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CIF1 Investment Trust #1

Carrying amount

30 June 2007

Carrying amount

30 June 2006

Fair Value

30 June 2007

Fair Value

30 June 2006

$'000 $'000 $'000 $'000

Cash and cash equivalents 27,625 2,135 27,625 2,135

Trade and other receivables 431,517 440,595 431,517 440,595

Investments 776,890 399,223 776,890 399,223

Derivatives in financial instruments at fair value 9,591 - 9,591 -

Trade and other payables (11,597) (1,817) (11,597) (1,817)

Distribution payable (48,906) - (48,906) -
Interest bearing liabilities

Bank loans (225,495) - (225,495) -

959,625 840,136 959,625 840,136

CIF1 Investment Trust #2 Carrying amount Carrying amount Fair Value Fair Value

30 June 2007 30 June 2006 30 June 2007 30 June 2006

$'000 $'000 $'000 $'000

Cash and cash equivalents 52 25 52 25

Trade and other payables (113) 24 (113) 24

(61) 49 (61) 49

challenger
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Market values have been used to determine the fair value of Available for Sale investments listed above. The fair values of derivatives have been
calculated by discounting the expected future cash flows at prevailing interest rates. The fair value of receivables and payables with a remaining life of
less than one year is deemed to be the notional amount.

23. Commitments and Contingencies

Operating Leases

Inexus entered into a commercial operating lease for the rental of property on 9 Feb 2004. The lease has a life of 10 years (expires 8 Feb 2014) with

an upward rent review due 8 Feb 2009.

LBC has entered into commercial operating leases for the rental of tank storage sites in various locations. The range in lease lives is between 2 to 19

years. LBC also leases motor vehicles and commercial vehicles under operating leases. These leases have a life of 3 years.

Finance Leases

LBC holds a finance lease over property. When LBC benefits from property leases the risk of non renewal at expiration date is considered to be $nil.
Therefore the duration of leases does not impact the depreciation plans of those assets. Depreciation on Buildings is calculated using the straight line
method over their useful lives, of between 20 to 30 years.
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Details of the relevant commitments are contained below:

challenger

CIF1 Consolidated
30 June 2007

CIF1 Consolidated
30 June 2006

CIF2 Consolidated
30 June 2007

CIF2 Consolidated
30 June 2006

$'000 $°000 $°000 $°000
Lease commitments
Commitments payable in relation to leases contracted
for at the reporting date but not recognised as
liabilities:
Not later than one year 1,216 404 1,216 404
Later than one year but not later than 2 years 1,625 275 1,625 275
Later than 2 years but not later than 5 years 3,319 702 3,319 702
Later than 5 years 43,953 738 43,953 738
50,113 2,119 50,113 2,119
Representing:
Non-cancellable operating leases 45,209 2,119 45,209 2,119
Future finance charges on finance leases 4,904 - 4,905 -
50,113 2,119 50,113 2,119
Operating leases
Commitments for minimum lease payments in relation
to non-cancellable operating leases are payable as
follows:
Not later than one year 796 404 796 404
Later than one year but not later than 2 years 785 275 785 275
Later than 2 years but not later than 5 years 1,218 702 1,218 702
Later than 5 years 42,410 738 42,410 738
Commitments not recognised in the financial
statements 45,209 2,119 45,209 2,119

52

XY

63



Challenger Infrastructure Fund
Financial Report
For the year ended 30 June 2007

challenger

S

G

CIF1 Consolidated
30 June 2007

CIF1 Consolidated
30 June 2006

CIF2 Consolidated
30 June 2007

CIF2 Consolidated
30 June 2006

$'000 $'000 $'000 $'000

Financing leases
Commitments for minimum lease payments in relation
to non-cancellable financing leases are payable as
follows:
Not later than one year 420 = 420 -
Later than one year but not later than 2 years 840 = 840 -
Later than 2 years but not later than 5 years 2,101 - 2,101 -
Later than 5 years 1,543 - 1,543 -
Commitments not recognised in the financial
statements 4,904 = 4,904 -
Capital Expenditure commitments
Commitments payable in relation to capital expenditure
commitments contracted for at the reporting date but
not recognised as liabilities:
Not later than one year 35,797 32,139 35,797 32,139
Later than one year but not later than 5 years 76,529 72,593 76,529 72,593
Later than 5 years 41,697 32,701 41,697 32,701

154,023 137,433 154,023 137,433

CIF Investment Trust #1 and CIF Investment Trust # 2 do not have any commitment disclosures required.

The capital expenditure commitments are in association with the building of infrastructure with Inexus and LBC. Inexus
trenching and LBC commitments relate to tank storage facilities.

commitments relate to
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24, Employee Entitlements

Inexus

Balances for employee entitlements are $nil as annual leave and sick leave are to be used within the

year accrued.

Employees of Inexus totalled 248 at balance date.

LBC

Balances for employee entitlements are $2,585,213 due to annual leave and sick leave.
Employees of LBC totalled 626 at balance date.

Management Equity Incentive Plan - Share Based Scheme

Challenger Connections Limited (a subsidiary of the CIF Group) provides benefits to employees of IGHL
in the form of share-based payment transactions, whereby employees render services in exchange for

shares or rights over shares within IGHL.

Under the Employee Incentive Equity Scheme the employees have an option to receive their vested
shares paid as cash. As such, the Employee Incentive Equity Scheme is treated as a cash settled share-

based scheme.

The liability is measured, initially and at each reporting date until settled, at the fair value of the share
appreciation rights, by applying an option pricing model, and the extent to which the employees have

rendered services to date. Changes in fair value are recognised in the income statement.

The carrying amount of the liability relating to the cash-settled share-based payment at 30 June 2007 is

$16,656,395 (2006: $1,192,867).
LBC Pension Plans

LBC operates Pension plans in accordance with the local conditions and practices in the countries in
which it operates.

The LBC European entities are required to treat employee retirement commitments as a liability when

required by local practices. Actuarial valuations will be carried out based upon the latest employment and

social data available.

The principle actuarial assumptions used in determining pension obligations for the European plan are

shown as follows:

30 June 2007

%
Discount rate 4.3%
Estimated annual salary increase 3.0%
Retirement age 60-65 depending on personnel category or local legal age
Social Security contributions 45% or local regulations
Turnover Average rate of 3.1% depending on age group of employee
Mortality rate INSEE table TH TF 2000-2002

The overall expected rate of return on assets is determined based on the market prices prevailing on that
date, applicable to the period over which the obligation is to be settled. Funding recommendations made

by the actuary are based on a variety of assumptions such as future salary levels, mortality rates,
membership turnover and interest rates.
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The LBC US entities are required to maintain a 401(k) plan for the benefit of all employees with at least
six months of service with the company. Eligible employees may elect to make voluntary contributions to
the plan which will be matched by the company. Employees may contribute as a percentage of their
respective earnings. For each dollar contributed (up to 6% of earnings), the company will contribute an
amount of up to an additional dollar, depending on the achievement of certain company goals.

During the period since acquisition, there was no movement in the P&L in regards to the value of the
plan.

The value of the net liability attributable is presented in the following table:

30 June 2007

$'000
Benefit asset/(liability) included in the balance sheet
Present value of defined benefit obligation (3,676)
Fair value of plan assets -
Net benefit asset/ (liability) — non current (3,676)

During the one month period since acquisition there was no movement in the movement of the benefit
liability.
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25. Related Party Disclosures

a) Responsible Entity
The responsible entity of CIF is CLIL, a wholly owned subsidiary of Challenger Life Holdings Pty Limited.

b) Details of Key Management Personnel
i) Directors

The Directors of CLIL, the Responsible Entity of CIF are considered to be key management personnel.

e Stephen Gerlach Chairman

e Peter Brook (appointed 6 November 2006)
e Russell Hooper

e Tan Martens

e Greg Martin (resigned 4 August 2006)

e  Geoff McWilliam

e Tan Moore

e Peter Polson (resigned 4 August 2006)

e Paul Rogan (resigned 2 November 2006)
[ ]

Robert Woods

During the year ended 30 June 2007, directors were paid $639,150 in respect of their directorship of the
Responsible Entity. This amount includes all fees paid to the Directors of CLIL in respect of their
Responsible Entity Board and Committee duties for all trusts, including this trust.

i) Key Management Personnel

In addition to the directors noted above, the following were considered Key Management Personnel
during the period with the authority for the strategic direction and management of the Challenger
Infrastructure Fund:

e Steven Bickerton (Chief Executive — Challenger Infrastructure Fund)

e CLIL (Responsible Entity — Challenger Infrastructure Fund)

ili) Compensation of the Key Management Personnel of CIF
No amounts are paid by CIF directly to the Key Management Personnel of the Trust.

CLIL, as the responsible entity of CIF, is deemed to be the key management personnel of CIF.
Compensation paid directly to CLIL in the form of fees is disclosed in Note 25(c).

c) CLIL Fees

CLIL provides strategic management and compliance infrastructure to CIF and outsources management,
custodial and administrative functions to associated entities that are wholly owned by Challenger
Financial Services Group Limited ("CFSGL"). It is entitled to a fee under the CIF Trust Constitutions.

Challenger Management Services Limited ("CMSL") provides custodial and management services to CIF
in accordance with the CMSL Management Services Agreement ("CMSL Management Agreement”).

CGSUK holds a management agreement with the CIF Jersey Companies ("UK Management Agreement”)
whereby it will provide certain management services to the Jersey Companies as defined under the
agreement. The fees are paid by the CIF Jersey Companies directly to CGSUK for management services
performed.

A fee sharing arrangement is in place between CLIL, CMSL and CGSUK (“the Fee Sharing Agreement”).
This agreement sets out the allocation of fees payable to CLIL, CMSL and CGSUK.
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The total base fee payable to CMSL is calculated as 1% per annum of Adjusted Equity Value as at the
end of each half year period (exclusive of GST and similar foreign taxes) and is payable in securities of
CIF. Allotments of securities during the year took place on 9 October 2006 and 29 January 2007, in
respect of these fees.

The adjusted equity value is calculated as Equity Value less Uncommitted Cash where Equity Value is the
arithmetic average of the daily volume weighted average price of Class A Securities on the ASX over the
Valuation Period multiplied by the total number of Securities (including Class B Securities before 1 July
2008) outstanding at the end of the Valuation Period. The Valuation Period is defined as the first ten
business days for which the Class A Securities are quoted on an ‘ex’ basis for the Distribution whose
record date is closest to the end of the fee period. The Responsible Entity can elect that the Valuation
Period be the last 10 business days of the fee period.

All costs associated with custodial and management services are paid for by CMSL. CMSL is entitled to
recover all out of pocket expenses as included in the Management Services Agreement. CLIL is entitled
to recover costs from CIF under the Constitution.

Transactions between CLIL, CMSL and CIF are conducted on an arms lengths basis with that company as
the Responsible Entity. CLIL is an Australian Financial Services License holder.

Challenger Treasury Limited ("CTL") and Challenger Life No. 2 Limited ("CL2") are wholly owned
subsidiaries of Challenger Financial Services Group ("CFSG") and are associates of CLIL.

The attached table discloses all fees and expenses paid by CIF to CLIL, CMSL and CGSUK through the fee
sharing arrangement and payments made to CTL and CL2.
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Related Party Fees and Expenses CIF CIF CIF CIF
CIF1 CIF1 CIF2 CIF2 Investment Investment Investment Investment
Consolidated Consolidated Consolidated Consolidated Trust #1 Trust #1 Trust #2 Trust #2

30 June 2007

30 June 2006

30 June 2007

30 June 2006

30 June 2007

30 June 2006 30 June 2007 30 June 2006

$ $ $ $ $ $ $ $
a) Management Fees Paid to CLIL from CIF under
the CIF Trust Constitution and Fee Sharing
Agreement 482,559 124,226 - - 482,559 124,226 - -
b) Management Fees Paid to CMSL from CIF under
the CMSL Management Agreement and Fee Sharing
Agreement 9,131,506 2,327,928 - - 9,131,506 2,327,928 - -
c) Management Fees Paid to CGSUK under UK
Management Agreement and Fee Sharing
Agreement 36,712 31,679 - - 36,712 31,679 - -
Total Management Fees paid or payable 9,650,777 2,483,833 - - 9,650,777 2,483,833 - -
a) Transaction advisory fees paid or payable to
CMSL in respect of
(i) the acquisition of CIF assets 23,955,002 19,252,545 23,227,044 - 727,958 19,252,545 - -
(ii) establishment of CIF Acquisition Facility 1,975,000 - - - 1,975,000 - - -
b) Debt establishment fees paid to CL2 1,004,475 - 1,004,475 - - - - -
c) Interest paid to CTL in respect of equity bridge
funding as part of acquisition of Inexus - 1,632,004 - - - - - -
Total Related Party Expenses paid or payable 26,934,477 | 20,884,549 | 24,231,519 - 2,702,958 19,252,545 - -
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d) Interests in the shares and options of the company and related bodies corporate

As at the date of this report, the following related parties held the following interests in CIF:

Key CIF1 Consolidated ~ CIF1 Consolidated ~ CIF2 Consolidated A~ CIF2 Consolidated A~
Management
Personnel
30 June 2007 30 June 2006 30 June 2007 30 June 2006
Class A - Class B - Class A - Class B - Class A - Class B - Class A - Class B -
Ordinary Ordinary Ordinary Ordinary Ordinary Ordinary Ordinary Ordinary
Units Units Units Units Units Units Units Units
30-Jun- 30-Jun- 30-Jun- 30-Jun- 30-Jun- 30-Jun- 30-Jun- 30-Jun-
07 07 06 06 07 07 06 06
(*000) (*000) (*000) (*‘000) (*000) (*‘000) (*000) (*000)
CL2 (*) 41,826 44,996 39,338 89,991 41,826 44,996 39,338 89,991
S Gerlach 40 - 40 - 40 - 40 -
IM Martens 19 © 19 o 19 - 19 -
R Woods © © 72 o - - 72 -
R Hooper 40 = 40 S 40 - 40 -
I Moore 150 - 150 - 150 - 150 -
G McWilliam 25 - 25 - 25 - 25 -
P Brook © © o o - - - -
S Bickerton 89 - 75 - 89 - 75 -

*Challenger Life No.2 Limited owns 31.43% (2006: 53.89%) of CIF.

A CIF Investment Trust #1 contains the same interests as included in CIF 1 Consolidated.

AN CIF Investment Trust #2 contains the same interest as included in CIF 2 Consolidated.

challenger
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e) Related Party Loans

52
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As at the date of this report, the following related party loans were applicable to CIF 1 within the CIF
consolidated group.

Amounts drawn

Facility Borrower Lender at 30 June 2007 | Terms & Conditions
AUD65m Challenger CLIL as AUDG65,000,000 Interest payable at the rate of
Property Nominees | Responsible 7.3%
(CPN) as trustee of | Entity for CIF
the CIF Lastmile Investment
Trust Trust 1
EUR65m CPN as trustee of CLIL as EUR65,954,371 Interest free
the CIF LBC Trust Responsible
Entity for CIF
Investment
Trust 1
AUD335m CPN as trustee of CLIL as AUD227,358,089 Interest free
the CIF LBC Trust Responsible
Entity for CIF
Investment
Trust 1

As at the date of this report, the following related party loans were applicable to CIF 2 Consolidated
within the CIF consolidated group.

Amounts drawn

Facility Borrower Lender at 30 June 2007 | Terms & Conditions
AUD65m CLIL as CPN as AUD65,000,000 Interest payable at the rate of
Responsible Entity trustee of the 7.4%
for Inexus Australia | CIF Lastmile
Holdings Pty Trust
Limited
AUD298m CLIL as CPN as AUD263,411,825 Interest free
Responsible Entity trustee of the
for Inexus Australia | CIF Lastmile
Holdings Pty Trust
Limited
EUR65m CLIL as CPN as EUR65,954,371 Interest free
Responsible Entity trustee of the
for Challenger LBC | CIF LBC Trust
Terminals Australia
Pty Limited
AUD335m CLIL as CPN as AUD227,358,089 Interest payable at the rate of

Responsible Entity
for Challenger LBC
Terminals Australia
Pty Limited

trustee of the
CIF LBC Trust

7.0%

Junior Facility
EUR70,000,000

Challenger LBC
Terminals Holding
Company Limited

Challenger
Life No. 2

EUR40,000,000

Interest is cash margin +
EURIBOR + mandatory costs.
Cash margin being 0% within
6 months of completion and
4.5% thereafter.

Mandatory costs

means percentage rate per
annum calculated by the Agent
in accordance with Schedule 3
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f) Related Party Derivative Contracts
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As at the date of this report, the following related party derivative contracts were outstanding between
CIF and its controlled entities and Challenger Life No.2 Limited.

Entity Notional - AUD | Notional - GBP Rate Maturity date
CIF North of England 27,366,961 11,347,186 0.415086 30 June 2010
Gas Trust

CIF Wales & the West 39,484,456 16,389,440 0.415086 30 June 2010
Gas Trust

CIF UK Towers 42,797,168 17,764,499 0.415086 31 July 2010
Trust

Inexus Australia 119,201,603 48,382,977 0.405892 12 August 2010
Holdings Co Pty Ltd

g) Related Party Guarantees

As at the date of this report, the following related party guarantees were applicable to CIF and its

controlled entities.

CIF North of
England Gas Trust

CPN as trustee for
CIF Wales and the
West Gas Trust

CPN as trustee for
CIF Lastmile Trust

CLIL as
Responsible Entity
for CIF Investment
Trust 2

Inexus Australian
Holdings Co Pty
Limited

(Australia)
Limited,
Commonwealth
Bank of
Australia

Challenger LBC
Terminals Australia
Pty Limited
guarantees, jointly
and severally, the
obligations of
Challenger Listed
Investments Limited
as RE of CIF
Investment 1 (as
borrower) and certain
other security
providers within the
CIF group

Facility involving | Other Guarantor Total Facility
| guarantee Contractual Party | Borrower Lender relationship Commitment

Challenger CPN as trustee for | CLIL as The Royal CLIL as Responsible | $245,000,000

Infrastructure CIF UK Towers Responsible | Bank of Entity for CIF

Fund Acquisition Trust Entity of the | Scotland plc, Investment Trust 2,

Facility CIF Australia Inexus Australian

CPN as trustee for | Investment | Branch, BOS Holdings Co Pty
Trust 1 International Limited and
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26. Statement of Cash Flows
Reconciliation of Profit/(Loss) after tax to Net Cash Flows from Operating Activities
CIF CIF CIF CIF
CIF1 CIF1 CIF2 CIF2 Investment Investment Investment Investment
Consolidated Consolidated Consolidated Consolidated Trust #1 Trust #1 Trust #2 Trust #2

30 June 2007

30 June 2006

30 June 2007

30 June 2006

30 June 2007

30 June 2006

30 June 2007

30 June 2006

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Profit/(Loss) after income tax 40,316 (20,685) (3,107) (23,892) 82,349 33,280 2 1
Depreciation 17,591 9,223 17,591 9,223 - - - -
Amortisation 2,443 3,451 1,578 1,326 - - - -
Unrealised movements in employee share scheme 16,140 1,144 16,140 1,144 - - - -
Unrealised losses/(gains) on foreign currency
derivatives (23,795) 10,168 (6,446) 4,114 (9,593) - - -
Unrealised losses/(gains) on inflation derivative
contracts (26,991) 3,643 (26,991) 3,643 - - - -
Other 10,227 - 1,576 - 9,615 - - -
Change in assets and liabilities
Increase in receivables (11,615) (5,561) (10,697) (3,767) (13,013) (20,659) (121) -
Increase in payables and other liabilities 22,794 41,697 22,293 41,632 2,050 2,507 - -
Net cash flow from operating activities 47,110 43,080 11,937 33,423 71,408 15,128 (119) 1
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27. Auditors Remuneration
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CIF1
Consolidated

30 June 2007

CIF1
Consolidated

30 June 2006

CIF2
Consolidated

30 June 2007

CIF2
Consolidated

30 June 2006

CIF Investment
Trust #1

30 June 2007

CIF Investment
Trust #1

30 June 2006

CIF Investment
Trust #2

30 June 2007

CIF Investment
Trust #2

30 June 2006

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Amounts received or receivable by Ernst & Young
for:
Audit or review of the financial report of the
consolidated entity 286 213 189 156 97 40 - -
Taxation services = 887 - - - 887 - -
Due diligence services - 1,909 - 271 - 1,638 - -
Total Amounts received or receivable by
Ernst & Young 286 3,009 189 427 97 2,565 - -
Amounts received or receivable by KPMG for:
Audit or review of the financial report of LBC 80 - 80 - - - - -
Amounts received or receivable by KPMG 366 3,009 269 427 97 2,565 - -
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28. Investments in Controlled Entities
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Controlling Year end Country of incorporation Class of Equity holding
Parent Entity shares/securities 30 June 2006
%
Name of entity
CIF UK Towers Trust CIF 1 30 June Australia Ordinary 100
CIF North of England Gas Trust CIF 1 30 June Australia Ordinary 100
CIF Wales and the West Gas Trust CIF 1 30 June Australia Ordinary 100
Challenger Towers Limited CIF 1 30 June United Kingdom Ordinary 100
Challenger Northern Gas Limited CIF 1 30 June United Kingdom Ordinary 100
Challenger Wales & West Gas Limited CIF 1 30 June United Kingdom Ordinary 100
CIF Australian Lastmile Holding Company Pty Limited CIF 2 30 June Australia Ordinary 100
CIF Last Mile Trust CIF 1 30 June Australia Ordinary 100
Challenger Connections Top Company Limited CIF 2 30 June United Kingdom Ordinary 80
Challenger Connections Mid Company Limited CIF 2 30 June United Kingdom Ordinary 80
Challenger Connections Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus Group (Holdings) Limited CIF 2 30 June United Kingdom Ordinary 80
Independent Pipelines Limited CIF 2 30 June United Kingdom Ordinary 80
Connect Utilities Limited CIF 2 30 June United Kingdom Ordinary 80
Quadrant Pipelines Limited CIF 2 30 June United Kingdom Ordinary 80
Independent Metering Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus (EST) Limited CIF 2 30 June United Kingdom Ordinary 80
Independent Power Networks Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus Group Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus (Licence) Limited CIF 2 30 June United Kingdom Ordinary 80
Inexus Employee Benefit Trust CIF 2 30 June United Kingdom Ordinary 80
Challenger Employee Share Ownership Plan Trust CIF 2 30 June United Kingdom Ordinary 80
Inexus Gas Infrastructure (Holdings) Limited CIF 2 30 June United Kingdom Ordinary 80
(formerly Anglian Connections Limited)
Inexus (Services) Limited CIF 2 30 June United Kingdom Ordinary 80
Envoy Asset Management Limited CIF 2 30 June United Kingdom Ordinary 80
LBC Holdings LLC CIF 2 31 December United States of America Ordinary 66
LBC Acquisition Corporation Inc CIF 2 31 December United States of America Ordinary 66

52
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28. Investments in Controlled Entities (continued)
Controlling Year end Country of incorporation Class of Equity holding

Parent Entity

shares/securities

30 June 2006

%

Name of entity

LBC Operations LLC

LBC Houston LP

LBC Baton Rouge LLC

LBC Finance SARL

LBC Luxembourg SARL

LBC Luxembourg Holding SCA

LBC Belgium Holding NV

LBC Antwerpen NV

LBC-ERTISA Tankterminal Antwerpen NV
LBC Rotterdam BV

LBC France Holding SAS

LBC France SAS

LBC SA

LBC Sotrasol SA

Sogestrol SAS (LBC Sogestran)

LBC Nantes SA

LBC Marseille-Fos SAS

Terlig SA

Terquisa SA

LBC Tanquipor SARL

Challenger LBC Terminals Jersey Limited
Challenger LBC Terminals Holding Company Limited
Challenger LBC Terminals Limited
Challenger LBC Terminals LLC
Challenger LBC Terminals Australia Pty Limited
CIF LBC Trust

CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 2
CIF 1

31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December
31 December

United States of America
United States of America
United States of America

Luxembourg
Luxembourg
Luxembourg
Belgium
Belgium
Belgium
Netherlands
France
France
France
France
France
France
France
Spain
Spain
Portugal

United Kingdom

Malta
Malta

United States of America

Australia
Australia

Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary

66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
66
100
100
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Acquisition of Controlled Entities

LBC Holdings LLC (LBC)

On 1 June 2007 CIF completed the acquisition of 66% of the issued

consolidated into the results of CIF.

Net fair value assets and liabilities acquired

challenger

52
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capital of LBC. As a result, LBC is a controlled entity which is required to be

1-June-07
$'000
Cash 71,172
Property, plant and equipment 804,930
Receivables 46,855
Other Assets 24,766
Payables and other liabilities (114,281)
Deferred Tax Liabilities (160,685)
Outside Equity in controlled entity (10,202)
Total 662,555
Goodwill recognised on acquisition 446,140
1-June-07
$'000
Consideration:
Consideration before costs 1,028,487
Acquisition costs 80,208
Total Cost of Business Combination 1,108,695
1-June-07
$'000
Cash Outflow on acquisition of Controlled Entities:
Net cash acquired with subsidiary 71,172
Consideration before costs (1,028,487)
Transaction costs (80,208)
Total Cash Outflow (1,037,523)

The goodwill on acquisition of LBC is provisional and will be finalised during the 12 months following acquisition date.
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Funding of CIF’s investment in LBC

CIF funded the acquisition of LBC by the use of uninvested cash of $106m raised through the equity placement completed in April 2007 and a $230
million drawdown from the CIF Acquisition Facility.

From the date of acquisition, LBC has contributed a loss after tax of $0.1m to the net profit of CIF 1 consolidated.

29. Events subsequent to balance date
Entitlement Offer

On 18 June 2007, CIF lodged a Product Disclosure Statement with ASIC for a fully underwritten 1 for 4 non-renounceable Entitlement Offer of Class A
Securities to raise approximately $262 million. This resulted in the issuance of 69,070,473 Class A units at an offer price of $3.80 per security. The
initial allotment date was 5 July 2007 with the final allotment date being 19 July 2007. The proceeds from the Entitlement Offer were used to
strengthen CIF’s balance sheet position by repaying debt facilities that were drawn down to partially fund the acquisition of LBC. New Class A
Securities issued under the Entitlement Offer rank equally with existing Class A Securities.

On 27 July 2007, the $230 million Acquisition Facility was repaid in full from the proceeds of the Entitlement Offer.

The directors are not aware of any other matter or circumstance not otherwise dealt with in the financial report that has occurred since the period end
that has significantly affected the operations of CIF or the state of affairs in periods subsequent to the period ended 30 June 2007.

30. Contingencies

As at balance date there are no material contingent liabilities or contingent assets (2006: Nil).
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Statement by the Directors of the Responsible Entity of CIF

On the Financial Report of the Challenger Infrastructure Fund

In accordance with a resolution of the directors of Challenger Listed Investments Limited (the
Responsible Entity of the CIF Investment Trust 1 and CIF Investment Trust 2, collectively known as the
Challenger Infrastructure Fund (“*CIF")), I state that:

1.

(a)

(b)

In the opinion of the directors:

The financial statements and notes of the Challenger Infrastructure Fund are in accordance with
the Scheme Constitutions and the Corporations Act 2001, including:

(i) giving a true and fair view of the CIF Investment Trust 1, CIF Investment Trust 2 and the
consolidated entity’s financial position as at 30 June 2007 and of its performance for the
year ended on that date; and

(ii)  complying with Accounting Standards and Corporations Regulations 2001; and
There are reasonable grounds to believe that the Challenger Infrastructure Fund will be able to pay

its debts as and when they become due and payable.

This declaration has been made after receiving the declarations required to be made to the
directors in accordance with Section 295A of the Corporations Act 2001 for the financial period
ending 30 June 2006.

//{'fg.&u{.w

Director
Sydney
15 August 2007
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Independent auditor’s report to the unitholders of Challenger Infrastructure
Fund

We have audited the accompanying financial report for the stapled securities CIF Investment Trust
1 and CIF Investment Trust 2 collectively known as the Challenger Infrastructure Fund (CIF) and
the entities they controlled during the year, which comprises the balance sheet as at 30 June 2007,
the income statement, statement of changes in equity and cash flow statement for the year ended on
that date, a summary of significant accounting policies, other explanatory notes and the directors’
declaration.

Directors’ Responsibility for the Financial Report

The directors of the Responsible Entity for CIF are responsible for the preparation and fair
presentation of the financial report in accordance with the Australian Accounting Standards
(including the Australian Accounting Interpretations) and the Corporations Act 2001. This
responsibility includes establishing and maintaining internal controls relevant to the preparation and
fair presentation of the financial report that is free from material misstatement, whether due to fraud
or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted
our audit in accordance with Australian Auditing Standards. These Auditing Standards require that
we comply with relevant ethical requirements relating to audit engagements and plan and perform
the audit to obtain reasonable assurance whether the financial report is free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the financial report, whether due to fraud or
error. In making those risk assessments, we consider internal controls relevant to the entity’s
preparation and fair presentation of the financial report in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal controls. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates made by the directors of
the Responsible Entity, as well as evaluating the overall presentation of the financial report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Independence
In conducting our audit we have met the independence requirements of the Corporations Act 2001.

We have given to the directors of the Responsible Entity a written Auditor’s Independence
Declaration, a copy of which is included in the directors’ report.

Liability limited by a scheme approved under
Professional Standards Legislation
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Auditor’s Opinion

In our opinion, the financial report of Challenger Infrastructure Fund is in accordance with:
(a) the Corporations Act 2001, including:

(1) giving a true and fair view of the financial position of CIF and the consolidated
entities as at 30 June 2007 and of their performance for the year ended on that date;
and

(i)  complying with Australian Accounting Standards (including the Australian
Accounting Interpretations); and

(b)  other mandatory financial reporting requirements in Australia.

éw "ij

Emst & Young

e (-

Graeme McKenzie
Partner
Sydney

15 August 2007





