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@ Executive Summary

MACQUARIE

B CPRS Coverage — what it means for market development

B CPRS Design — key components that will influence market

H |[nternational Linkage — what it means for Australian carbon price

B Emissions Liabilities — financial implications from managing this risk



CPRS Coverage — Stationary Energy More

. than 50%

B CPRS covers facilities that will account for more than 75% of current
emissions in the Australian economy

mEU ETS currently covers only approximately 55% of economy wide
emissions

Annual Emissions by Sector:
Stationary Energy 50% - expect to be very active in carbon market

Agriculture 15% - not covered initially

Transport 14% - initial government subsidy to offset carbon cost
Forestry/Land Use 7% - generate offsets from carbon sinks

Fugitive Emissions 6%

Industrial Processes 5% - majority qualify for EITE (Cement, Al etc.)
Waste 3%

| Source: National Greenhouse Gas Inventory 2006, Department of Climate Change 2008




@ Design Elements
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mYear 1 Fixed Price of $10 — possible disincentive for liable parties to
enter market until late in 2011, may delay development of carbon
market

m $40 Price Cap — will have an impact on hedging activities (ie no price
hedge required above $40) and perception of potential price volatility.

® Unlimited Banking — as seen in the REC and EU emissions markets,
this will result in a forward curve typically in contango. ie future prices
higher than spot (today) prices

® International Linkage — 100% offset from CERs, ERUs, international
carbon market likely to drive Australian carbon price as international
credits likely to be cheaper than substantial amount of internal



@ International Linkage — CERs, ERUs
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H |_ow-cost internal abatement Sources of Abatement — International vs Domestic
options available within o L
Australia popular in the early 0 meemedmo e
years of the Scheme whenthe . N d Wb
reduction targets are modest N B ol |

® As the caps tighten and N
demand for abatement

increases, could become more N -
rational to use CERS in greater 2013 2014 2015 2016 2017 2018 2019 2020
volumes

® New Carbon Finance modelling
predicts that by 2020, between
950-65% of abatement is likely to
come via the international
market

| Source: Macquarie EFP, New Carbon Finance




@ CPRS and International Linkage
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Markets & Instruments

tI()yOtO Demand (Annex C.E.E., Russia, Ukraine
Kyoto Supply (CDM / JI)

EU ETS
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Australia, New Zealand,
Japan
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Countries



International Credits — Volatile Market
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EU ETS Phase | EU ETS Phase Il

EUA & CER prices

EUA price peaks
after steady correlated, CERs at
growth discount due to EC import Commodity
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o A

?
N
O
Q
o
o
<
&>

w
o

Over-
allocation and
no-banking
verli-f?:: :rfn?:giins rules causes
data: market price crash
realization of over-
allocation

Correlated to fall in
global energy
markets and
economic downturn

% .
Apr 2005 Oct 2005 Apr 2006 Oct 2006 Apr 2007 “"" Oct 2007 Apr 2008 Oct 2008 Jul 2009

| Sources: ECX, Bloomberg




@ Emissions Liabilities Management
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Energy Efficiency How to

Emissions Measures Finance ?

Liabilities

Indirect Emissions

Pass Through / How to

Hedge Financially Manage
Price Risk ?

Direct Emissions

Invest in
Emissions AEU AUcione Purchase Allowanceg Hedge Financially e T
arbon Sinks
Abatement (AEUs, CERs) Eeieai
I:I_-Iow to ) y How t|=? . How to How to How to
Inance “ ana.ge rice Manage Price Manage Price Finance ?
Risk & Risk & Risk ? '
Finance ? Finance ?



@ In Summary.....
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As currently designed, the CPRS is likely to result in an Australian carbon
market that is:

- AUD equivalent of the CER market

- Volatile

- May lack liquidity initially due to size of stationary energy liability
focused on several players and delayed start with fixed price in Year 1

- Relatively sophisticated due to European experience and risk mitigation
products available
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This information has been prepared on a strictly confidential basis bK Macquarie Bank Limited ABN 46 008 583 542 (Macquarie) and may neither be reproduced
in whole nor in part, nor may any of its contents be divulged to any third party without the prior written consent of Macquarie. This information is not intended to
create legal relations and is not binding on Macquarie under any circumstances whatsoever. This information has been prepared in good faith and is based on
information obtained from sources believed to be reliable, however Macquarie does not make any representation or warranty that it is accurate, complete or up
to date. The information may be based on certain assumptions or market conditions, and if those assumptions or market conditions change, the information may
change. No part of this information is to be construed as a solicitation to buy or sell any product, or to engage in, or refrain from engaging in, any transaction.

To the extent permitted by law, neither Macquarie nor its related bodies corporate (the Macquarie Group) nor any of its associates, directors, officers or
employees, or any other person, makes any promise, guarantee, representation or warranty (express or impIiedYto any person as to the accuracy or
completeness of this information, or of any other information, materials or opinions, whether written or oral, that have been, or may be, prepared or furnished by
Macquarie Group, including, without limitation, economic and financial projections and risk evaluation. No res%onsibility or liability whatsoever (in negligence or
otherwise) is accepted by any person for any errors, mis-statements or omissions in this information or any other information or materials. Without prejudice to
the foregoing, neither the Macquarie Group, nor any of its associates, directors, officers, employees nor any other person shall be liable for any loss or damage
(whether direct, indirect or consequential) suffered by any person as a result of relying on any statement in or omission from this information. Nothing in this
information should be construed as legal, financial, accounting, tax or other advice.

The Macquarie Group or its associates, directors, officers or employees may have interests in the financial products referred to in this information by acting in
various roles including as provider of corporate finance, underwriter or dealer, holder of principal positions, broker, lender or adviser and may receive fees,
brokerage or commissions for acting in those capacities. In addition, the Macquarie Group and its associates, directors, officers or employees may buy or sell
the financial products as principal or agent and as such may effect transactions which are not consistent with any recommendations in this information.

This information is distributed in the UK by Macquarie and in the EEA by Macquarie Bank International (MBI) both of which are authorised and regulated by the
Financial Services Authority. This information is only being distributed to and is only directed at professional clients and eligible counterparties, as defined in the
rules of the Financial Services Authority. It is not intended for retail clients and such persons should not rely on the information in this document. The
transmission of this document to any other person in the UK is unauthorised and may contravene the Financial Services and Markets Act 2000. This document
does not constitute investment research for the purposes of the FSA rules. This document should not be relied upon as being an impartial or objective
assessment of the subject matter and is not deemed to be objective research. The individuals who prepared this document may be involved in providing other
financial services. As a result Macquarie, MBI and the individual employees who prepared this document may have responsibilities that conflict with the interests
of the persons who receive this document and you should therefore not rely on this document as being an independent, impartial or objective view of the value
or prospects of the companies and/or investments referred to herein. MBI is not an authorised deposit-taking institution for the purposes of the Australian
Banking Act 1959 (Commonwealth) and its obligations do not represent deposits or other liabilities of Macquarie. Macquarie does not guarantee or otherwise
provide assurance in respect of the obligations of MBI, unless expressly noted otherwise.

This information is distributed in:

- Australia by Macquarie and is intended solely for the use of wholesale clients as defined under the Corporations Act 2001 (Cth).

- New Zealand by Macquarie which is a company incorporated in Australia and authorised under the Banking Act 1959 (Commonwealth) to conduct banking
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as a bank in New Zealand by the Reserve Bank of New Zealand, under the Reserve Bank of New Zealand Act 1989.
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