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Important notice
Information contained in this publication is current as at 31 December 2006 unless otherwise specified and is provided 
by Challenger Listed Investments Limited (ABN 94 055 293 644) (AFSL 236887) (“Challenger”), as Responsible Entity 
of the Challenger Diversified Property Group (“Trust”). This document has been prepared for general 
information purposes only and not with regard to any particular recipient’s financial situation, objectives or needs nor to 
solicit offers or invitations for the Trust's securities. Nothing contained in this document constitutes investment, legal, 
tax or other advice.  Accordingly, recipients should, before acting on any information in this document, consider its 
appropriateness, having regard to their objectives, financial situation and needs, and seek the assistance of their 
financial or other licensed professional adviser before making any investment decision.

Challenger makes no representation, gives no warranty and does not accept any responsibility for the accuracy or 
completeness of any recommendation, information or advice contained herein. To the maximum extent permitted by 
law, the recipient releases Challenger, each member of the Challenger Financial Services Group, their directors, 
officers, employees, representatives and advisors from any liability (including, without limitation, in respect of direct, 
indirect or consequential loss or damage or loss or damage arising by negligence) arising in relation to any recipient 
relying on anything contained in or omitted from this document. 

Past performance is no guarantee or assurance as to the future performance, profitability or capital value of the Trust 
or its securities. Any forward looking statements included in this document are by nature subject to significant 
uncertainties, risks and contingencies, many of which are outside the control of, and are unknown to, Challenger, so 
that actual results or events may vary from those forward looking statements.  

Challenger, or persons associated with it, may have an interest in the securities or financial products mentioned in this 
document and may earn fees as a result of transactions in any such securities or financial products. 
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Highlights

• 14.4 cpu interim FY07 distribution

• FY07 distribution guidance upgraded to 32.1 cpu from 28.8 cpu

• 34.3% total return for 6 months ended 31 December 2006

• Inexus performing ahead of expectations 

• Arqiva continues to find strategic growth opportunities

• Gas distribution networks preparing for 5 year regulatory review

• NAV upgraded to $3.90, up 6.8%
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Investment performance 

CIF Relative total return performance 
- six months to 31 December 2006
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For six months ended 31 December 2006 , CIF delivered

• 29.3% price return

• 34.3% total return

34.3%

18.8%

15.0%

Source: IRESS. Base: 1 July 2006 = 100

Presenter�
Presentation Notes�
Particularly given the proceeding 12 months to this particular period, it has been pleasing to see the performance in the unit price 

Over the past 6 months we have seen the payment of the 2nd instalment and the removal of the CGF overhang. Positively as I marketed with Phil Gibb last December on Inexus, it became evident that the market’s level of interest in what is obviously such a unique asset had significantly increased. 





�
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Agenda

• Financial results 6

• Fund update 10

• Asset performance 11

• Investment strategy 17

• Outlook 18
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14.4cpuInterim distribution per security 

Distributions to security holders

EBITDA & unrealised gains/(losses) on financial instruments

Total revenue

Financial results

For period ended 31 December 2006

• 1H07 representative of the first full six month interim period for CIF

• Performance was in line with Manager’s expectation

$46.4m

$58.2m

$34.7m

Presenter�
Presentation Notes�
This is the first full six month interim period for the Fund, whilst there is no directly comparable period, performance for the 6 months was in line with expectations 

�
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FY07 distribution – guidance upgraded 

32.1c
28.8c
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FY07 distribution guidance upgraded to 32.1 cpu

Base case 
earnings 

scenario for 
investing 

$131m cash

Strong 
performance of 
Fund assets and 
release of cash 

Presenter�
Presentation Notes�
Combination of prudent management at the Fund level and confidence in the future performance of the Funds assets underpins today’s announced guidance upgrade to the FY07 distribution to 32.1cents

This will place the FY07 distribution 5.7c ahead of the initial PDS forecast �
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FY07 distribution guidance – key variances 

Inexus $38.9              $34.4  
Stronger sales in both gas and 
electricity 

Northern Gas 
Networks

$8.6                $6.5 Moved to semi annual 
distributions

Bank interest $9.2                $6.1  Higher than forecast bank 
interest 

Wales & West 
Utilities

$7.1                $10.0 Warmer weather impacted 
volumes* and one off opex

Revised Prior 
Source guidance vs guidance   Reflecting                            

($m) ($m)

* Majority of impact expected to be recovered under regulatory regime

Presenter�
Presentation Notes�
A variety of sources have contributed to the upgraded guidance but the 2 to highlight are 

Inexus and Wales and West Utilities.



Inexus’ actual gas and electricity connection sales were ahead of budget. This is a good outcome in its own right but additionally it strengthens our confidence in the ability to deliver growth in future years. 



Wales and West had a trying 6 months as the hottest summer in 300 years impacted volumes. However as providing an clear example of why we like assets in regulated industry’s, the regulatory regime under which the GDNs operate will see the majority of the weather induced revenue shortfall recovered. [?not sure what to say about one off capex – if we say anything at all????]�
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FY07 forecast distribution – sources 

Presenter�
Presentation Notes�
Inexus remains the largest contributor to the Funds FY07 distribution now contributing 16.1cpu from the previously guided 14.2 cpu



Strength of the underlying assets and resulting distributions has removed the need for CIF to use the working capital facility previously flagged in the PDS to support the payment of the FY07 distribution. 



Comfortable with the remaining cash balance post the payment of the FY07 distribution given the confidence in the assets performing in future periods. �
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Capital structure 
• 21 August 2006 - second instalment raised $420m

– $289m repaid bridge facility taking Fund gearing to zero
– $131m cash on balance sheet 
– Balance sheet in strong position to fund asset acquisitions

• 1 January 2007 – market cap increased to $730m* from $563m*
– Class B securities released from escrow 
– 50% of Class B securities converted to Class A securities
– Challenger Group remains committed substantial investor 

• 1 July 2008 – Class A and Class B securities convert to ordinary units

CIF Securities % Issued Capital Challenger Group holding
Class A 81.3% 19.0%

Class B 18.7% 18.7%

Total 100.0% 37.7%

*Unit price used $3.73 - closing price on 29 December 2006

Presenter�
Presentation Notes�
Following the payment of the 2nd instalment CIF’s balance sheet is debt free. Over the long term, it is our intention to keep the balance sheet debt free. However, as was seen with Inexus, there will be times when we will look to temporarily use the capacity on the CIF Balance Sheet in order to assist with acquiring an asset. 



Towards the end of 06, CGF sold down part of their CIF holding which they indicated was so they no longer had to consolidate CIF thru their accounts. They commented to the market at the time of the sale that they remain a committed substantial shareholder. 



CIF began 2007 with the Class B’s being released from escrow, with 50% converting to Class A’s which increased CIF’s market cap overnight to $730m from $563m using 29Dec 06 closing price of $3.73

All the A’s and B’s will convert to ordinary units on 1July 2008







�
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Asset valuations – Inexus up 12%

Asset 30 June 2006
Asset Values 

($m)

31 Dec 06 Asset 
Values
($m) 

6 month currency 
impact

Uplift in 
management 

valuation 
31 Dec 2006 

($m)

Management 
Valuation 

31 Dec 2006
($m)

Increase in 
Fair Value

Inexus 424.5 423.4 50.6 474.0 12%

Arqiva 127.5 127.1 Unchanged 127.1 0%

Wales & 
West 
Utilities

96.6 96.3 Unchanged 96.3 0%

Northern 
Gas 
Networks

96.8 96.6 Unchanged 96.6 0% 

TOTAL 745.4 743.4 50.6 794.0 6.8%

• Half year Management asset valuations 

• Inexus uplift reflects - actual performance to date for gas and electricity business 
- increased confidence in future electricity sales

*Asset values converted at $A = £0.402727 spot rate as at 31 December 2006 (vs £0.401692 spot at 30 June 2006)

Presenter�
Presentation Notes�
During the period, on the back of stronger gas and electricity sales within Inexus, we were able to see yet further evidence of this business delivering. This in turn brings confidence for future sales and respective revenue streams, particularly for the electricity business given its recent launch. 



As a result of this increased comfort in Inexus’ ability to deliver, we upgraded Inexus’ acquisition model for the actual performance to date in gas and electricity sales. We also translated the increased confidence in the outlook for the electricity connections business by bringing its discount rate back from a high teen to mid teen rate position. These upgrades resulted in a 12% increase in Inexus’ valuation. 



[?Why didn’t upgrade other assets?]

�
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Post management asset revaluation NAV per security $3.90

NAV revaluation uplift of 25 cents  per unit

Notes:
1. Net asset value per security is calculated as the total value of all CIF investments (including goodwill in Inexus), and 
foreign exchange movements, divided by the number of securities on issue at 31 December 2006
2. Asset values converted at $A = £0.402727 (vs £0.401692 spot at 30 June 2006)

$3.65

21c
(1c) $3.905c

Presenter�
Presentation Notes�
We used a similar valuation methodology to KPMG who will be conducting the valuation process for the FY07

We decided not to upgrade the Inexus acquisition model ( which KPMG used to run its valuation in June 06) as we wanted to asses Inexus under a full 12 months of ownership to gain a clearer line of sight regarding sales performance before upgrading the acquisition model. 



NAV increased independently of any valuation uplift as evident from the increase in the net operating performance ( ?DEFN?) 



�
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Inexus – maintains market leading position
• Maintains market leading position in new gas connections market in UK

– Estimated gas connections market share 60% 
(total market estimate at 120,000 new gas connections p.a.)* 

• Only active independent provider of new electricity connections in UK  
– Building on first mover advantage

Budget sales for 
12 months
Jan-Dec 06

Actual sales for 
12 months
Jan-Dec 06

Budgeted sales 
FY07

Sales for 6 months 
July – Dec 06

Gas
65,000 76,498 65,000 41,596

Electricity
20,000 27,567 23,000 17,078

Total**
85,000 104,065 88,000 58,674

* Inexus Management forecast

** For complete update on Inexus’ order book and connections base see Appendix 2

Presenter�
Presentation Notes�
It was an impressive performance from Inexus over 2006. Sales were 19,000 above the acquisition sales budget as they maintained their market leading position in the new gas connections market whilst launching the electricity offering which exceeded expectations.



Electricity has gone from a business plan when we acquired Inexus at the end of 2005, to a business with 27,000 connection sales in its first full year of operation. 



For a full stocktake of the Inexus connections base and order book, all the detail is in Appendix 2�
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Inexus – growth in order book doubled 

• Connection growth in order book 
doubled the proceeding year

• Ongoing discussion with regulator to 
lock down electricity pricing

– Expect resolution during 2007
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Electricity Order Book
New Electricity Connections in Year
Existing Electricity Connections
Gas Order Book
New Gas Connections in Year
Existing Gas Connections

Total order 
book 

2004 2005 2006

Total Sales p.a.
56,380 76,048 104,065

Total 
connections 
installed p.a.

46,408 49,872 52,714

Growth in order 
book 9,972 26,176 51,351 

Presenter�
Presentation Notes�
For the second year in a row, connections growth in the order book doubled the proceeding year. This result was clearly influenced by the strong take up of Inexus’ electricity connections offering. The significant impact that electricity has had in such a short period is evident in the chart in the blue box on Dec 06. 



[??? Value of order book = to connections in ground??? Explain why??? Ie reflecting the tightness in the housing land market in the UK ensures if one developer doesn’t build out a project another will]



The duration of the order book has increased from 2.5 years to 3.5-4 years as a result of larger projects won over 2006 and the inclusion of electricity only connections contracts being added into the mix. 



Inexus continues to work alongside the regulator to lock down an electricity pricing regime similar to that in already in place for gas.�
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Arqiva – Strategic Opportunities

• Arqiva continues to deliver a mix of income and growth

• Achieved a range of strategic outcomes in 1H07
- The leading provider of digital terrestrial operations

– Signed BBC digital contract – displaced incumbent to win

- Extended geographic reach  
– Acquired BT Satellite Services*, £25 million – extends presence into France and USA

- Expanding product offering  
– Successful mobile data trial with Metropolitan Police
– Developing integrated technology for shared systems (2G, 3G, CCTV, WiFi)

• Strategic opportunities continually arising as the move to digital 
technology across all platforms continues

* Subject to approval by Office of Fair Trading
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Gas Distribution Networks 

• Summer 2006 - hottest in 300 years 
– Resulted in lower volumes and revenue
– Regulatory regime recovers significant 

proportion of weather impacted revenue 

• December 2006 - Interim pricing review 
released. Key outcomes;

– Incorporation of pension costs in RAV 
– Gas shrinkage price risk passed through

• 2007 - 5 year regulatory review 
– Expected December 2007
– Working towards an “availability” type 

pricing structure 
14.5 15 15.5 16 16.5

1762

1727

1949

1989

1995

1826

1933

1868

1976

2006

 Degrees Celcius

Average daily temperature for the 
10 warmest and longest UK summers 

(May-Sept) 1659-2006*

* UK Met Office Press Centre 16 October 2006
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Investment strategy

North America UK Europe Australia

What is a CIF Opportunity ?

Growth orientated utility and 
infrastructure assets with:

- Long-term predictable 
income streams

- Potential for capital growth

Growth PotentialFinancial Attraction Ownership Level
•Strong cash 
generation
•Long term 
predictable cashflows

• Organic growth
• Consolidation
• Aggregation / 
Disaggregation

•Full ownership
•Majority  
ownership
•Negative control
•Strategic stakes

•Regulated 
industry or near 
monopoly market 
position
•High barriers to 
entry

Market Position
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Positive outlook 

• Focus for 2007 :-

– Inexus 
• Electricity – continued success in “dual fuel” offering 

• Water – license application with regulator 

– Arqiva
• Increasing geographic reach with approval of BT satellite acquisition* 

• Development of opportunities and technology eg mobile technology

– Gas Distribution Networks 
• 5 year regulatory review should advance pricing structure towards 

“availability” style structure

Presenter�
Presentation Notes�
There is a high degree of visibility on each of the assets respective operational outlooks providing confidence for the performance of the Fund

Organic growth continues particularly from Inexus and Arqiva

Inexus will continue to build out the electricity connections business whilst looking at other opportunities. As mentioned when Phil was here, Inexus has made an application for an ‘inset’ water licence which is the first step to looking to roll out water into the last mile offering. 

Arqiva have a number of opportunities under consideration and will no doubt find others to peruse over the coming months.

2007 will be an interesting year for the GDNs as they play the game with the regulator during the 5 year pricing review. Quietly confident that the outcomes will be reasonable as the interim pricing review proved to be

�
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Summary

• 34.3% total return for 6 months ended 30 December 2006

• FY07 distribution guidance upgraded to 32.1 cpu from 28.8 cpu

• Inexus performing ahead of expectations 

• NAV upgraded to $3.90, up 6.8%

• Maintain disciplined acquisition approach to continue to build a 

portfolio of quality assets 

Presenter�
Presentation Notes�
Confidence in outlook 

Comfort in current position 

Certainty around decisions to date being in the best interests unit holders

Continue to look for the right asset that delivers the right mix of income and growth to ensure that they are of the same quality as the existing assets within the portfolio. 

�
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Questions
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CIF contacts:

Steve Bickerton
Fund Manager
Tel: 02 9994 7327
Email: sbickerton@challenger.com.au

Josie Ashton
Investor Relations
Tel: 02 9994 7898
Email: jashton@challenger.com.au
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Appendices

1. Non consolidated assets – financials
2. Inexus – connections snapshot
3. Portfolio – asset summary
4. Portfolio – hedging summary
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Appendix 1 

Assets – financials

Revenue 
for six months 

ended Dec 2006 
($m)

EBITDA 
for six months 

ended Dec 2006 
($m)

Distribution to 
CIF for six 

months ended 
Dec 2006($m)

Inexus 38.5 23.6 34.4

Arqiva 407.3 150.9 3.3

Wales & West 
Utilities 388.6 53.1 0.9

Northern Gas 
Networks 290.0 79.2 6.5
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Appendix 2 

Inexus – Connections snapshot 

Dec-04 Dec-05 Dec-06
Growth in Connections 46,408 49,872 52,714

New Sales 56,380 76,048 104,065

Existing Gas Connections 243,618 290,026 339,567

New Gas Connections in Year 46,408 49,514 51,322

Gas Order Book 121,000 142,474 163,407

Existing Electricity Connections 0 0 331

New Electricity Connections in Year 0 331 1,392

Electricity Order Book 0 9,726 36,012

411,026 492,098 592,031

Growth rate 19.7% 20.3%

Total Connections 290,026 339,898 392,612

Total Order Book 121,000 152,200 199,419

TOTAL 411,026 492,098                                            592,031
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Appendix 3 

Portfolio – asset summary

Asset Nature of 
Regulation

UK Market 
position

Long term 
cash flow 
certainty

Ownership Growth

Inexus

Price 
regulated

Leading gas 
and only active 
gas and 
electricity 
connections 
provider 

Ongoing 
demand for 
gas

CIF majority 
stake aligned 
through co- 
ownership

Dual 
connections 
with potential 
to expand into 
other utilities

Arqiva

Regulated 
by site 
sharing 
agreement

1of 2 operators 
and high 
barriers to 
entry

Average 
contract 
length 12 
years

Board 
representation

Participation in 
digital 
switchover, 
wireless 
growth and 
mobile TV

Gas 
Distribution

Networks

Price 
regulated

Regional 
monopoly

Ongoing 
demand for 
gas

Board 
representation

Operating 
efficiency and 
capital 
management 
discipline
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Appendix 4 

Portfolio – Hedging summary

Inflation Interest rates Foreign 
exchange*

Inexus 
Direct regulated 

price adjustment 
100% of borrowings 
hedged to 2030

100% of PDS forecast 
distributions hedged to 
August 2010 at 
£1 =  A$2.4637

Arqiva
Contracted price 

adjustment
Greater than 95% of 
borrowings hedged to 
2009 then 50% for a 
further 5 years

100% of PDS forecast  
distributions hedged to 
July 2010 at 
£1= A$2.4091

Wales & West 
Utilities

Regulated WACC 100% of borrowings 
hedged to 2008 then 
greater than 85% for a  
further 5 years

100% of PDS forecast 
distributions hedged to 
July 2010 at 
£1= A$2.4091

Northern Gas 
Networks 

Regulated WACC 100% of borrowings 
hedged to 2008 then 
55% till 2027

100% of PDS forecast 
distributions hedged to 
July 2010 at 
£1= A$2.4091

* Forex contracts are struck on rolling 5 year basis
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