 2003 427,289

Note 5, Undistributed income

21 Decermsber 30 Tune 2003

2903
$060's $000's
Opening balance 35,134 26,986
Net profit / (loss) from operating activities 32,607 21,323
bnerim distribution - (9,175)

Balance at the end of the period 71,741 39,134




CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENFHTIES

Notes to the interim financial report

Note 6. Acquisition and disposal of controlled entities
The following controlied entities were acquired or disposed of during the period.

Acquisitions
Consalidated Consideration
Name Diate Acquired Entity's Interest onsieeratio
o $060
L
29-8ep-03 100 133,815

Zed Capital Markets Australia Structured
Finance Pty Limited and #s controlled
entites®

* The comtrolled entilies of Zed Capital Markets Australia Structured Finance Pty Limited included Interstar Securities
{Ausiralia) Pty Limited.

As part of the acquisition of Zed Capital Markets Australia Structured Finance Pty Limited and its controlled entities, the Group
acquired a high yield fixed interest portfolio for $46.3 million and entered into an agreement to acquire 84,500 hectares of
forestry assets, for 354 million, on a twelve month deferred settloment basis.

Disposals
Iiate of Consolidated
MName Disposal entity's interest Consideration
% 31080
Howard Finance Led and its contralled 16-Dec-03 100 2,634
entity™

* The controlled entity of Howard Finance Lid was Howard Leasing Limited.

X



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 7. Segment Reporting

_ Mortgage Funds Totg}
Period from 1 July to 21 Decemsber 2063 Annuities Fimance  Management** Corperate™ consolidated
3009's $060's $060's $008's $0006's
Segment revenue 240,734 60,635 52,536 17,881 371,786
Segment result 59,610 13,396 (10,041} (13,945) 49,020

# Corporate segment relates to non-core activitios of the Group, including businesses to be restructured or sold as previously
ennounced 1o the Australian Stock Exchange.

*# Represents Funds Management, Administration & Financial Planning,

The Group operated in one industry segment prior fo the acquisition of Challenger Group Holdings Limited ("CTL™),
(formezly Challenger International Limited), (which occurred on 27 June 2003), being the dealing with and the making of
mvestmients in securities. As a result, comparative information has not been provided.

Note 8. Earnings per unit

Period ended Half-year ended
21 December 31 Dacember
2003 2002
Cents Cents
Basic carnings per anit 1.3 1.5
Diloted earnings per unit 1.3 1.3
Period ended Half year ended
21 December 31 December
26803 2002
Number MNumber
Weighted average number of units used as
the denorminator In caleulating basie
eaTnings per unit 2,439,035,735 917,522,392
Period ended Half-year ended
21 DPecember 31 December
2003 2002
$00¢'s $000's
Bamings used in caleulating basic eamings
per unit 32,607 14,150
f——— -}

Note 9. Contingent Liabilities

A controlled entity, Challenger Property Nominees Pty Limiied has received an amended assessoent of stamp duty in
connection with the acquisition of an interest in a properly at ABS House, Belconnen of $4,233,649. Based on legal advice
received, the directors do not consider that any stamp duty is payvable on the fransaction and intend {o lodge an ebjection to
the assessment.

There are no other changes to contingent liabilities to those disclosed in the 30 June 2003 Annual Report.
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CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

Notes to the interim financial report

Note 10. Events occurring after reporting date

On 22 December 2003, the unitholders of CFSG approved a restructure of CFSG involving the corporatisation of
CESG.

In accordance with the approval, the following transactions occurred subsequent io balance date:
- the issue of § units in CFSG to Challenger Financial Services Group Limited ("Challenger"), the new ultimate
helding company under the corporatisation propesal;
- redemption of all units in CRSG other than the 5 units issued to Challenger in consideration for the issve to
TS0 nnitholders of the sarne number of shares i Challenger;
- the payment by CFSG to CPH Management Limited ("CPHML") of 396 million for CPHML agreeing to retire
as Responsible Entity and terminating the Investment Management Agreement;
- the payment by Consolidated Press Holdings Limited {"CPH") to CFSG of $36 million to acquire CFSG's
interest in Jurlique, a CFSG private equity investment;
- the payment by CPH to Challenger of $60 million to scquire 300 million non-transferable call options over
shares in Challenger with an exercise price of $0.65 and a 10 year term; and
- the retirement of CPHML. as the Responsible Entity of CESG; and
- the appointment of CMIL, a wholly owned subsidiary of Challenger, as the Responsible Entity of CFSG.

13



CHALLENGER FINANCIAL SERVICES GROUP AND CONTROLLED ENTITIES

DIRECTORS' DECLARATION

In the opinion of the Directors of the Responsible Entity of Challenger Financial Services Group:

(a) the financial statements and notes of the congolidated entity:

(i) give atrue and fair view of the financial position as at 21 December 2003 and the perfmnce for the period ended
on that date of the consolidated entity; and

(ii) comply with Accounting Standard AASB 1029 "Interim Financial Reporting" and the Corporations Regulations
2001; and

(i) comply with the provisions of the Trust Constitution.

(b) there are reasonable grounds to believe that Challenger Financial Services Group will be able to pay its debis as
and when they become due and payable.

This declaration is made in accordance with a resolution of the Directors of Challenger Managed Investments Limited.

/Hm

T.H. Foster
Director

Sydney
20th February 2004
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Sydney NSW 2001

Independent review report to unitholders of Challenger Financial Services
Group

Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial
performance, statement of cash flows and accompanying notes to the financial statements for the
consolidated entity comprising both Challenger Financial Services Group (the trust) and the entities
it controlled during the period, and the directors’ declaration for the trust, for the period ended 21
December 20603.

The directors of the Responsible Entity of the trust are responsible for preparing a financial report
that gives a {rue and fair view of the financial position and performance of the consolidated entity,
and that complies with Accounting Standard AASB 1029 “Interim Financial Reporting”, in
accordance with the Corporations Act 2001 and the trust’s constitution. This includes responsibility
for the maintenance of adequate accounting records and internal controls that are designed to
prevent and detect fraud and error, and for the accounting policies and accounting estimates
inherent in the financial report.

Review approach
We conducted an independent review of the financial report in order to make a statement about it to
the unitholders of the trust,

Our review was conducted in accordance with Australian Auditing Standards applicable to review
engagements, in order fo state whether, on the basis of the procedures described, anything has come
to our attention that would indicate that the financial report is not presented fairly in accordance
with the Corporations Act 2001, Accounting Standard AASB 1029 “Interim Financial Reporting”
other mandatory financial reporting requirements in Australia and the trust’s constitution, so as to
present a view which is consistent with our understanding of the consolidated entity’s financial
position, and of its performance as represented by the results of its operations and cash flows.

A review is limited primarily to inquiries of trust personnel and analytical procedures applied to the
financial data. These procedures do not provide all the evidence that would be required in an audit,
thus the level of assurance is less than given in an audit. We have not performed an andit and,
accordingly, we do not express an audit opinion.

Independence

We are independent of the trust, and have met the independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001, In addition to our review of
the financial report, we were engaged to undertake other non-andit services. The provision of these
services has not impaired our independence.

Liabilisy Henited by the Accountants Schemne, approvesd
under the Professions] Sanderds Aot 1994 (NEW)



EFRNST & YOUNG

Statement

Based on our review, which is not an audit, we have not become aware of any matter that makes us
believe that the financial report of the consolidated entity, comprising Challenger Financial Services
Group and the entities it controlled during the period s not in accordance with:

{(a) the Corporations Act 2001, including:

(i) giving a true and fair view of the financial position of the consolidated entity at 21
December 2003 and of its performance for the period ended on that date; and

(i1) complying with Accounting Standard AASB 1029 “Interim Financial Reporting”
and the Corporations Regulations 2001;

(b) other mandatory financial reporting requirements in Australia; and
(¢} the trust’s constitution

%@JM

Ernst & Young

4oy

B IlLong

Partner

Sydney

20 February 2004



