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Important notice

Challenger Listed Investments Limited

(ABN 94 055 293 644) (AFSL 236887) (CLIL) is the
Responsible Entity of CIF Investment Trust 1

(ARSN 114 139 703) and CIF Investment Trust 2
(ARSN 114 139 632) which together form the
Challenger Infrastructure Fund (CIF).

CLIL, as the responsible entity of CIF, has prepared this
report based on information available to it. The
information in this report should be regarded as general
information only. Nothing contained in this report
constitutes investment, legal, tax or other advice. It has
been prepared without taking account of any person’s
objectives, financial situation or needs. Recipients should,
before acting on any such information, 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.

Any investment in CIF is subject to investment risk
and other risks, including possible loss of income and
principal invested. None of CLIL, Challenger Management
Services Limited (ABN 29 092 382 842) (CMSL),
Challenger Financial Services Group Limited

(ABN 85 106 842 371) (Challenger) or any other
member of the Challenger Group gives any guarantee
or assurance as to the performance of CIF or the
repayment of capital. Nothing in this report should be
considered a solicitation, offer or invitation to buy,
subscribe or sell any financial products.

All reasonable care has been taken to ensure that the
facts stated and opinions given in this report are fair and
accurate. To the maximum extent permitted by law, the
recipient releases CLIL, each member of the Challenger
Group, their directors, officers, employees,
representatives and advisers 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 report.

Any forward-looking statements included in this report
involve subjective judgement and analysis and are subject
to significant uncertainties, risks and contingencies, many
of which are outside the control of, and are unknown to,
CLIL. In particular, they speak only as of the date of these
materials, they assume the success of CIF's business
strategies, and they are subject to significant regulatory,
business, competitive and economic uncertainties and
risks. Actual future events may vary materially from
forward-looking statements and assumptions on which
those statements are based. Given these uncertainties,
recipients are cautioned not to place undue reliance on
such forward-looking statements.

Any past performance information provided in this report
is not a reliable indication of future performance.

CLIL does not receive any specific remuneration for any
general advice which may be provided to you in this
report. However, CLIL and CMSL receive trustee and
management fees as issuer and manager of CIF,
respectively. For more details on fees, please refer to

the Financial report in this report and additional
information on the ASX website www.asx.com.au.
Financial advisers (including some Challenger group
companies) may receive fees or commissions if they
provide advice to you or arrange for you to invest in a
Challenger product (including CIF). CLIL and its associates
may have an interest in the financial products referred to
in this report and may earn fees or other benefits as a
result of transactions in any such financial products.

Members of the Challenger Group and their officers and
directors may hold securities in CIF from time to time.
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Operating within highly requlated environments, the Fund’s
assets have generated cash flows.
Management expertise at both the Fund and asset level has
led to the identification of additional operating efficiencies.
Importantly, it has also provided the opportunity to

, particularly
in Inexus, in which CIF has a controlling interest.
These factors contributed to the generation of sound,
recurring revenues and positive valuation movements
for all assets in the CIF portfolio. The of the
Fund'’s existing assets has provided a solid platform from
which to in the

year ahead.
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Chairman’s letter

Dear securityholders,

| am pleased to present the first annual report for the Challenger Infrastructure Fund (CIF or the Fund) following its
listing on the Australian Stock Exchange on 19 August 2005.

Upon listing, the Fund held three seed investments in Wales and West Utilities (8.6% interest), Northern Gas Networks
(5.8% interest) and Argiva (6.3% interest). These investments were attractive investments for the Fund as they met
several key investment objectives, including the generation of stable cash flows via long-term contracts and/or highly
transparent regulatory pricing structures.

The seed investments have all performed in line with expectations, and have all experienced a valuation uplift since
they were acquired by the Fund.

The purchase of an 80.3% interest in Inexus on 31 August 2005 marked the first investment in which CIF holds a
majority ownership position, presenting the Fund with an opportunity to enhance its distribution profile and providing
a strong platform from which to generate future returns. Inexus’ operating performance has been strong, with new gas
and electricity connection sales exceeding forecasts. The high degree of revenue certainty and continued organic
growth has contributed to a 12.4% uplift in valuation in the 10 months since this asset was acquired.

The Fund distributed a total of 14.2 cents per unit for the period, in line with the forecasts in the Entitlement Offer
Product Disclosure Statement issued on 19 October 2005.

Receipt of the second instalment proceeds of $420 million in August 2006 has refreshed the Fund’s borrowing capacity
and provided a further $131 million of cash to fund new investment opportunities.

The Fund’s security price traded below the issue price during the period, driven by a number of factors including the
current position in the investment cycle, uncertainty regarding interest rate movements and competition for equity

by a number of other infrastructure funds launched during the period. As CIF continues to build on its track record

in infrastructure investment and management we believe that its strong underlying asset portfolio, disciplined
investment strategy and focus on maximising investor returns should increase its appeal to a broader range of investors.

In the year ahead, CIF will continue to focus on extracting further value from its existing assets and sourcing new
opportunities consistent with its investment criteria.

On behalf of the Board of Challenger Listed Investments Limited, | would like to thank you for your support of the
Challenger Infrastructure Fund.

Yours sincerely,

Stephen Gerlach

Chairman

Challenger Infrastructure Fund Annual Report 2006 3



Chief Executive’s report

Dear securityholders,

In its first year of operation, Challenger Infrastructure
Fund (CIF or the Fund) has delivered financial performance
ahead of expectations, underpinned by a combination of
strong regulated and contracted operating cash

flows from its portfolio of quality infrastructure assets.

The Fund currently has interests in four assets, three of
which were acquired as seed assets at the time of the
initial public offering. These assets provided a solid
foundation for the Fund, operating in markets where they
have significant competitive advantages, and providing
exposure to highly regulated and/or contracted revenue
streams. The acquisition of an interest in the Fund’s fourth
asset, Inexus, added a new dimension to the Fund,
providing a sound recurring revenue base with significant
organic growth potential.

The composition of the Fund’s portfolio is detailed in the
pie chart below. A full description of each of the assets
in the portfolio commences on page 7 of this report.

CIF portfolio composition

Wales and
West Utilities 13.0%

Inexus 57.1%

Northern Gas
Networks 12.7%

Argiva 17.2%
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Distribution

Consistent with the forecast in the Entitlement Offer
Product Disclosure Statement (PDS) issued on 19 October
2005, CIF has paid a distribution for the period to 30 June
2006 of $34.1 million, equating to 14.2 cents per security.
A total of 81.5% of this distribution was tax deferred.

Financial results

The Fund’s earnings before interest, tax, depreciation and
amortisation (EBITDA) of $56.7 million was $9.8 million
higher than the PDS forecast of $46.9 million. After taking
into account one-off impacts, the Fund’s normalised
EBITDA of $49.5 million was $2.6 million above the PDS
forecast. The key variances to the PDS forecast were higher
than forecast investment revenues from the seed assets
(including one-off items), receipt of interest income from
cash held on balance sheet, higher gross profits from
Inexus and higher than forecast realised gains from
favourable currency movements. These factors were
partially offset by higher operating expenses within Inexus.

The Fund generated a net loss after tax of $20.7 million
for the period ended 30 June 2006. This was better
than the forecast net loss of $28.4 million in the PDS.

Summary of key financial results for period ended
30 June 2006

PDS

Actual forecast
Total revenue ($m) 82.6 71.6
EBITDA ($m) 56.7 46.9
Normalised EBITDA ($m) 49.5 n/a
Net loss after tax ($m) (20.7) (28.4)
Distributions to securityholders ($m) 34.1 34.1
Distribution per security (cents) 14.2 14.2




A detailed comparison of the Fund’s financial
performance against PDS forecasts is contained in the
Financial results section of this report (pages 17-20).

Capital structure

The Fund’s initial public offering (IPO) in August 2005
raised a total of $630 million, payable in two equal
instalments. The $315 million in proceeds from the first
instalment were used to fund the acquisition of the seed
assets and issue costs associated with the IPO.

The Fund undertook an Entitlement Offer for a further
$210 million in October 2005, also on an instalment
basis. The first $105 million instalment was used to
partially fund the Inexus acquisition. The remainder of
this acquisition was funded via an initial draw on the
bridging debt facility of $294.5 million.

Receipt of the $420 million proceeds of the second
instalments from the IPO and the Entitlement Offer on
21 August 2006 were used to pay down the bridging
debt facility. The remaining $131 million will be available
to fund future investments that meet the Fund’s
investment criteria.

Stable asset performance

Operating within stable regulatory environments,

CIF's assets have generated predictable cash flows.

As illustrated in the pie chart below, over 87% of the
Fund’s revenue for the period was derived from regulated
or contracted income. This percentage is expected to rise
above 90% in 2007 as revenues from Inexus are derived
for a full 12 month period and its new gas connection
sales from prior periods are built out.

CIF portfolio by revenue source

Other
revenue 13%

Contracted
revenue 35%

Regulated
revenue 52%

The generation of strong inflation hedged revenues within
the assets was complemented during the year by the
identification of new sources of revenue and the
realisation of operating efficiencies.

Management expertise at both the Fund and asset level
provided the opportunity to capitalise on new growth
opportunities, particularly in Inexus and Argiva. The
ongoing renewal of the Inexus gas connection order book
via new gas connection sales, combined with the
promising take-up of the ‘dual-connection’ offering of
both gas and electricity connections, supports strong
forecast growth in Inexus’ recurring revenue base. Argiva
has broadened its revenue base, predominantly through
capitalising on opportunities created by digital switchover,
and also through participation in growth in wireless
communication.

Importantly, management have also identified additional
operating efficiencies, particularly in the gas distribution
networks, where the transition from public to private
ownership has resulted in an increased focus on
operational efficiency and capital management discipline.

Asset valuation uplift

The Fund’s assets were independently valued during the
period. The growing revenue base within each asset,
together with the development of new organic growth
opportunities, particularly within Inexus, has contributed
to an overall positive portfolio valuation uplift of 8.0%.

Notably, the 12.4% increase in the value of Inexus was
due to growth in its gas connections base during the
period, greater certainty around completion of the order
book and the substantial level of electricity connection
sales following the launch of this component of the
business in 2005. Whilst accounting standards preclude
the recognition of any uplift in the Inexus valuation on the
CIF balance sheet, this valuation supports the valuation of
Inexus on acquisition and highlights the significant organic
growth potential within this business.
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Chief Executive’s report

Uplift from asset valuations

Carrying value

Carrying value

CIF of investment of investment
ownership pre-valuation  post-valuation Uplift from

interest uplift uplift independent valuation

% $m $m $m %

Argiva 6.3 126.5 127.5 1.0 0.8
Northern Gas Networks 5.8 90.6 94.4 3.8 4.2
Wales and West Utilities 8.6 92.8 96.6 3.8 4.1
Inexus 80.3 377.8 4245 46.7 12.4
Total 687.7 743.0 55.3 8.0

* Asset valuations were undertaken in GBP and converted to AUD at 2.4890.

Details of the valuation results are contained in the

table above.

Following this revaluation uplift, the Fund’s net asset
value per security’ increased $0.23 to $3.65 at 30 June

2006.

Positive outlook

The Fund’s outlook is positive. Its portfolio of assets

The Fund remains on track to deliver on its distribution

guidance for the 2007 financial year of 28.8 cents

per security?.

Infrastructure Fund.

Yours sincerely,

—dere Ruale

continues to generate highly predictable cash flows from

the strong, recurring revenue base which exists within
each asset. In addition, opportunities for revenue growth

Steve Bickerton
Chief Executive

are being driven by the identification of both operational
efficiencies and in the case of Inexus and Argiva,

expansion into new markets.

CIF's experienced team will continue to source global
investment opportunities in growth oriented utilities and
infrastructure, backed by the Fund’s strong balance sheet

and clear investment mandate.

Thank you for your support of the Challenger

' Net asset value per security is calculated as the total value of all CIF investments including the valuation increase in Inexus and foreign exchange
movements, divided by the number of securities on issue at 30 June 2006.

2 Assumes $131 million of second instalment proceeds held as cash and earning cash rate.
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Inexus

CIF owns 80.3% of Inexus.

Inexus is the leading independent

gas transporter (IGT) in the United
Kingdom (UK), providing the ‘last mile’
of gas connections to existing and
new dwellings. Revenue is derived
from charging the gas shippers an
‘access charge’ to ship their gas to
customers through Inexus’ ‘last mile’
gas connections network.

Inexus derives its revenue from
ownership of existing gas
connections. This revenue is highly
predictable, with the ‘access charge’
paid by gas shippers subject to
regulation by the UK Office of Gas
and Electricity Markets (Ofgem).
Under legacy settlement
arrangements that Inexus has entered
into with Ofgem, this ‘access charge’
has been fixed in real terms and
indexed to inflation for all revenues
contracted prior to 1 January 2004.
This pricing regime will remain in
place for the majority of legacy
assets until December 2018.

For all connections contracted post-
1 January 2004, Ofgem benchmarks
the price that an IGT can charge
against the level that the incumbent
national gas transporter, National
Grid Transco, prices its own gas
connections.

Growth in Inexus’ revenue is
generated by building of connections
for new dwellings, which once
completed and in the ground

add to Inexus’ recurring revenue
base. Revenue growth is therefore
highly predictable over the medium
term, with the lag between the sale
of a connection (when developers
are beginning their project) and its
eventual construction essentially
providing a rolling two to three year
transparent outlook for growth in
the recurring revenue base.

The chart below illustrates the high
degree of predictability of future
revenues. Over time, it is possible to
predict the revenue from the existing
connections, and the additional
revenue as the newly built
connections transfer from the order
book to the existing connections
revenue base.

Inexus total connections and sales
600,000 —

500,000
400,000
300,000
200,000

100,000

The stability of the order book over
time is a reflection of new connection
sales made each year. The order book
is continually renewed via new sales
as construction of existing orders

is completed.

As the revenue per connection is

set by the regulator, competition for
construction of new connections
(and the associated future revenue
stream) is based on the price at
which each transporter can bid to
developers. Ownership of the largest
independent gas connections base
in the UK provides Inexus with
significant scale advantages when
bidding for new connection
contracts. As a scaleable business,
the construction of each additional
connection improves the fixed cost
leverage across its operating
platform, effectively reducing the cost
per connection that Inexus can bid
for construction of new connections
with developers.

Total
order book

0

Dec-02

B Existing gas connections

Dec-03

New gas sales

Dec-04

New gas connections in year

Dec-05 Jun-06*

M Gas order book

B Electricity order book

* The June 2006 new gas sales and new electricity sales are for six months only.
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Contribution to CIF's performance

Revenues from Inexus are indexed to inflation, and borrowings have been
100% hedged for a 25 year period. CIF's forecast distributions from Inexus
are protected from foreign exchange rate fluctuations with a rolling five

year foreign exchange hedge.

Key results

30 June 2006

Distribution to CIF ($m)

9.3

Value of CIF's interest ($m)

424.5

CIF's distribution from Inexus was $9.3 million for the 2006 financial year,
marginally above the PDS forecast of $9.2 million.

CIF's share in Inexus was independently revalued at 30 June 2006, with
an uplift of 12.4% in value recorded since its acquisition in August 2005
(after the exclusion of the impact of foreign exchange movements).

The Inexus management team has a
reputation for quality and innovation.
As a pioneer of the independent gas
transport market, Inexus has
developed a strong relationship with
new dwelling developers and the
regulator. Recently, the Inexus
management team has devoted
significant energy to the
development of the independent
electricity connections market.
Currently, Inexus is the only active
licensed and accredited Independent
Distribution Network Operator (IDNO)
for the provision of new electricity
connections within the UK. Inexus’
ability to offer a bundled gas and
electricity connection to developers
is a key competitive advantage when
bidding for new contracts with
developers, and is expected to drive
growth in new electricity and gas
connection sales in the future.
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Performance

At 30 June 2006, Inexus had 365,000
gas connections, and retained its
market leading position in new gas
connection sales throughout the year.
For the first six months of the 2006
calendar year, new gas connection
sales have totalled 34,854, and Inexus
remains on track to meet budgeted
new gas connection sales of 66,000
for the 2006 calendar year.

The launch of the electricity
connections business in 2005 has
seen promising take-up

by developers. For the six months

to 30 June 2006, 10,537 electricity
connection sales were made. This

is above Inexus’ expectations, with
this division well placed to meet its
initial forecasts for the 2006 calendar
year of 20,000 connections.

Outlook

The outlook for Inexus remains
strong. The existing recurring revenue
base and significant order book
provides a high level of predictability
around future revenues. Inexus’
dominant position in the market for
new gas connection sales remains
stable, underpinned by its
competitive cost advantages in bid
pricing for new connections and the
positive outlook for construction of
new dwellings in the UK over the
medium term.

Electricity sales are progressing ahead
of expectations, with the bundling of
gas and electricity connections during
the dwelling construction phase
proving an attractive option for
developers. The finalisation of the
regulated pricing regime for this
market in the next 12 months should
provide greater certainty around the
future revenues from this division.

In the year ahead, the Inexus
management team will continue to
focus on maintaining its market share
in new gas connection sales and
enhancing operating efficiencies to
further leverage its fixed cost base.
This will be supported by the growing
momentum in electricity connection
sales, and the exploration of further
opportunities to "bundle’ utility
services in the ‘last mile’ network.



Inexus

Regulated industry: The IGT sector is regulated by Ofgem, which regulates the price that IGTs can charge gas
shippers to pass gas through the connection. Existing connections contracted prior to 1 January 2004 are subject
to a legacy pricing settlement that will remain in place until December 2018. For all connections contracted from

1 January 2004, Ofgem benchmarks the price that the IGT can charge against the level that the incumbent national
gas transporter, National Grid Transco, prices its own gas connections.

Market position: Inexus is the leading independent transporter of ‘last mile’ gas connections to new dwellings
in the UK. Once built, the transporter has a monopoly on the gas pipes that connect the dwellings to the gas
distribution networks.

Long-term, predictable cash flows: Energy suppliers pay Inexus an ‘access charge’ to use Inexus’ connections
to access their own customers. Revenues are highly regulated and indexed against inflation, ensuring maintenance
of real income.

Growth potential: The certainty implicit in the order book on a two to three year basis provides continual growth
in the recurring revenue stream. In addition to the traditional gas connections business, Inexus will generate further
organic growth via the rollout of its ‘dual connection’ offering of gas and electricity. Further growth potential may
also exist in bundling additional utility connections within the Inexus offering.

Ownership: CIF has a controlling interest in Inexus, providing it with opportunity to participate in strategic decision
making within the business, and to leverage its operating platform to explore future opportunities within the UK
utilities sector. CIF co-invests in Inexus alongside the Inexus management team, who via its equity interest has a
long-term alignment to CIF's core objective of maximising returns from this asset.
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Argiva

CIF owns 6.3% of Argiva.

Argiva is one of the two leading
national broadcast transmission and
site leasing infrastructure operators
in the UK.

Argiva derives the majority of its
revenue from the leasing of its
broadcast towers, teleports and
wireless sites on long-term contracts
to transmitters of analogue and
digital broadcast content and wireless
communication providers in the UK.
In addition, Argiva derives revenue
through the provision of broadcast
and wireless communication related
design, construction and maintenance
services to its customers. Argiva’s
customers include all major
commercial television and radio

broadcasters, the leading UK mobile
wireless operators and a range of
public safety organisations (including
police, fire, ambulance and
coastguard services).

Argiva has five revenue-generating
divisions; terrestrial media, satellite
media, wireless solutions, public
safety and mobile media.

The terrestrial media division
provides analogue and digital
broadcast services to television and
radio broadcasters. This division
primarily generates its revenues from
leasing space on its broadcast towers
and the transmission of broadcast
content. By 2012, the UK
Government has determined that
the switch from analogue to digital

Contribution to CIF's performance

Revenues from Argiva are partially indexed to inflation and 95% of Argiva’s
borrowings are hedged until 2009, with additional hedges in place over
50% of forecast borrowings for a further five years. CIF's forecast
distributions from Argiva are protected from foreign exchange

rate fluctuations with a rolling five year foreign exchange hedge.

Key results

30 June 2006

Distribution to CIF ($m)

18.5

Value of CIF's interest ($m)

127.5

CIF's distribution from Argiva was $18.5 million for the 2006 financial year.
This was $1.7 million above the $16.8 million forecast in the PDS as a result
of stronger than expected operating performance.

CIF's share in Argiva was independently revalued at 30 June 2006, with
an uplift of 0.8% in value recorded since its acquisition in August 2005
(after the exclusion of the impact of foreign exchange movements).
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terrestrial television will be complete.
Argiva is using this period of change
to leverage into long-term digital
contracts with broadcasters.

The satellite media division
provides media content management
and distribution services for 500
satellite services globally, including
180 channels on BSkyB. Revenue is
generated through the provision of
broadcasting satellite content
through four teleports located within
the UK and leveraging off Argiva’s
70 major uplinks, studios, post
production, outside broadcast and
playout facilities.

The wireless solutions division
provides wireless infrastructure
systems and services to mobile
telecoms, broadband and transport
industries. Revenue is generated from
long-term contracts with wireless
providers who pay rent for the use

of Argiva‘s 2,400 towers, masts and
managed sites, enabling the provision
of their wireless network. Additional
revenue is also generated through
the design, planning and installation
of customer equipment and
antennae on Argiva’s towers.



The public safety division is the
leading provider of frontline
communications services and support
for 'blue light" emergency services,
government and industry bodies
within the UK and Ireland. Customers
of this division include police, fire
brigade, ambulance and coastguard
services.

The mobile media division was
recently created to capture the
growing demand for video, audio
and data broadcasting to mobile and
hand-held devices. This technological
development provides the
opportunity for new revenue sources
for Argiva as suppliers of content and
mobile operators move to deliver
new services to their customers.

Performance

Argiva performed ahead of
expectations in the 2006 financial
year. Importantly, the negotiation

of a number of significant new
contracts across its business divisions
has enhanced the longevity of its
revenue base in the years ahead.
The average length of contracts

is currently 12 years.

Argiva’s offering to analogue TV
and radio broadcasters continued to
source new revenue during the year.
In a significant achievement,
television’s Channel 5 renewed its
analogue contract for services
through to the switch to digital
transmission in 2012. In addition,

in May 2006, Argiva successfully
negotiated the position of preferred
supplier for British Broadcasting
Corporation’s (BBC) distribution
network and managed transmission
services for digital terrestrial
television. This was a major

achievement for Argiva, and
recognition of its strong competitive
position in the UK market.

Argiva‘s ability to offer a fully
outsourced radio transmission service
also resulted in Argiva securing a
range of new metropolitan FM radio
contracts including new radio
licences in Belfast, Edinburgh and
Manchester. In addition, Argiva
successfully secured contracts with

a number of existing radio
broadcasters. Argiva continues to
dominate the UK'’s radio transmission
market, with analogue and digital
market shares of 80% and 91%
respectively.

Satellite media continued to
strengthen its market position
following the acquisition of Inmedia
Communications in July 2005. This
acquisition has provided Argiva with
an internationally focused client base
in satellite services, as well as
expertise in direct to home satellite
broadcasting. On the back of its
expanded offering, Argiva secured
satellite contracts with UKTV, NTL
Home, Channel 6, and Niji
Entertainment in March 2006.

The rollout of 3G technology gained
further momentum throughout the
year, increasing the space required by
wireless service providers on Argiva’s
wireless towers, masts and managed
sites. Argiva’s reach and capacity
enhances its ability to offer
strategically placed sites to mobile
operators.

Argiva’s public safety division
continues to be the number one
provider of frontline communications
in the UK. This leading position was
reinforced with the appointment of
Argiva as an accredited supplier by
the Office of Government
Commerce. This status has the
advantage of shortening the
procurement process for government
departments, emergency services and
other public sector bodies who wish
to use the Argiva network.

The chart below shows the
contribution of each division to
Argiva’s 2006 revenue.

Arqiva 2006 revenue base

Operations
and other
Public 3%
Safety Terrestrial
17% Media

41%

Wireless
Solutions
15%

Mobile

Media

0% Satellite Media
24%
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Regulated industry: Provision of communications infrastructure and services is regulated by the Office of
Communications (Ofcom). Ofcom regulates the site sharing agreement which exists between Argiva and National
Grid Wireless. In addition, some of Argiva’s broadcast contracts are subject to regulatory pricing.

Market position: Argiva is one of two broadcast transmission and site leasing infrastructure operators in the UK.
The high sunk costs associated with communication assets, when combined with the scarcity of suitable new sites
and the significant efficiencies of scale available to the two incumbent operators, create significant barriers to entry
in this market.

Long-term, predictable cash flow: Long-term contracts with television and radio broadcasters for both analogue
and digital transmission and to wireless providers for site access provide predictable and stable income streams.

Growth potential: Argiva’s scale and reach provide it with an efficient operating base from which to compete for
new business. Argiva is well placed to win further contracts as the transition from analogue to digital transmission

gains pace. It has also created a strong platform within its wireless solutions and mobile media division to capitalise
on new markets which develop from advances in technology.

Ownership: CIF is able to participate in strategic planning and decision making via its seat on the Argiva board.
This board representation allows CIF to closely monitor and manage any risks that might arise within this investment.
The investment in Argiva is through a consortium of like-minded investors, also ensuring that this asset is managed
to maximise its returns to all investors.

Outlook Argiva continues to be at the
forefront of innovations in the
transmission of video, audio and data
content. During the year the mobile
media division successfully trialled
broadcasting of television to mobile
phones. Following the success of this
trial, Argiva is continuing to explore
its viability as a large scale
commercial enterprise.

The required transition to digital
transmission by 2012 continues to
provide opportunities for Argiva to
establish new long-term digital
contracts with broadcasters. Argiva’s
multi-layered offering presents an
attractive option to broadcasters,
offering both a quality analogue
service whilst also developing
solutions to meet the broadcaster’s
digital needs.

New opportunities will also continue
to arise in radio broadcasting, with
the issue of additional analogue and
digital radio licences. In addition, the
roll out of third generation (3G)
networks by the five mobile network
operators will continue to drive
growth in the wireless
communication market.

12 Challenger Infrastructure Fund Annual Report 2006



Gas distribution networks

CIF owns an 8.6% interest in
Wales and West Utilities and
a 5.8% interest in Northern
Gas Networks.

Wales and West Utilities and
Northern Gas Networks are two of
the eight regulated gas distribution
networks (GDNs) in the United
Kingdom. Each GDN is responsible
for owning, maintaining and
extending the network of pipes and
associated infrastructure required
to distribute gas within a specified
geographic area over which it has
a regional monopoly.

Each of the GDNs receives gas from
off-take points from the National
Transmission System and delivers it
to consumers, deriving revenue by
charging gas shippers a volume
related transportation charge.

This charge is set by Ofgem, and is
escalated annually at inflation less an
efficiency target, which is reset every
five years.

The base transportation charge at
the start of each reset period is set by
Ofgem, after taking into account the
operating, replacement and capital
expenditure requirements of the
GDNs. By setting the price the GDNs
may charge, Ofgem effectively
regulates the revenue that the GDNs
receive but not their profits, which
are determined by the performance
of the individual GDN against the
efficiency target. Throughout the five
year period, each GDN has the
potential to outperform this target
via optimisation of their capital

structure and outperformance against
the operating, replacement and
capital expenditure targets implicit
within the efficiency target.

Each GDN makes a submission to
Ofgem at the price control review,
detailing performance against the
efficiency target set at the previous
review. An interim 12 month price
control review is scheduled for April
2007, followed by a full price control
review in April 2008.

Wales and West Utilities

Wales and West Utilities distributes
gas to approximately 2.3 million
domestic and commercial customers
across Wales and a large part of the
south-west of England, including
the counties of Devon and Cornwall
and the major cities of Cardiff,
Bristol and Exeter. The network
consists of 34,000 kilometres of

gas distribution mains.

Northern Gas Networks

Northern Gas Networks distributes
gas to approximately 2.4 million
domestic and commercial customers
in a region that spans from the
Scottish border to South Yorkshire
and has coastlines on both the east
and west sides of the region. The
geographical area contains a mixture
of large cities such as Newcastle and
Leeds, and rural areas including North
Yorkshire and Cumbria. The network
consists of 36,000 kilometres of gas
distribution mains.

Northern
Gas Networks

Wales and
West Utilities

Performance

Following their move from public to
private ownership in June 2005, both
Wales and West Utilities and
Northern Gas Networks completed
successful transitions to new
management structures in the 2006
financial year. This transition has
resulted in an increased focus on
operational efficiency and capital
management discipline.

The UK has experienced above
average temperatures in 2006.

The warmer than normal winter

has placed pressure on gas volumes,
which resulted in a slight negative
impact on the GDNs' revenues.
However, it is expected that the
majority of this revenue shortfall
should be recouped in the medium
term via the regulatory process.
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Contribution to CIF's performance

Revenues from the gas distribution networks are indexed to inflation with
prices directly linked to inflation via increases of RPI less an efficiency factor.
90% of Wales and West Utilities” borrowings are hedged until March 2008,
with additional hedges in place over 80% of forecast borrowings until
2012. 100% of borrowings for Northern Gas Networks are hedged for the
current price control period which ends in March 2008 then 55% to 2027.
CIF's forecast distributions from both gas distribution networks are
protected from foreign exchange rate fluctuations with a rolling five year
foreign exchange hedge.

Key results — Wales and West Utilities
30 June 2006

Value of CIF's interest ($m) 96.6

Distribution to CIF ($m) 6.7

CIF's distribution from Wales and West Utilities was $6.7 million for the
2006 financial year. This was $1.1 million below the $7.8 million forecast in
the PDS as a result of the pull forward of capital expenditure scheduled for
the 2007 financial year ($0.8 million) and slightly weaker than forecast
operating performance ($0.3 million).

CIF's share in Wales and West Utilities was independently revalued at

30 June 2006, with an uplift of 4.1% in value recorded since its acquisition
in August 2005 (after the exclusion of the impact of foreign exchange
movements).

Key results - Northern Gas Networks
30 June 2006

Value of CIF's interest ($m) 94.4

Distribution to CIF ($m) 5.6

CIF's distribution from Northern Gas Networks was $5.6 million for the
2006 financial year. This was $3.8 million higher than the PDS forecast
due to the one-off impact of the cash received via acquisition settlement
adjustments ($1.7 million) and the shift towards the payment of dividends
twice a year ($2.1 million).

CIF's share in Northern Gas Networks was independently revalued at

30 June 2006, with an uplift of 4.2% in value recorded since its acquisition
in August 2005 (after the exclusion of the impact of foreign exchange
movements).
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Gas shrinkage has also impacted
revenues during the year. In colder
weather gas volume declines,
resulting in gas shrinkage. The GDN
is required to make good the lost gas
volume that occurs during the
distribution phase. The purchase of
this additional gas by the GDNs has
been impacted by the current record
high global gas prices.

This is an industry wide issue and
the GDNs continue to work with
the regulator to transfer the costs
associated from gas shrinkage from
the GDNs to the gas shippers.



Gas distribution networks

Regulated industry: The GDNs are regulated by Ofgem. Ofgem is focused on achieving a balance between
consumer interests and ensuring that the GDNs remain financially viable and are able to finance their operations and
capital expenditure requirements. Ofgem regulates prices so that they increase annually at inflation less an efficiency
target which is reset every five years. The length of the price control periods, combined with the underlying stable
demand for gas, ensures the long-term predictability of the cash flow generated from these assets.

Market position: The GDNs are regulated regional monopolies that provide transportation networks for the
distribution of gas from the National Transmission System to industrial and retail consumers.

Long-term, predictable cash flow: The GDNs operate as a regional monopoly within a highly regulated industry,
with ongoing demand for gas and price regulation providing certainty of income.

Growth potential: Growing demand for gas from both the retail and industrial customers reflects the price
competitiveness of gas versus more traditional fuel sources.

Ownership: CIF is able to participate in strategic planning and decision making via representation on the boards
of both Wales and West Utilities and Northern Gas Networks. This board representation also allows CIF to closely
monitor and manage any risks that might arise within this investment. In addition, CIF's Manager has been able

to share its expertise in capital management and financial modelling with the management teams of both GDNs.

Outlook

The proportion of the UK's primary
energy consumption satisfied by gas
is expected to increase from 40% to
46% by 2010. Gas throughput via
the GDNs is forecast to grow 15%
over the 10 years to 2013, driven by
the increased usage by the power
generation sector, increased levels
of economic activity and increased
domestic demand reflecting the
economic competitiveness and
environmental benefits of gas over
more polluting fossil fuels such as
coal and oil.

The next 18 months will have a
strong regulatory focus. Ofgem has
delayed the timing of the initial full
price control review from April 2007
to April 2008, deciding to have an
interim 12 month price control review
in April 2007 instead. This delay of
the full price control review provides
a period of stability to the new
owners.
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Investment strateqy

CIF's investment objective is to invest in growth oriented
utility and infrastructure assets which offer a combination
of long-term, predictable income streams and potential
for capital growth.

In identifying and assessing potential investment opportunities against this objective,
the Manager focuses on the following key investment criteria:

* near monopoly market position with high barriers to entry;
» operation within a regulated industry;
* strong cash generation and attractive targeted cash returns;

» predictable ongoing revenues underpinned by long-term contracts with
creditworthy counterparties;

* opportunity to capitalise on future organic growth and/or existence of expansion
opportunities;

e first class management teams with strong alignment to asset performance; and

» ownership provisions which provide an opportunity to influence strategic direction
and monitor and manage risks.

To achieve its investment objective, CIF may acquire whole assets or participate in
investment consortia comprising leading industry players (strategic, financial and
operational) to acquire controlling or strategic stakes.

To date, the Manager’s disciplined approach to infrastructure investment has resulted
in the acquisition of interests in four assets that meet CIF's investment criteria.
The majority of these assets have been sourced from within the UK utilities sector.

The Manager is currently looking to add to CIF’s strong infrastructure investment
base, and anticipates that future opportunities for CIF will predominantly arise within
the utilities sectors of OECD countries.
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Financial results

As this is CIF’s first year of
operation, it is not possible

to compare its performance

to prior periods. To provide
meaningful analysis, where
appropriate CIF's financial
performance is assessed against
the forecasts in the Entitlement
Offer Product Disclosure
Statement (PDS) dated

19 October 2005.

The Fund owns an 80.3% interest
in Inexus. As this is deemed a
controlling interest under
accounting standards, the financial
performance and position of
Inexus are consolidated with

the remaining Fund assets and
performance into the CIF financial
statements.

EBITDA

The Fund delivered earnings
before interest, tax, depreciation
and amortisation (EBITDA) of
$56.7 million. This is $9.8 million
higher than the PDS forecast of
$46.9 million. After taking into
account one-off impacts to
investment revenues the Fund’s
normalised EBITDA of $49.5 million
was $2.6 million above the PDS
forecast.

The key variances to the PDS were
higher than forecast investment
revenues from the seed assets
(including one-off items), receipt of
interest income from cash held on
balance sheet, higher gross profits
from Inexus and higher than forecast
realised gains from favourable
currency movements. These factors
were partially offset by higher
operating expenses within Inexus.
These variances are illustrated in
Table 2 and explained in further
detail below.

Higher than forecast
investment revenue from
the seed assets

The Fund received investment
revenue from the seed assets of
$24.8 million. This was significantly
higher than the PDS forecast of
$14.9 million, largely as a result of
the accounting classification of the
August 2005 Argiva dividend of
$5.5 million as investment income
rather than as cash acquired in the
balance sheet (as assumed in the
PDS). In addition, the investment
revenue from Northern Gas Networks
included $1.7 million in acquisition
settlement adjustments which
were not included in the PDS.

After adjusting for these one-off
impacts, the Fund’s investment
revenue exceeded the PDS forecast
by $2.7 million. This variance was
the net result of:

e $2.2 million higher than forecast
dividends received from Northern
Gas Networks due to the change
in timing of dividend payments;

¢ $0.9 million higher than forecast
dividends received from Argiva
due to stronger than anticipated
operating performance; and

¢ $0.4 million lower than forecast
dividend and interet income
received from Wales and West
Utilities due to the pull forward
of capital expenditure previously
scheduled to occur in the 2007
financial year. This variance is
expected to be reversed in the
2007 financial year.

Receipt of interest income

The Fund generated $2.0 million in
interest income through the holding
of higher than forecast cash balances
during the period.
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Table 1

Earnings before interest, tax, depreciation and amortisation (EBITDA)

Allotment to

Allotment to

30 June 2006 30 June 2006 Variance
actual PDS forecast to PDS Variance
$m $m $m %

Investment revenue
— Argiva 11.8 5.4 6.4 118.5
— Northern Gas Networks 5.6 1.7 3.9 229.4
— Wales and West Utilities 7.4 7.8 (0.4) (5.1)
Interest income 2.0 - 2.0 n/a
Operating revenue 26.8 14.9 11.9 79.9
Transportation revenue 55.8 56.7 (0.9) (1.6)
Total revenue 82.6 71.6 11.0 15.4
Cost of sales (5.7) (7.2) 1.5 (20.8)
Gross profit 76.9 64.4 12.5 19.4
Operating expenses (21.8) (17.8) (4.0) 22.5
Realised gains on foreign currency hedges 1.6 0.3 1.3 433.3
EBITDA 56.7 46.9 9.8 20.9
Accounting reclassification of August 2005
Argiva dividend (5.5)
Northern Gas Networks acquisition settlement
adjustments (1.7)
Normalised EBITDA 49.5 46.9 2.6 5.5

Higher than forecast gross
profit from Inexus

Transportation revenue from Inexus
was $55.8 million for the period.
This was 1.6% below the PDS

currency hedges

Higher than forecast
realised gains on foreign

The Fund realised a gain on foreign
currency hedges of $1.6 million during

Higher operating expenses
within Inexus

The Fund's operating expenses for
the period totalled $21.8 million.
This was significantly higher than
the PDS forecast of $17.8 million.

forecast of $56.7 million, as a result
of slightly lower than expected
connections completed in the
forecast period. Importantly, the
corresponding cost of sales of

$5.7 million was 20.8% lower than
the $7.2 million forecast in the PDS.
As a result, the gross profit from
Inexus was $0.6 million higher than
forecast, despite the revenue base
being lower than forecast in the PDS.
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the year. This was significantly above
the PDS forecast of $0.3 million, as

a result of favourable currency
movements during the period relative
to the hedging profile in place.

This increase was largely driven by
the funding of strategic initiatives
within Inexus, and a corresponding
increase in business overheads to
ensure adequate infrastructure is
in place to accommodate future
growth opportunities.



Financial results

Net loss after tax

As outlined in the PDS, following the
acquisition of Inexus, the Fund was
forecast to experience a net loss

after tax of $28.4 million for the
period. The Fund’s actual net loss
after tax was significantly better at
$20.7 million. This variance can be
explained in part by the factors which
resulted in the stronger than forecast
EBITDA result. In addition, the net loss
after tax also included favourable
variances to PDS forecast interest
expenses and taxation impacts.
Offsetting these positive variances
were larger than expected amortisation
charges and the larger than forecast
impact of unrealised gains and losses
on financial instruments incurred
during the period.

Key variances to the PDS forecast are
detailed in Table 2 and outlined in
greater detail below.

Lower than expected
interest expense

The Fund entered into a bridging loan
to fund its $363.1 million equity
investment in Inexus (until receipt of
the proceeds of the second
instalment). Earlier than forecast pre-
payment of a portion of this loan and
interest expense from available cash
resulted in a lower interest expense
than forecast for the period.

Given the high level of certainty of
future revenues from existing and
order book connections, borrowings
were also undertaken at the asset
level to fund the acquisition and
ongoing capital expenditure
requirements of Inexus. These
borrowings, and the associated
interest expense, were favourable
compared to the forecast in the PDS.

Recognition of a tax benefit

The Fund derived an overall tax
benefit of $5.2 million, attributable
predominantly to the recognition
of tax losses incurred by certain
subsidiaries. These benefits were
not forecast in the PDS.

Higher than expected
amortisation charges

The Fund incurred higher than
expected amortisation charges for
the period as a result of higher than
anticipated loan issue costs
associated with the Fund’s bid for
an interest in PD Ports. These loan
issue costs were capitalised into
existing debt facilities.

Table 2
Net loss after tax

Larger than expected impact
of unrealised losses on
financial instruments

The Fund has entered into foreign
currency and interest rate hedges

to protect distribution income from
being adversely impacted by currency
and real interest rate movements.

As detailed in the PDS, the market
value of these hedges fluctuates with
market movements in exchange rates
and real interest rates. During the
period, these movements resulted

in unrealised losses of $13.8 million.
This compares to a PDS forecast net
unrealised loss on financial
instruments of $4.0 million.

Allotment to Allotment to

30 June 2006 30 June 2006
actual PDS forecast
$m $m

EBITDA 56.7 46.9
Depreciation (9.2) (9.4)
Amortisation (3.5) (2.8)
Unrealised movements on employee

share scheme (1.1) (1.1)
Unrealised losses on financial instruments (13.8) (4.0)
Interest expense

— Preference shares (4.6) (4.6)
— Interest bearing liabilities (50.4) (53.3)
Profit/(loss) before tax (25.9) (28.3)
Tax benefit 5.2 (0.1)
Net profit/(loss) after tax (20.7) (28.4)
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Annual distribution

The Fund has paid an annual
distribution of $34.1 million for the
period, equivalent to 14.20 cents per
security. This is consistent with the
PDS forecast. A total of 81.5% of the
Fund’s distribution was tax-deferred.

The Fund’s actual distributable cash
of $42.9 million exceeded the PDS
forecast by $8.0 million. Key
variances in distributable cash from
the Fund’s assets include:

¢ higher than forecast dividend
and interest income from Argiva
due to stronger than expected
operating performance
($1.7 million);

¢ the receipt of additional cash via
acquisition settlement adjustments
for Northern Gas Networks
($1.7 million);

¢ higher than forecast dividend
income from Northern Gas
Networks due to a change to
half-yearly rather than annual
dividends ($2.1 million); and

¢ lower than forecast dividend and
interest income from Wales and
West Utilities due to the pull
forward of capital expenditure
scheduled for the 2007 financial
year ($0.8 million).

In addition, the Fund benefited from
$1.8 million in interest income and
$1.6 million in realised foreign
exchange gains.
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Financial results

As outlined at the time of the Inexus
acquisition, a portion of the
distribution from Inexus is currently
being funded out of borrowings. This
is possible due to the high level of
certainty surrounding future recurring
operating revenues, which comprise
ongoing revenue from existing
connections and new revenue from
future connections currently in the
Inexus order book. This certainty is
embedded in the regulatory pricing
structure, under which a high
proportion of Inexus’ recurring
revenues are fixed in real terms

and indexed to inflation.

Table 3
Composition of CIF distribution

The certainty of these future revenues
within Inexus has provided the
opportunity to smooth the
distribution profile from this asset
over the medium term. This
distribution of capital will diminish
over time as the existing Inexus
connection order book is built out
and operating revenues rise. The
higher than forecast cash available
for distribution in this period will
reduce reliance on borrowings

to fund this component of the
distribution in future years.

The composition of the distribution
and key variances to the PDS forecast
are detailed in Table 3 below.

Allotment to

Allotment to

30 June 2006 30 June 2006
actual  PDS forecast
$m $m

Distributions from seed assets
— Argiva* 18.5 16.8
— Northern Gas Networks 5.6 1.8
— Wales and West Utilities 6.7 7.8
Distribution from Inexus 9.3 9.2
Interest income 1.8 0.0
Realised foreign exchange gains 1.6 0.0
Cash operating expenses (0.6) (0.7)
Cash available for distribution 42.9 349
Distributions to CIF securityholders (34.1) (34.1)
Cash surplus 8.8 0.8

* The PDS considered that a dividend declared and payable by Argiva in July 2006 would be
included into the period ended 30 June 2006 as it formed part of the distributable cash for
the full year and was prior to the final distribution paid on 29 August 2006. CIF received a
dividend declared and paid on 4 August 2006 of $4.0 million which is included in the above

calculation.



About Challenger

Responsible Entity and
Manager

Challenger Listed Investments Limited
(CLIL) is the Responsible Entity of the
Challenger Infrastructure Fund.

CLIL has appointed Challenger
Management Services Limited
(CMSL) as Manager of CIF.

Both CLIL and CMSL are 100%
owned by Challenger Finan