30 January 2007

QUEENSLAND GAS COMPANY LIMITED
Level 11, 307 Queen Street, Brishane 1D 4000
GPO Box 2107, Brisbane QLD 40061

Tel: 7 3004 1000 Fax: 07 3012 8411

Websile: www.gee con.ay

Email: ggeligec.com.au

ASX ANNOUNCEMENT

Enclosed are the Chairman’s letter and Explanatory Memorandum {incorporating the
independent Expert Report) in relation to the proposed AGL Transaction. Itis intended
that the enclosed will be despaiched to shareholders tomorrow.
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Notice of
General Meeting
and Explanatory
Memorandum

For a general meeting of shareholders in Bueensland Gas Company Limited fo be
held on Friday, 2 March 2007, at the Stamford Plaza Brishane, Cnr of Edward Strest
and Margaret Street, Brishane, at 10.00am (Queensiand time).

THIS DOCUMENT 13 IMPORTANT AND REQUERES YOUR IMMEDIATE ATTENTION, T

REW-BIERG Morgans




Important notice

Ahout this document
This doclenert s

You should readd i€ aritirety Defare deciding how (o
wota 00 the resclaions 10 be considered & the general
raealing, [ you are in doubt as to how (o deal with this
doctament, vou shaulc conswt vour lzgal, financal o

ciner professional achdsar a8 s00n as possibie.

Yol should sisc coneicder the biddar's statement and
each supplemeniary biddar's statemeant) croviced by
Sardos CEG Py Lid i connecticn with its off-market
takecvar bid for QEC: and the targes’s statement fand
each suoplemeniany targel’s statermnent) provided Dy

QGG I response to the Santas takeover Did,

Raspansibility statement

The expianatony memorandum has Dean repared
by QGC,

QGG and s Relsted Bodies Corporaie do not assume

responshifty for the accumoy and completeness o

the ndependant Expet's Repor, axcapt 10 the exdent
By INACCLIAcY O incomsieteness in hose documants
axisas drectly rom the naocuracy of incaompleteness of
information gven to the Indegendent Exeen by SEC o
any of s FAeiated Bodies Corparata.

Bals of 8310 and ASR

Acopy of this Expfanatony Memaorandus bas bean
iccigec with ASIC for the purposas of seclion 2570
B ASIC

nor gy of s officers take any sesponaibility for Bz

and 2570 cf e Corporations Act Me

coniants of this Explansicny Merncrandum.

A copy of ths Expinatony Memaranduss bas been
clged willy AZX MNeiher A5X nor any of 1 officers
take ary resporsibility for the contents of this

Expianatory Memorandusn,

Forward-looking stalamenis

This Explanatcry Memcrandum conains cerain
Torward-locking stazermnents which have not been

nesed soiely on historical facts, Dut are radher based
o Curat expectiations akout Toture everts and
rasifts, These iorward locking slaternenis are suijact
to @herent dsks and uncerainties. Such risks and
uncertainties noiude faotorg and visks specific 1o the
inchustries nowhich QG0 operates as wal as general
BCCIMEG conditions, prevaling exchange rates and
irgerest ratag, concHions in e dnancial markeis,
covemnmers: policies and regulation, competiive
prestdres and changss intechnoiogy. Actual events
or resulis may difer materally from the excactations
expressed o impked in such forward-locking
atermnerds. None of GUEC, 28 direciors, ds officers and
ay Person ramed i

o irsciviact i the preparation of this Explaratory
demorandum makes any epreseriation of waranty
fexpress or impisd) as 1o the acouracy o likelihood

of it of arsy fonegand looking stedemeant, or ary
@viaris o results expressed of Implaed in any forward

inoking statemers, excest 10 the exent reouired Dy law,

#r Dronunelin - BER SMRD Moreans Donorats Limited

iz the Chadman of ABMN AMRC Maorgans Limited
(AAMLY, A subsidiary of AAML, ABN AMRO Morgans
Comporate Limitad, will receive Tees as an adviser

o QG0 N espect of e Sarlcs Takecvar Oiter

and the propesals descrbed in this Explanatony
demararndum, The guantum or peyment of those
fegs s not dependert on the success |

cof the Santos takeover bid o any of the proposals
dascribed n this Expianatony Memorandoes, bt QG0

Sharehciders should note My Cromimelin's

Defined terms and interpretetion

Terms used ir this BExplanatony Mamorandum ane

dhetined i the Glogsary of Terms gel out in section @

fate of this BExplansiory Memarangum

Tais Explarsicry Memcrandum is dated
1 February 2007,




You should read this Explanatery Memorandum, which
contains infermation on each of the Resolutions to
he proposed at the Meeting and your Directors’
recommendations to vote in favour of each of the
Resolutions, in the absence of a superior propesal.

if you wish to vote in Person, you should attend the
Meeting to be held on Friday 2nd March, 2007 at
Stamford Plaza Brisbane, Cnr Edward Street and Margaret
Street, Brishane at 10.00am and present the enclosed
Proxy Form to be registered to vote at this meeting.

H you wish to vote by Proxy, you must compiete and
sign the enclosed Proxy Form and return this form:

by post to Link Market Services Limited,
tocked Bag A14, Sydney South NSW 1235;

delivery to Link Market Services Limited, Level 12,
680 George Street, Sydney NSW 2000; or

by facsimile to Link Market Services Limited
on {02) 9287 0309

by 10.00am (Queensland ime) on 28 Fehruary 2007.

If you have any questions, please call
the GGC Shareholder Line on

1800 043 134 (within Australia)
+61 2 8307 2433 (outside Australia)

Monday to Friday between 8.00am
and 6,00 pm {Queensland time).




GUEEMSLANMD CAS COMPAMY LIMITED

Level 11, 3

U7 Queen Street Brisbane Gueensland 4000
CPO Box 3107 Briskbane Quesnslarcd 00
Tl (6713 7 3000 10U Faw (613 7 3002 %410

wiehinite: wos

[.I fraen.an

Email: c]gu@ S L

T Feggaryary 2007

Dear Faliow Sharsholder

Approve the Sentient Transaction and the AGL Transacton to create the foundation for further growth

® s rmy gres gowdths eacly of tha Sery

syt Carcvaps ancd

AL whicl were announosd on B Deosmbs st s Expaeatory Memorandurn provides g detailsc

elior Of, anc seeks your aporovet ¢ & propoged by DIEC:

Sertient Transaction;

thws AL Tranzaoiion: and

> By

s expanded capital

A genaral mesting of the compary wi be haid on Friday, 2 March 2007 &t the Siamford Plaza Brishane, Onr of Dohward Strest and

Arigiane sl 1000 (Cuse g 4

AAGrEret B

ficws, The Sentand Transselion oo

o aggoee thage propoged Tran

e AGL Tramzaction e not ntar-conditionrs s hal, suidect (0 OG0 Shareboldler oo

roceed ndeperdently of the

ol The Buy-Eack is dependent on OGO Sharehoiders approving the AGL Transaction.

Uncer the Santient Transaction. the Ssrtiert Joint Venmure Interssts will be acquired for & sharshoiding in GGG of

This v

g

simplity (K30 f

rs devsiopment Enancing anc gas marketing stions.

3 over 30 years aixd AGL

AL anc GG wE enter IO & Gas Saie Agrasment under whicl AGL will ag

will e iy opEon 1o buy up o an adcdtonasl 200 B of gas over thad period

AL ard TG0 W enter inlo g Gas Markel D

SopTend Send

et Agraannant under whkioh AGL will provicis market

i baey esrvtitiescd toy i

prnent gervices 10 GO0 and, i cerlain ingances, SRCGEE CEORCTy 91 Carlain gas

eg for & panod of hres vears, and

AL and QGO wi enter into & Subseription Agreement under which AGL wi invest approximately $262° millien foy a 27.5

sharehoicing in QGO Caloulazed Dy

AGL Sh

clucing the issue of the Sentert Shares i£ the Sentiens dion is approved and the

3ot 1 .44 par Shave.

Enolh of thoge components of the AGL T

welion is corclional upon the olbwer and will nat proceesd unizss the entire AGL

aclion & approved,

A5 the deeting, QGO Sharshoiders wi also be asked 10 approve ihs appoirtment of three nominses of AGL 16 the QGO Board.

SO Matice of General Meettng and Nxplanaicry Menraorandiam




Tl AGL Transsoion represes a2 signi fmilesione i GG0's Ya 30 Trom Deirdg 2 gas explorer 1o @ migor produser anc

56 commercialisation of QG0 2° Reserves ancl will grovi

supplier OF gas, The Gag Saie Agregment ingr cae EHEC TR

varae steam o Q0G0 The purposs of the Gag Market Devatopment Sardioss Agresment is W provide QG0 with an oppoturily

AT

to exploit additionat markets cutside Scuth Zast Curensiand much earlier thar QG0 ctherwise would have. The funds invested by
AGL wiE be

30 YR

comet of our msti-o
I

further aooelerate the deved

d. amengst other Hhings,

palel=tecN

irectors Detisve wit maximise iong term valus for our sha

e Buy-Eack, which will only proosec o $he AGEL Transaction procesds, provides (QGEC Shavehalders with an opporlunity (O tender

T Ty

¥ Shares for sale to QGO ot §1.44 par Share. |0 total, G0 wit buy-Dack up to 12

f its issued Shares

all or & pertion of {

HE
HE

icalcuiatad by inchuding the issus of the Shares o Serdiens, # approved. and the issue of the Shares to AGL. 1 apprved: hrough

ar: oif-market tender process. Voting in favour of the Buy-Back doss not miean vou must sell any of your Sharss in the Buy-Back,

A genaraie Buy-laok bookiat con v Rl clestails of 1he Buy-Eack and the Torn you will nesd o complete 1o tender Shares i

T - ok will be gen 10 you following the Mee

Hy gsgis! Q30 Bnasehoicers o congider ©

cinted Delodte Corporals Finarce Py Limiled

as an independert expert ¢ consider whether the AGL Transaction is far and reasonable 1o GGC Shareholders. The independent

expert has concluded that the AGL Transaction is fair and reascnable to QGC Shareholders. The ndepencerd expert

N s achvised, as requstied Dy he akeovers Fanel hal e value of QGO @ ke absencs oF e AL Transachon (e on g

stand gone bas £1.35 to $1.80 per Share, A copy of e independerd Experts Repord s contained i Appendix A of this

Enptanatory Mamorardim.

t conmmmend the Sentiert Transaction, the AGL Transaction and the Buy-Back 1o you for the reasons set out in this
Explanatory Memorandum, Your Directors {except Mr Gassidy who is a Director of, and holds imterest in members of the
Seniient Group}, recommend thal you vote in favowr of the Sentient Tranzaction in the absence of a superior proposal. Your
Directors unanimoisly recommend that you vole in favour of each of the other resolitions o be proposed at the Meeting
relating to the AGL Transaction and the Buy-Back in the absence of a superior proposal, Each of your Direciors {excluding
My Cassidy in connection with the Sendient Transaction) has indicated that he intends to vole the Shares that he owne and

conirols in support of each of the resolutions to be proposed at the Meeting in the absence of a superior proposal.

et take this opporiurly 1o acdkvise thal M Denis Patlen has mdicalad thel = order W0 meiltale the appointment of tha AGL

nopviness 1o the SE0 Board, he inlends 10 resion from e GO0 arel witly effect from e ologe of the Masting in the svani th
! 9

3 2 approved. Mr Patlen wag o founding dirscior of QGO and mads g gigrfiosnt contribution o he growth of QG0

.

r fis vaduable condribution over s peiod.

ovir The past Bue vears, Deould 8K 0 exdress my gincers thanks (o My P

51t st oot the information that s mat

i T £

lizgie rpad 18

ratory Memorandun casefally b your decigion

TN

<l have any gueries please call the QGC Sharehalder Line an 1200 043 134 fwithin Australial

woie ot the resciiHons.

o fiow §

71 8 Gy arsd £

o 51 8 B30T 2433 uulside Austral D0 {ueersland time)

Yiyurs fahidy,

Robert Bryan
Chairman
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Important Dates

- Bispadel of Notice of Meeling and Explanalory bemorandum

Clsdest Tme and dale foriodgement of vour compiglad proxy form for the Meeting -

Tine and dale jor determinng eligionty 10 voie al e Mesting .
e of Mesling -
- Corapletion of AGEL and Sertient Transaclions

“Ex-enflemen) date (Shares Dought o or affsr this dats will not aarry - -
- & ersbillement fo paricipate in the Buy-Back: ' o

-1 February 2007 -

. 0.00am {Queens_{_au]__:_i Hmey

28 Februaty 2007

7.00pm (Queensiand fime)
28 February 2007 -

A 0.00am {Queenstand me)

- B Miarch 2007: .

"By 9 March 2007

{Queenstand time) o
14 Margh 2007 -

Explstnalo By Afcar e itk
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s delails of the hree tar

o proposedd by QOGO and for whick QGO

Sharenoider aoproval i being sought 8t a genersl mesting of QGO Sharsholders (0 be hald on Friday, 2 Mareh 2007 &

T Starriora istrare, Cor of Boheard Blreet ana Margaral Slrest, Bristiane ad 10 00am {Ouese aicd tirned, rarnely:

w the Berdisnt o

e AL

Fhe Netice of Mesting iz set oul &2 the and of this Exgianatory Mernorandus, Your prosy o in cormection witly 1he

Aaating 2 enciosed,

Basolutions to be proposed st the Meeting

Tl Me

sting will consicer, snd T ought i, aperove the following resolutions eiating W e proposed Yensactions:

Resslution 1 ~ Approvat of Sentlent Transaction

"

£ rasolulion s 0 approree Q0G0 antny o and parionmancs of the Serlient Share Sale Agresmant and 0 approve the

)

szl of e consideration wcder the Saerdien] Share &

& of Shaves 1o Sardient Haldings and Sentient Trust e

Agregment. sOughd bacsuse e endry ino the Sentien! Share Sale Agre

el v Ui Eriguey ore Or more

of the e g conditons of the Santos Takeower Ofer, 3 rpsoludion also acis:

AL

% as an agprovel under ASX Ligting Fuds 71 so that the number of squity seawy a0 may

arenoicer soproval is ol rediced, and

B oasan apgroved under A Lsting Buis 7.9y the agresmeand 10 s equity securitss under The Bentient Shave Sale

Agreement i he rge maonih period folowing reosipt of notics of te Sartos Takeovey Offer,

ey oe 1 connecion with Bescation 1 are gl o b gection 4 0f thig Explaralory Mernarandun,

Resciution 2 - Approval of AGL Transaction

Fhig resoldion is 0 approve UG0S erdyy MO and peronmance of tha Gas Sale Agresment e Gas Market Developrment

s approval i souighl beonuge the eniry into the AGE

vant ardd e AGL Subsoription Agres

sk afgo sola

Fo@san

pproved for the purposes of section 611 item 7 of the Corporations Act of the acguisition by AGL under the

AGL Subsoription Agresment of relevant & 3y exeass OF 20% of ihe 1 G0 withoul

saued volng

coniraening e akeover rONDIEGN I section G068 of the Corporaliong Aot and

FooBs Ay A under AR Liting Buds 7.0y tha agresment 10 izgus equily securites under the

Agraermient i the three monih periad fofowing receipt of notos of the Barios Takeowver Uffer,

Funcler seolion S11 idar

TG0 Bhavenoiders should note 1hat ths aporoy s an approval Tor the subsaription by AGL

for & 27.5% sharsholding ai $1.42 par Shars and. i the event ihat the Sendient Resalution is not approved and. subject

Loy cerlign exospiions, QGG procesds [0 maks an allolment 0 Sentient al any tne during the 12 manih period afley the

pincemnent 1 AGL. the isgus of Shares on exercise by AGE, of the oplion referred to @1 gection b4 which & designed 1o

erslre that AGL mainsing 15 percentags sharaholding ir that sverd,

Further datass in ConnecEon with Mesokliion 2 are $5% ol @ section 5 of this Rxplanatory Memorandlayn,

P8 Meice af fieleral Mewiing and Explanalory Maenrorandibne




Fezsivtion 3 - Increase tn madmom nomber of directors

This resclition is 10 apoiove an InCrease n samber of dissctors 1hat may e appointed to the SGC Board in

acoordance with clavse 131 of QG0S consitution.

Flther detats on Besciution 2 ae sat out & section 5.8 of this Explanatory Marmorandum,

Fesciution 4 -~ Appoirtment of Stephen Milkdkelsonr as a director

This msoidicn s o approve the agcoirtment of Me Stephan Mikislzon as a direclor of QG0 M Mikkelson has baen nominaied
by AGL for apocintment 10 the OEC Board, Thes resobticn s conditicral o0 QG0 Sharehclders approving Resoltion 2.

Flther detsdis on Besciufion 4 ae 5ot oul in section 5.8 of this Explanatlory Maermorandum,

Fezsivtion 8 - Appointmert of Michae! Frazer as a director
P Michaet Fraser as a director of G0, Mr Frasar has bean nominatad

This resclition is 10 aporove the appoirdment

oy AGL for apocininent to the QGC Board, This resciution is conditional on QG0 Sharehcldess aporoving Resciuiion 2.

Flther detsdis on Besciution b ae 52t out & section 5.8 of this Explanatory Mermorandum,

Fessivtion § - Appoirtment of Michael Morazs sz g direcior
This resoiution iz 10 approve the appoirtment of Mr Michae! Moraza as a direcior of QGG My Moraza has been nominated by
AGL for appoirtmert ic the QGC Board, T

i not conciticnat upon Resalution 3 Deing approved | eithern, or both of, Resolutions 4 and 5 ae not aporoved),

resciution s conditions on QEC Sharehoiders apprving Resolutions 2 and 2

{fmoent tha

Flgther detsdis on Besciuson B ame 5ot out i section 5.6 of this Explanatory Mermorandum,

Fezsivtion ¥ - Buy-Baok of Shares
This rescltion is 10 approve the proposad Duy-back by QG0 of up 0 12.5% of ifs issued share captal (caloulated Dy
mncluding the lseue of any Bhares o Senient under ihe Sentient Transactan and the issue of any Shares to AGL undar

the AGL Transaction, i approved) at & price of $1.44 per Share. OGEC Sharehaolders shoulkd note that voling in Tavour of

Resoilion 7 dogs not recuire QG0 Sharehclders o sell any Sharss it the Buy-Back, Any participation in the Buy Back

will b at the discretion of a# eligible QGO Sharehcidaers.

Flgther detads on Besciution 7 ame set cut i section ¥ of this BExplanaicay Marmaorandum,

Gopditionality of Hesolutinng

Hesot

tion 1 is not condiional on any othar smsokition,

[# CHEC Enarehciders apprave Resolution 1 but do net approve Resolution 2, the Sentient Transaction will procesd whils

ther AGL Transaction will noi.

IF Fesalution 1 is net approved, bt Resokiion 2 is approved, the AGL Transaction will proceed whia the Sentient

Trarsaction wi net.

IF Resolition 2 is approved, Pesc

ficnis 3, 4 and H will be ol 1o the Meeting Tor considaration.

Hesot

fion 8wl De pat 10 the Meating for consideration if Resolution 3 is approved; or § Resoiution 3 is not aperoved,

and sithes or hoih of Rescluticns 4 ard 5 are nol approved,

[F Resolition 2 is aporoved, Fesc

ficn 7w De oalt 10 the Meating Tor considaration,

LA GAL DUMPANY

LIMET
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s

The AGL Transaoiion @ nal corcBliong wpon sy of Besaldions 3085, G or 7 baing apororved,
[EREEE

IesCaMion P is not approved, Hesoludions 3. 4.2, G and 7wl not be put 10 the Mesting for consideration and the AGL

Farsaclion and the Buy-Baok wil not procesd amd each of the direciorng nomingied by AGL
4

niid b appointed 1o e

.

What to die

Your Directors recormmend ihal yvou read the Explanatory Memorandum &

y bstore deciding Pow o vole on each

at ke resciuiions 1o be considersd at the Mesting. It voul are in doubt as 1o how 10 deal with the MNaotice 0F Maesting and

74

Explanatory Mamoararaurm, you shouid ool your e qul femancial o olher oo

Yo shoudcd aigo consicey e biddess stalement fand sach sup

& provided by Santos C8G

CH-miarket takaover i

Py Lid in connection wit for QG0 and the target’'s staemien? iand sach supplemeniary

target’s statemisnt) provided by QGO in responses to the Santes Takeover Ofsr Further details on the Santos Takeover

Oiffer, cendd ther irngaications thal the resokitions 1o be proposed al the Meseting have on the Santos Takaover Offer, are gal

ot i section G of this Explanatory Memorandu,

SEC Shareholder Line

H oy NN ANy guees o eonnsciion il s Raplangdony Memorandum or e Mesting pleass call the GGG Shareholder

s oe 1B 043 134 fwitlan Aus s ar e 51 3 EEOY 2453 intaice Aus

“ricliy betweer 8 00am arnd

gl tirm

How to vote at the Meeting

Laatian

i the Stamicrd B Frishare, Cnr of Edward Strest and

£ Qenaral meeting wil be held on Friday. 2 March 20

Maggarel Slyeel, Brisbane ad 10.00am {QOuse

Y

el tirmet,

Yating

Yot will e entitled 1o vole &t the general mesti

“'.91

o i you hold Share

wgland time) on 28 February 2007

iy
el

You can vole at the gene

B parsoy

F by oy

w
o

Y COrpRorain ‘ol are & comporate sharehoidery or

F by aliormey,

Yo will e counted g being pressnt al the Meeting 1 you vole 31 any of the ways oulined above,

S5oMeiieq of freneral !\'Iél&‘.{illg awpd I'}Xf)i?}.lla.{l}l’}' B euatror ke A e



Yading i person

[ o waish 1o voie 0 perscr, vou should attend the Meating,

Yading by pravy

[ o weish 1o wote Dy proxy, voul must complete and sign the proxy 3orm acoompanyving this Explanatony Maemosandum,

Compiziad proxy fonms can b
¥ delivered by post to Link Market Serdces Limitad at Locked Bag A14, Sydney Sauth, NSW 1235; or
% delivered by hand 1o Link Market Seavices Umited, Level 12, 680 Seorge Streat., Sydney NEW 2000; or

% ompnt by mcsimile 1o Link Market Sendices Limited o0 {02) 9287 0308,

and must be received by thae QGC Share Registry haing Link Market Serdoes Limited) by 10.00am {Qusensiand tmed on

28 February 2007 a prowy form s compieted by an indidduz! or a corgoration undar a powear of attomey, the original or

n

ifiedd copy of hat power of aliormesy undesy wibioh the fony

6 igred must siso De recaived Dy the QGO Share Segislry

oy T0LC0am Cueansiznd tmed on 28 Febroary 2007,

AODoTng & prowy wit not 5100 vou attending the Measting in person and voting &t the Mesling instead of vour proxy.

Powers of atiornsy

o aziend and vois st e Mesgting, vou must provide 1o QG0 the onginal or & ce

vt arg an atiorney and wis a0 GOy

of tha powsr of aitorney under whic

ol have besn autharissd to aitsnd and vois st the Maeting. Original or cartified

copies of powers O attormey can be provided to QG0 = the same manner as croxy Torm

5 and must Do recaied Dy OG0

by 10.00am {Queersiand time} on 28 February 2007,

Garparals renresentadives

[ you arg & corporate shamhaldar and you wish 1 apocint & reprasartative to attend the Maeating, you shauld ensure that

YOI FE0TRSENEE

ae can provide appropiste evidence of their appoirtment.

Rocessary materily and voling snclisions

Each resoi

tion o be proposed & the Meatng must be approved by move than 50% of the 1otal numizer of wotes which

are oast on tha resch

rt Trist and sach of their rescective Associates will not e atle to vote on the

AGL and ds Associates will not be able to vote or the AGL Transaction Resalutior,

LA GAL DUMPANY
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Sentient Transaction

4.% Existing arvangements with the Sentient Broup

{a} Cverview of the Sentient Group

Tl Senyiant Grour i3 an indepaende Srvesment

irrm specializng o e globdl msources noustry.

Itis based o the Cayman isiands with offices in Sydney and Mordrs

iFundh

sots The Funcds apongors ineludss GUS

Nt Grodp’s principal fund, Sertient Global Fesources Fund §

irvests crinofﬁally‘

ir i developrnent of natural segouwrce baged proje

Babesek & Brown Sydrend and ypoiereinzbank (Munich). The Fund's giobal spreadd

Augicnal sl v s

5 inclics governmant penson phans, corporale pension funds, in
ity participants.

i) Existing interests of the Sertient Group in petroleurn tenemonts
Santient Groun comianies have exisling inlerests n various petroalewsn teraements i whioh the QG0

Cirongy s interests,

gt iy LB and a

E3EA, curretly bolds a 40

oojal nterast in the ATH
ATPS10F Shallows and B488 Sh

P 848k Shallows. The remairing legael interests in

dtac. The e

s are held Dy GO0 and Onigin Energy 054G L

legas interest in A

g Bl 201 @ held by QG0

BGEA currantly bolds @ ¢

3t a0

3 alnd i [

arek TO8 s el by 0G0 who

YEIMZNIrGg kol Hteres

awned subsidiary, SHECH

{c) Unitisation Arangamernts

tion of interests el

Purgaard 1o he Unitization Arangernaents tharg Rag Deen o contraclusl redistnl

CIGH0 gt the Sentient Grougn i respect of the Unitiged Areas 50 thal notwithatanding e respective legal

and bereficial inferests of QGO and 3GA I any pelroisam e making e the Uinilised Aseas, Q00

will e responsie for SO of the cosls and enditied o S0% of e noame o al operations carted oul

i respact of the Unitised Areas, and the Santient Parenis, sither directly or thiough SGA and S04, will

be rasponsisie for 10% of e costs and eniitied o rece 108 of the incorme fom af operaliong carried

ot il respest of the Unilised A

RV

ERCHE N

Appendix s

CIG0 arad BGA I the various pelroleum tenges forming the Lindissd Areag and the refath

SIOVANL & COImp

srdporional

coniractual rights and ssts of QG0 and on the ba aticr: i

corfribule 0 expenclire, snd ¥ Firoesse om e o an the Uritised Aress

as determined by the Linidisation Arrangerment

Unitised Percentages:.

S5oMeiieq of freneral !\'Iél&‘.{illg awpd I'}Xf)i?}.lla.{l}l’}' B euatror ke A e



{dr Co-operatton and Securitisation Agreerment

nder the S84, amongst other things, the Sentient Srous s given a put agtion undar wich the Sertient
1 Senti

o receive 10% of the incorme from the Unitised Projects under the Unilisation &drangsmants in

f Joint Venture Intems Al

Giroup may reouite QGG 1o purchase

and the right of the Sardi

Parart

the fofowing crcumsiances:

at any time o0 of before 31 Decarmizer 2009 &t the Sentient Group's discretion; ar

i ona Change of Cortrof of QGO wibch coogs onor betore 31 December 2003,

[ the Santierd Croup exercises the Pul Option ther i is entitied o reguée payment by GGC of the

ourchase price or the Saen
and SEAT whi

Sentient Sale Assets) by

i Joint Vaniure Interasts (or as an altermatia, Tor all the shares in 364

i niald the Sentiert Jaint Veriee |

rastel and the Bentiant lncome Right dogethar the
issue of Bhares, cash o a combinaticn of both, The purchase price for ke

Santient Sale Asseis wi be caloulatlad in accordance with Appendix 0.

[ the Put Opticn s exercised fodcwing a Change of Conirol then QGEC s reguéned 1o pay the puechase

once to the Ser

1 B0 daves after the purchase pnice has beaen calolgated,

[f the Put Opticn s exercizad 0 circlansiances ather than following a Change of Control then

037

dithstancing the date the ot Opiicn s exercised, the Sent

1 Sentiar

@I"CJ‘.JD CAM

raouie QGG o pay

the purchase price for P Bzt Assets untl at least 30 June 2000 at the eadliest.

Wilhare the Serlient Group exercises tha Put Ootior iofiowing a Change of Conircd then i st do ec

Wity 10 b e sarlier of the date thay GGC nolifies the Senbiant

2 Clays frshane working days) of
Giroup there has Deart a Charge of Cortrad and the date whan a memizer of the Sentiem Grous becames

aware 0f the Charge of Contral,

[ the Sentiert Group determnes 1o ke the purchase grice in Shares, QG0 is anly ablived t0 issue uz

to 49 mdion Bhares and any balance of the pechase prce would be payaibde in cash uniess SG0, at

its cinoretion, determines o abiain QGEC Shaseholder approval 10 issue mome Shares 10 mee

w2 ull

ourchase price.

The nuenber of Shasms 10 ba issued 10 the Sa

Gt Giroun an exarcise of the But Ootion will e

calzudziad by divicing the purchase price far the Sentierd Bade Assets iy the WWAR discounted

oy T.55%,

[ the Sariient Groun requests payvieant in cash but QGO & unsble 0 provide the cash payment by the

settlement date (o whers the Serntient Sroup exercises the Pul Otion because of a Change of Control,

Wit

wn B cays after the purchase price for the Santient Sale Assets s calouiated), then OGC has the

fgit fo previde the amourt of the cash shortfall in Shares 1o be issued an the basis of VWAPR, discounted

by 15%,. For these purposes the settlernent date s a date nominated by the Sentient Srouc, which

must not be earier than 30 Jure 2010 fexcert whare the Put Oction is exercised as a resuil of a Change

of Cordrei,

t Sade Aseets, the

10 business days of the final determination of the purchase price for the Se

Santient Groun may withdraw the Put Ootion and 0ot procesd with fhe saie of the Sentient Sale Assets,

[ this riggt s exercised the Pui Opion will be ter o and may nol be exercised at any later date, A3

clhar rights and chigations undear the CSA will ooy

L2,

Al GAS DUMPANY
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sidianias rans

(2

Unoler the S84, th

the Sentient Joint Veniwe interests o a third pary. However, under the C8A, GEC nas a pre-amipliva

is ro prehibiian anthe Sertient Sur fing at any lime any part of

right thad requizes the Sentient Subsidiaries (0 et ofor thoss inferests 1o QGO on the same tarns as any

# OG0 siocts (C axarcis

oroposed transter 1o a third party by the Sertient Subsidianies, i pra-emetive

arct acouire the sefevant interestis) then the Sartient Group salling pady may alect whethar QGEC

musl pay he purchase price N oash, Shares of & combmaiion of cash and Shamas.

nder the C5A E st any time DEC wishes

within the Urdtised Aqssas (o s thed pary while any of the Sentierd Srous halds more than a 5% interast

transior any of its interasis in any petrlzum lenures

o those petrcleum tenures, OGS must not effect any such fransfer unless it peanits the Sent

Giroup (e transier a proporticnal part of they interests it Hhe same tenure to the same party on the

sae farms.

foguisition of Santient Joit Venture Interesis

Sy

acodire & 0f the ssued shares in SGA and SGAL partly thraugh the acguisition of all of the issued shares in

e 1 Share Sale Agreement, subject 1o Q&GS Shareholder aperoval, QG0 has agreed (0

CGae Fescurces Limited [z company incorporated in the Cayman slandst and also directly through the sale of

shases 1 BEA and 2GA! by Sant: r1ist,

I gcddition o the shave acouisdions, QGO Wi rmeeive an sesignment of the Denefd of te deb of

$1,531,501.87 owed by 3GA and SGAl to Sentiert Trust.

A compigtion of tha issue of e Sertient Sharas, the CEA and the Unilisation Arangaments will be

tarmiraied and the Put Option provided under the CEA will come o an end, As a resuli, the Sentient Group

wiH Ccemse 1o have any labdly in connection with 10% of the exgensas of the Unitised Areas and T will also

cease o share in 10% of the revenues from the projects mlating 1o thase tenaments. This termination will ba

eiactive rom 1 Decarnher 2008,

Furthes details on the princioel terms of the Sentient Share Sale Agreament are sel out in section 8.1,

Isgue of 2RE Shares o Sentient Holdings and Santisnt Trust

'n consideration for Sands

1 Heldings and Sentient Trust agresing to sell their direst and indirec! inferests

i GHL, BE68 and S6AL the termination of the C3A and the Unitsation Arrangermants and the assignment

of the benefit of the ivtercompany ioan, QG0 s proposing 1o issue a tofal of 53,428,373 Shares in the

fnllowing propadticns:

B4 ERES TR 10 Sentent Holdngs: and

9544623 10 Be [ Trist,

Compietion of the issue of the Se

ttient Shares must take place within five

which QGC Sharehclder approvatis abtaned 0 such Ssue, and N any event i accordance with the Listing

Feles mwst be no lates than thvee morths afer the date of the Meating.

BLAND GAL DUMPANY LM
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AR GAS DUMPANY

GRE Shareholder appraval

The entry inte and pedormance of the Sentlent Share Sale Agresment and the agreamant ic issuae Shares
ic Sentient Holdings and Sartient Trust urdear the Sentient Share Sale Agreermaert would trigosr one or mang

w2 clafeating conditions 0 the Sartcs Takeovar Ofee

Acoordingly, vour Direciors ame seeking OG0 Sharahalder aprroval for the Sentient Transaction pursuan 10

Resclition 1. The resclution also acts:

# gz oar approvad under Listing Rule 7.7 s 1hat the number of equity securities that QG0 may issue without

O30 Enarehcidaer aporoved iz not recced; and

e

o ogs ar appaoval under Listing Ruie 7.9 {or the agreament to issue equity seclrties unces

fowing receint of notice of the Bantos

1 the thraa mardh pericd

tiert Shase Sale Agioamer

Takeover Ciarn

v Santent Transaction iz not approved by QG0 Shareholders, the acquisition of the Sentierd doint

Wariire Interasts will nat proecesd and the issue of the Bentient Shares will not take mace.

# e put to CHEC Sharehciders for thair consideration irespactive of whether the

The AGL Transaction v
Sentian

@ Transaction is approved,

Wy you should approve the Sentient Transactian
The reascos for approving the Senfient Transacton include e following:

(&) Faticnafized permil ownership will simpiify gas marketing

stised Araas on behalf of wartures in the

Fand its

Carrently QEC madkets gas produced @ the U
an

e Aress, SEA,

Gias yvers typically requére olauses in gas sales agreenients which provide for penalty payments if gas
i 0ot defvered naccordance with the ferms of the gas sales agreement. Becausze 234 has no asseis

cof substance other than s Sertient Jont Venture interesls, 0as cuyvers mouire 364 obiigations 10

e gusrantead Dy an endty of substance. Bacause S0A's ultimale carent is an imvestmard fund, it is

orchibted from giving guarsrlees.

I arder to sell 4s share of gas, QG0 thereicre needs to guarantes both its own oidligations and these of

BEA, even thoug s net receiing the sale price for BEAS share of gas,

ate]

Fationagsing ownarship of the permis wi# remove this anomaly Recause OG0 will cwr all the gas &
sold urder the reisvant gas sales agreements and will therelore eeeive the sale orce for all of that gas as

ravward for providing any relevant guaraniees ic gas buyers.

3 Bationalised permit ownershio will simptify futere debt financing
' o obiain potentally

Simdarly, rationalising ow fip oF the penmits wi also give QGO sddiional s

cheaper and more sinple deb! fnancing.

(el Assured condrol of joind verdure operabions

B4

#1 those

By puschasing the shares 1 SGA, QG0 wilf ensure that it has contrci of majority voiing right

irdtised Areas wharg there ase alsc additions

Hird party joint veniure pamnars. i1

S vaErires i the

rermoves e possibility of the Sentient Group al ary time voting aganst & QG0 proposst for exploration

o devaicoment 0 any of thoee petrcleumn tenamants,

© Notive of General Meeting and Explanatory Memoerandum
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e

Fernoval of the Fub Oplion and other rghts

Az e CEA wil ne shares i SEA and SEA the Put Ootion will come to an end.

The urcarainty of the efect of that Put Oction on fuiure costs 1o QG50 Wi be rermoved. The Sentien

Trarsacticn aizo provides cerainty o QG0 at this time of the price that QG0 mast pay o the Ss

Jdoint Vantge Inerasts, By bringing the acg o rward the fsk of the purchase price pavabla on

exercise of the Put Cotion being substantially increased as furhar establishment and developmeant of

EROLECES COCLES ovar Time s irssened,

Almo, any potential complexites it apphing the formudas under the CEA to caloulate the puchase price for
tha Sertierd Sale Asseis are avoided and any unoertainly in connection with the outcorme of the valuation
cof OGEC's Reserves Dy two independent expesds as part of the appicaton of the forrmuda is removed,
Instead, thare iz a direct caicuiation of poce for the Sertient Sale Assels. Deing 1791 of the value of the

tosl msued share capital of OG0 a5 & 1 Daecember 2008,

The end of the Put Option will aisc provide G0 with greater ex S issuing further capited since

G ooorger be regquired o maintain 2ulficient rumbers of Shaves under Listing Riuis 7.1 10 o

that it has the ability te ssue up o 46 milior Shaes o the Se

1 Group dpcr e exarcise of the Put

Cotior, without the need 1o chtan QG0 Eharehcider approval,

I addition ic the end of the Fut Ootion, the QGC "pre-empive’ right and the Sertiert Group tag along’

a0 refarred 10 0 secticn 4.7 will Doth fermnaie.

The raticnafization of joint veniure proceedings

Ajthcagh BEA and SEADwIll rermain legally separate @ 5 i the joint venires, Here will 2e & saving in
cesis and fime throagh baing able to arifoomly administer the OGS and the Sentiert Srous interasts in

aach Of those om? veniures.
thoresse in reserves postiion
OE0s avaiable gas reseoses will be noreased as b will cwr the resenaes atirbutabie o Sentlent's Joint

Verture [Mesestis e vanous petroleurs tenures,

The norease 1 QGBS Resenes as 4 resuli of the Sentiznt Transaction is as follows:

Hishe ol dloatvaninges of approving the Sentient Transactiss

{a

tnorease i exposure o oosis
pon compistion of the Sentert Transaction, QGCs share o cosls in coernection with the Uritised Areas

zrast i the Unitisad Areas.

will ncrease 1 proportion 1o ds noreased ownarship ¥
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B Bartos Tekeover Offer nray be withdravr

The sporcval of the B 2t Transaction will trigger one oF mare of the defeating condiions 1o 1the

Santos Takeovar Offer, Consequently, i e Sertient Transaction is agecroved by G0 Sharehoidars,

Santos may withdraw the Sartcs Takeower Ofler and rescing any contract 1hat had resuiled from an

acoegtance of that offer,

[ this was 1o ocolr QG0 Sheraholders would fose the opportunity 10 acoept the offer made by Santos

fhowever, QGC Bnharehciders will De entitled to participale in the Buy-Back, i approved, ot QGC

Sharehciders should nate that thers s a possibility that they will not have all of their Shares bouwght hack

w2 Bay-Back - ses section ¥ for further detai

n acditon o the risks set oot above, upar completion of the Sertient Transaction, QGC Sharehclders

aisn be subject 1o the general risks that are associated with QG0 business actvities in espaect of the
Sent

Seccnd Supplementary Target’s St

zsa are sat out in the Annexum 1o the

ot daind Vesture Interesis acouired Trom the Santient Parens.

= Appendix F.

merl, & cogy af wiluch is sat o

&7 Donsenusnces of the Senlient Transsction nol belny approvad

if the Sentis

% Trarsaction is nod approved the exdsting joint venture amangements between G0 and
e Sertent Subsidistes, and the sghts or #ierests of the Sentiert Groun under the CE4A and Uritisation

Arrargerents will consnue, nckiding the Sentient Group's rdghts 10 exercise the Put Option in accardance

with the terms suenmarised 5 section 4, 1{d,

The AGL Transaction wi be put to GGG Sharehciders whethar 1he Sentient Transacton is approved or not,

However, i the Sengent Transaction is net approved but the AGL Transaction & approved, instead of being
isslaad 202,863,130 Shares (e

Sentient Trust and Sent

g 27.5% of the issuad share capital of OGS Tollowing the issue of Shares to

tHeidings as part of the Sentient Transaction and the issue of Shares 1o ACL as

past of the AGEL Transaction), AGL wi# De issuad 182 308, 825 Shares (Deing 27.5% of the issued shares of
Q&G ollowing the issue 0 AGLL icgethar with an option 10 subscribe for uwp 0 30% of the number of Shares
hatl may be sfictiad (o the Sertient Group at any ime inthe 12 maonth eperiod fsubiect 0 cartain excections

as cutined in section 5.4) from the date of the compiation of the AGL Tranzaction at a price whicl iz egusl

ihe lesser of §1.42

o Share and the volume weighiag average price for Shares over the five trading days

prior 1o the date of the aictiment fc the Sertient Group.

£8 Dirsclors’ recammentation

The Déracics fexciuding Mr Peters Cassidy) recommend thatl QEC Sharehalders vole in favour of Resalution 1

for the reasons set cut in secion 4.5 above, it the abserce of a supariar crozosal.

3

et Trust, and as

W Cassicdy is o drecioy of, and bolds Dene finterasts i Sandent Modngs and S

such, he has declined to have any rale in considering the Sentient Transaction or in forming the Directars’

recommendation with regard 10 the S rarsaction.
Ser
Seny

1 Heldings and Sertient Trust and each of their respactive Azsociales will nol be able 10 vole onthe

Feach

Each of the Direcicrs fexchiding dMr Cassidyl intends (o vate the Shares thal he owns and corrals in suppart

of Reaschiion 1 o the sheance of 3 sucerior proposal,

LA GAL DUMPANY
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AGL Transaction

Ouerview

Cin & Cotober & i Tavowy of the recammenced

T Anzstralice L Company's sharehoichky s v

A integrated energy oompany and @0 energy

sropessl (0 separale The Australian Gis Light Gompary

afrasirucivee company. Follving apgroval of ths ropossl, AGL betsme Auslraia’s esding nlsgrated

enargy company and Afnta Limited. through the sequisition of the Austealian Gas Light Gompany's

$ irgest energy InfFasinucture oompany.

i fsrg

nfrastructure assels, be

AGL's ganeral business stralegy is W

§ o parlicipets i he conlestable growth segments of he slaciroily and gas 2eclors, Daing arergy retal

provver generalion and upstream ges:

oy ragtoning unsiraam and retall exposuras, and

B OMSnage whnissais onng nek and sarmsngs volati

2 take sovaniage oF B8 posiBon s & wgs purchazer of wholssaie gas and sfeciinily 1o educe the oot of

supply and obisin market 2bae grow

On 5§ December 2008, QG0 and AGL apnaunced that they had entersd i the 0lowing agraemenis which

togelhar make up the AGE

k7] i

Lo by D40 S of gas over & e

Fyear peviod i 2

g Gas Bake Agreement under whioh AGE v

[op AL T acauire a furtber 200 B4

gt GO0 e granted oplion: asing the gas 1o be gold o s

maximur: guartity of 740 Pd over the term of ths {5as Sale Agresmient;

& warket development
g fenn sunnly Of gas o AGE under the Gas Sals
Agraement. iy ge: mistances, GGG be entied (o wiise AGLTS excess capacily B carlain gas
pipednes for & pedod of hvee years, and
# on Agreement unde: which AGL wi invest approximstely $282° million for a

aleulaied Dy ncluding the issue Of the Sentient Shares I the Sentiant

B 44 mer Blhare

ahareholdag i GGG

iz aporovecdt and the AGL Shares)

Eaoly of thoese cormponents of the AGL Transaction

conditional upor e ether snd will nof procesd unless

1

e A, Trans

Aoy is approved by QG0 Sharehoiders ol the Mesting (Resolulion 2],

fale i)

faiso be asked to approve the appeaintment of three nomiress of AG

At the denting, QGC Sharehoiders w

v Of CR0ED

sarcl gl & increase i e maxi

wr the (0G0 B o that G0 rmay appoint 1o the

Aisary iz ot Povwever, corclioned ugaon hose

A0 Board from eight to nine (see geotion 5

E

regoldiong Deing pegasd.
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52 Gas Sale Agreement

s 0f the Gas Sale Agreement, QG0 has agreed 1o supply a tolal of 540 PJ of gas to AGL aver

a pariod of 20 years from 1 Jaruany 2008 (o such other date as agread Detwean the parties).

The Gas Sale Agreement resiricts QEC from making futher sales of gas from cerain tenemerts i{ any sale

e

Raservas being evaisbis 0 mesl QGEOs supply ebligations 1o AGL. Durent

kol res Al B insuiicisnt

pricrity supody and resecdes commiiments o cerfain exdsting 060 cust

crnels Rave been presened,

Annst quarlities 0f gas 10 e suppie

cf 1o AGL commence st lower volumeas which will increase steadily over

e first ning years of the conact until they reach 4 svel which 15 10 be mairtaned on and trom he 1enih

vaar of the coniract untll the end of the term. AGL has the right 1o increase the annual and 1otal quartity of

gas 0 be supplied under the coniract by exercising two aptions, ona no later than 31 December 20059 and
e other betorg 31 Decamber 2011, Bach antion iif exercisad) will antitie AGL to acquire an additional 5 P
of gAas per annum for each smmaining vesr of the tern of the contract Toilowing 1he exercise of each ortion,

L ic @ mainam of 200 P2 in otad

Delivery ¢t the gas wii be at a delivery point along the Rorma-Bristane pipaline betwean Wallumbilla

arct Oakey as agresd by QGO and AGL. The price 1o De paid by AGE szl bul the

ndependent Expest has concluded that "Dased on

s! undarstanding of typical oas contract cricing, the
price o De paid by AGL s within the senge of reasonable prices™. The price wi# be escalated in acoordance
with a prescribed percerdage of the anraal movermaents in the consumer crice indax far sight cacilal cities

over e term of the agreement.

Furthes detalls on the principal terms of the Gas Supply Agreement are set out in section 8.3,

53 Gas Markel Develomnent Servizes Agrsement
Uindder the Gas Market Development Senvices Agreament, AGL will provide SG0 with market develocmeant

services that are cornecied with 1he lang term supehy of gas o AGL under the Sas Sale Agresmard,

Fram 1 January 2008 te 31 December 2010, QG may put & toial of 28 PJ of gas to AGL for purchase

adcitian o any gas =0id wnder the Gas Sale Agrearnent), If AGL does not purchase the guantity of gas put

Iy 2EE, AGL wil ise its best endeavolrs 10 make availabd
AL h

Maamba-Sydney pipaline to afic

0 QG gae ransporiation capacity which

3 0 vanous pipeines, nciuding the Roma-Brshane pipel the Meomba- Adalaid
QGEC to sell that guan

e oy the use of the ¢

pipaiing and the

A oy of gas which AGL did not accept 1o third parties.

[ifferarnt costs w

b Pty ipaling depending on whather the gonvite 8 g finm gervics

ihat has aready been paid Tor by AGBL, or whether the serdice is an interruptible service.

n acidiion, AGL has aiso agread 1o make svaliabie to QOC at GGEC's request any gas supply cortracts or
commamenis which are 11 excess of AGLs requiremants.

n consideration for the provisicr of th

wse senices, DGC has agresd (o pay AGL $1.275 milior per quater

over 12 consecuive calendar guaters, commenacing on 1 July 2007

Furthes details or e princios! terms of the Gas Markel Development Sendices Ageamant are sel out in

seiion 2.4,

LAND GAS DUMPANY LIMIT
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5L Subscription Boreement

incher the

ierms of the AGL Subscription Agreement, AGL wi# subscribe for, and QGC wil issue to

AL, such number of Shares that equals 27.5% of the toial issued QG0 Shares calouiated Dy including
e issue of the Sentien! Shases if e Sertient Transaction is approved and the issue of the AGL Bhares)

a & price of $1.44 per Share, The total consideration payable far the subscription is acpmximately 5292

millicrs, This assumes Hal the issue of Shares as past of he Sertient Transaciion s approved by QGO
Shareholders, If the Sertient Transactian is nol approved by QG0 Sharehalders, the AGL Transaction wil
st# procesd # approved! but the amodrd 1 be rivested Dy AGL wi# be approximatesyy 5263 million for

a 27.5% sharehciding in QGC at $1.44 per Share. As far a5 QGC is awara, as al 25 January 2007, AGL

dicd nat hoid any Votng Power in QEC, Immediataly folowing the subacnption ior Shares, AGL wi# have

a Woting Power of 27.5

The AGL sunscrgtion and the issue of the AGL Shares is subject 1o a number of conditions ncluding:

#the Independant Expert determining that the AGL Transaction s Tair and reasonable;

QG0 Sharehciderss approving the AGL Transaction Besal

11; and

# Sanios not acauining Veting Powes in QG0 of S0%: ar mere pricr 1o the end of the Maeting,

The 30 day volene weighted average price of & Share on the ASX prior 1o the date of the announcement of

e AGL Transaction was $1.40, The closing orice of the Shares on ASX ae al 25 January 2007 (being the

lazest practicabie date orior to the date of s Expianatory Memorandum? was $1.3585,
n addizon, AGL has been grantad an cotior 1o subscribe for a nuenber of Shares in the event that

QGG Sharehalders do not approve

e Sentient Resoiution and QGEC makes a subseaguent allofmeant

of Bhares 0 e Sertient Group within 12 menths of the issue of the AGL Shares (other than an alotment

! Bnares 1o oth the Sardient Smoup

pursuant to & pro rata offer of Shares or pursuant 10 an alictment

arct AGL at the same tene in proporticn o thelr helding of Shares & thatl time). The numizer of Shares

grarted under The option wil be such number specifiedd Dy AGL w10 30% of he nuenbey of Shares issuedd
4 } H L 5

ne Serdient Group and the exercise price wit be equal 10 the lower of $1.44 ner Share and the volume
werighted average price for Bhares over the fve lrading days prior (o the date of the afotment 1o the
Seny

ot 1 section 5.5,

w1t CErcup. Ay issue of Shares undar the oetion will he subject 10 the standstill arrangesments sel

QGG Sharaholders shoudid note thal since approval is Deing sought at the Meeting cursuant (o
section 811, dem 7 of the Corporations Act for the issue of Shares upen the exercise of the option,
rc furthar aporcvad will need (e be chigined from CHEC Sharehcidars at the lime the option is exercised

[ exercised at al,

Furthes degails or e princios! terms of the AGL Subscription Agresment are set oul in section 8.2,
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58 Shandstift

nder the AGL Subscripicn Agresmant, AGL has agreed thal for a period of two years from the date of
e issie of the AGL Shares, £ will not hald Voing Power fncluding any interest that might anse through
a darivative instriment) in QGG In excess of 30%, subject (e cerain excertions and parmitted increasas.

QGEE Sharenolders sholdd nete thal undar the AGL Suksoription Agresrmeant AGL will suscrite for that

rambes of QEC Shares which will give it a 27.5% sharehoicding afier the Sentient Transaction and the AGL
Tranzaction, i approved, If as a resulk of the Buy-Back, AGL waouid have a Voling Power greater than 30%,
AGL must

Woting Power at ne mare than 30%. Accordingly, depending on the fevei of accepiances into the Buy-Back.

pasticipate it e Buy-Back and tender such number of Bhares thatl is necessary 10 maintain its

AGLs percertage shareholdng in OG0 may increase from 27.5% to a maximum of 30%.
Furthes details or fhe standstill zrangemerts and the exceptions and permiited inoreazes (o the standstill
arrangemenis are sel oot in section 8.2,

58 Appaintmeni of directors nominaled by 851

Uincder the AGL Subscripson Agresrmeant, CHEC s recuired 1o submit 1o e Mesting for elaction as Directors,

res indiaduais nominated by AGL I any of those individuals are nol agpointed at the Meating, QG0 must

ensure thal the GGEC Board appaints such numier of AGL nomineess 1o the QGEC SBoard 1o ensune that AGL

Ras res nominess it iotad on the QGG Board (provided that such an appointment would nol Dreach the

maximuy ramber of directors afowed ander GGCs constitution!,

The QGEC Board curenily comprises seven direcicoss, inckiding e Maragng Directorn My Denis Patten, has

advised 030 that ¢ st retire from his office as a director of G50 with effect from the end of the

4
Meeating in the event that Resolution 2 is appreved. H Resoiution 2 is not approved, Mr Patten will continue

as a Diraciosn

if thee AGL Transaction (Resclution 2) s approved, GGG will propose the apnoi rt of Mr Steahen
Mikkealzon and #r Michas Fraser 10 the QG0 Boasd, Mr dMidaiacn and My Fraser have baen nominatecd Dy

AGL for apocirtrne 0 the QG Bosrd,

il 10 the OGE Board

n ganeral meating 1hat

Uincier the const r o DEC the maxinum aumber of direciors that may be apnol

is aght. In accordarce with clause 13,1 (3) of its constitution, GGC may determin:

e maximen rumbes of QG0 Directors (e be spoointed s amendad. Accordingly, apcroval is sought under

Resclition 3 0 ncrease the maxdimum auenber of direcics that may be appainted ic the OGEC Boasd 10 nina.

if Reschiicons 2 and 3 are approved (o Resciution 3 is not agproved and aithar or both of Resolutions 4 and

Soare not aporovadd), QG0 will proposa the apociniment of MrMichast Morazs 10 the QG0 Beoard, Mr Moraras

is the third sndividual nominated by AGL for appoirtmeant 10 the QG0 Board.

Bariel profiles on ench of the proposedd drecio gl ol below:

Stephen Mikkeison BRE, CA
Stephen: Mikkelson was appo

o Chief Francial Sficer of The Australian S

G toodk ug e rode of the Chie?

raral O

frimn 3 Beptemnber 20

froe 25 Ootober 20006
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Tlr B

private and public sectors and &1 particular 1 the ensrgy secton

Fanascial 2fcer Dot e

aon s 8 Charlered Acoountard and has extengive

O

auneial Cificer snod Zreoulive Officer

Fricy 4o joirgng AGL. M Mikkelson Pald the oomined rowe of Clis

Busmess Devalcoment at Snowy Hydr,

Price w0 Srowy By, M dEkeion was employaed Dy Cordact Enargy 0 MNew Zealand,

Approximataly 12 morths before the inisal public off

fng of Contact Enargy, Mr Mikkelscr was cromated
4

maragng al fhancial aepects of the Gontact Erergy inifiad pubio offering, inclhading signif

o Chief Financial Officer. Along with the normal reeponsibilies of & Shisf Finandiai Officer, this refe included

HHT I esTor

relations icllowing the iritisd pusic offedng.

Pricg 20 1988 Mr Mideison worked as Treasuny Adviscs within the banking and accounting secions,
fttenael Prazer BCom, CRA

Michael Fraser iz Groun Genersl Managar, Merchamt Energy and has led the ragid expansion of AGLs
Lpsiream erardy interesis, He has responsibility for AGLs powear generation, wholesaie gas and eleciricity
porfcios and energy sales 1o maics ndustriai and commercial customers, Mr Fraser's resconsizility also
inciides the fargest prvately owned smnewable generstion codfolio in Austaliz, including 11 hvaro-electric

ictoria and Mew South Wales, pead

ir 71 Bomertor in Victona and Hadett

RNerEion Dy nigp plast

ir Souih Australia, and a substanial portiolio of powers generation developmert proiecis., In addizon, he
is responsiie for AGLs pstream gas devetopmeant imterests in Papua MNew Guinga, Mew South Wales

arct Cusansland,

M Fraser has moe than 20 vaars' energy industyy exgedience in 2 number of areas including having

eeizblished AGL as the courdrys largest energy retader and headed up s natlonal sales and marketing and

trading activities. He also has exiensive sxperience in customear service, reguiatory management, distribution

anct corporate senices,

M Fraser iz & Fellow of the Taxation Institute of Australia. He is Deguty Chairnan of ActewaSl, a Director af

Eigas timited and & rmermber of the UnitingCare Ageing Board,

ftenael Morazas BE, MEBA

Michael #Moraza has ovar 20 vears experence inthe ol and gas industry in Austratia and overseas. He was

appcirted Geraral Manager, Gas Davelcpment in 200% as part of AGLS newly crealed Mearchant Energy

Crotp. He led the team that

sucoessiuily acquired & T0% Interest in the upstream Papua Mew Suinea Gas

Project, & 50% 3V deal o develop and aperate the coal seam gas business in the Sydney Basin, and a 50%

irtesest in the Morarbah Gas Prciect in Cueensiand,

M BAcrss

devaloprmant funciions, He was apncs

ed AGL =1 18998 and has held varous gosifions within the company’s Dusiness and oo

sied Genaral Marager, Corporate Deveiopment in 2002 and was

irvoived 0 major accuisitions inciuding preiect managing the acols r of Fulze Energy and was Project

Direcics for the $3.5 bon GEAC corsortium acoudsizion of Loy Yang Power, My Morazs was appoirted

M Morsza’s parly career volved working In vanous ool

for Bridge Gil and Parker and Parsic
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57 OHE Sharchelder approval

The ertry intc and pedormance of the Gas Sale Agreament, Gas Market Develocmard Services Agraemant

and ithe AGL Bubscription Agreement. and ihe agreement 10 issue Shares 10 AGL under the AGL

Subscrption Agresment, Irigders one of mare of the defeating conditions to the Sanios Tekeover Offer,

for the AGL Transaction,

Accordingly, pursiant 1c Resokiion 2, QGC Sharehclder approvad is Deing scught

Approval s alsc recuired:
# inaccordance with secticn 617 item 7 of e Corporations Act of the acoudsition by AGL uinder the
AGL Bubacrption Agreament of relevant mierests 0 exoese of 20% of e issued voting shares without

caniravening the takeover prohibition in saction 806 of the Corporations Act; and

# undaer Listing Fule 7.9 sar the agresraant 10 ssue aquity sacurities under the AGL Bubksoriction

1 the thvae manth pedcd fodowing receipt of nctice of the Bantos Takeower Oiler,

Areerner
QGG Sharenalder approval is also heing sought cursuant to Resalutions 3, 4, 5 and 6 in connection
pointed 10 the QGEC Board
whuals nominated by AGL

el 10 e ¢

with e increase ik the maximum auenber of dirgcions penmit

1% O tHree iR

gicr anc

Lnder the QGG consty propasec 2P

ic the QEC Beoasd, BEach of these rescluitions s conditions upon Resciution 2 being passed by (HE0

Sharehalders, It Resolution 2 is not aperoved, 1then Resolutions 3, 4, 5 and § will not be put 1o the Meating

for considaraticn,

FResaolution G wii not be ool 10 e Mesting

= approved but Rescibon 3 s 0ot aporoved, tha

for consideraton driess ether or both of Besobtions 4 and & are nol agproved (n which case Resolution &

wilt e put), i any one or more of Resciidicns 3, 4 and H are not aprrovad, the QG0 Board will agpoint such

ramizes of individuals nominaied by AGL (Being peracns others than those previcusly nominated) 10 1he QGC

Beoard o ensire the AGL has ihvee Direciors on the QGC Board, Al the next scheduied mesting of QGC
Bhareholders QGC will propose a fudthar resolution (0 increase the maximum number of directors parmitted
iz be appairted ic the CHEC Board t© aine (if Besolution 3 has nat been passed at the Mestinghand put
forwand those AGL nominaied divectors previcusly spocinted on a casust hasis or re-gdeciion, sc thal AGL

Ras a toial of three nomineas o0 the SGC Board,

58 Wby you should approve the AGE Transaction

{8 The independent Expert, Delcite Corporate Finanee, has concluded that the AGL

Transasction iz fair and reasonable o GGC Shareholders

I order to assist QG0 Sharehoiders evaluaie the AGL Transaction, vour Direcicrs have comissicned

st Gt in

an Indepeadent Experts Repod fmm Deloite Comporate Firance. & copy af the fuil repo s

Appendix A
The Indeperdent Exper has conciided thal the AGL Transaction is fair and reasonahble o
QG0 Sharehciders and that the ikely advartages to OG0 Shareholkders if the AGL Transaction is

approved nclude:

¥ the compariscn 0f the AGL subscription price of $71.44 with the vatue of a Shae of $1.35 0 51.80

for agigritioan! fiteres! basis) ndicates thal the issue of the Shares to AGL is

#othe price (0 be paid by AGL under the Gas Bale Agreameant 5 owithin the range of eascnalle prices;
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F o the deveioprmeant of @ gigritoant reiations

g with AGE. s e possibility that the relationship

AGL wit provide QOGS with additionat oppor: 5 0 sed gas o AGL and 10 feverage AGL's acoess

to wfrastructure on favourshle terrns, and

¥ the noreased market capifalization of SGC may atiract greater analyst coverage which may enhance

the prodile of QG0 partioulary with ingtituBonal fvestons,

Ameng the disadvaniages of the AGL Transaciion, the Independert Expert has highlighted that

#owhilst the Buy-Back provides QG0 Shareholders with a mashanism 1o sell part of their sharehakiing

at apvice of $1.44, His ¥

dtact 10 12.5% of WECs enderged capital and some CHEC Snareholders

mmy prefer an copenunity (e sel their entire sharehalding cursuant 1o a lakeaver; and

H

the AGL Transaction is Bely 1o Bt fullre offers for QGC,

B The Gas Szie Agrearnent secures the sale of 3 large amount of gas
The Gas Saie Agresment is the largest contract (hy volumel 10 sell gas OGC has entared into to date.

The semimuen orantity of gas QGC has agreed o self under the Gas Sale Agreermant is H40 PJE

cornpaied 044 P inder QGECs R

roest gas sale agreemard (et Incites Pheat).

AGL is currandly the argest purchaser 0f gas 0 Eastarn Ausiralia, and the Directors bafisve that the

sgdaticnshin with AGL is a strategicady npordant one for Q30

The Gas Sade Agreement increases hie commercialisation of the 2P Reserves and will provide a

sHorifioant raverse streden for GGG which GG0 believes

ety enbanoe G0 ored
withiness thus noreasing s ahity 1o barrow delbi capits! io und asdditonal expension and/or

decrease the cost of deli.

ey AGL will assist GGC to aocess new pipelines for three vears

Under the Gas Market Deveicpment Serdoes Agresment, aver a period of thiee years commenacing on

1 Jdaraary 2008, LEC may put s sl of 28 PJ of gas to AGL for purchase @0 additicn 1o any gas scid

under the Gas Sale Agreement), #AGL does not purchase the gas put to it by GEC, ABL will use its best

endemolrs 10 provide OG0 with access 10 AGLs unutilised cacacity in the Inllowing oas pipslines 1o

apow QGG to sef that quantity of gas wikch AGL did not accept, to third parties:

¥ Roma-Brasbane ppeling

¥ Ceensland Gas pip

e (frorn Wl

3, near Foma 1o Giadstene, via Rockhampion):

¥ Bouth West Cuesnsland pnefine (from Balizra to Walumbilla, near Roma;

¥ dMoomba-Adaizide pipeiine, and

¥ doomba-Sydrey ppeline,
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niooation of these pipaines & shown on the map Delow:

{dy AGL's irvvestiment in GGC provides funds to further accelwraie growth

AGLs cormmerstone investment in QGO of approxinataly $292 millinn™ wig, amongst othar things,

provide funding 1o uther acoeierata the expioration and development of QGC's gas resources, OGO

im clavantly in the process of establishing develcoment pians and budgels on how it will uiiise the funds

1 is husiness.

s Yt AGL wik not control A0 Decauss:

Diesiite AGLY [ dvesstiment in Q0G0 your Directons el

¥ g decisions of the QOG0 Boasd are made by majorty vole and as part of the agreamant with AGEL,
Q0 e only recuired (0 ensure that AGL Ras three namingas an the SGEC Board out of a total of

aire Dirgcions,

#OAGL has agresd it will not increase s Voling Power Deyond 30% for two years axcept in limited

CHORIMIS R RORE

Foqhe QGEC Board will decide how QGEC's axploraticn permits and reseras are devaloped and excloied,
Oiner than 2P Resenes required o undemin the Gas Sale Agreement, GEC's Board will decide haw,

.

wihen and o whom QG0 gas s scid {or ctherwise uiised 10 oremie value for QGC Ehareholders);
¥ fciowing the AGL Transaction and the Buy-Back, the four iargest QG0 Shareholders {other than
Santos and AGL will have a relevant interest in 24 - 20% of the Bhares depending on whethar the

Sartiert Transacion s approved); and

#oOECs exsting managernent team will 0ot change as a resuil of the AGL Transaction.
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58 Hishe mwl dleatvaniages of anproving e AGE Transacton

() Bartos Tekeover Oifer ray be withdrawn

The sporcval of the AGL Transaction wil fngger one of mare ¢f the deteating conditions to the Sanics

Takeover Offer. Consecuently, i the AGL Transaction is approved by GGC Shareholders, Santos may

withcrew e Santos Takeovar Offer and rescind any contract thet had resulted Trom ar accepiance of

that Dfer

If this wiaa to cocur GGO Sharhoiders would fose the benefit of the offer made by Sartos however,

O3 Enarehoiders wif be ertitled (o participale in the Buy-Back, § agoroved, oot SEC Sharehalders

shaould note that thers is a possibility that they will nol hawve ali of their Bhams bought Dack under the

Buy-Back - see seciicn 7 for iuther detailsh

it Lieelihood of any further takeover offers may be reduced
AGLs sharehciding following the apgroval 0F the AGL Transacton will providae AGL with the ability to
deieal both a scheme of arangesmeant under Part 5.1 of the Corporations Act or 1o sto any tidder
from being able to compuisodly acoue the Shares under a tskeover offer under Chaplar 6 of the
Corporations Act, Accordingly, the likeinocd of there Reing Tuiher takeover offers for QGC Inthe future s
Eeoly 1o e reduced.

o

i

The price of Bhares may reduce
Az tha I

Trarsacts

cependant Expert bas noled i its Independent Expert's Rapart, in the absence of the AGL

o if the AGL Transacson s not approved, and the Sanics Takeover Offer lapses, it is likely

that the frading vake of a Share will reduce

fd

Ee

Access o ploeiine nedwork ol guarardeed
nder the Gas Market Develcoraent Serdons Agreemeard there is no certainty that AGL will purchase

extra gas offered by QGC, AGL is only required {0 provide access 1o the nominated pipelines if AGL has

avala sed capacity, D80 Wi remain fable 10 pay the quanarly fee regardlass,

QGG Sharaholders will continue 1o be subject 1o the general rsks thal are associated with Q3Cs business

activities. These arg set ot 0 the Anrexure 10 the Second Supplementary Targel’s Statemerd, a cony of
which is set oul in Appendix F.

518 Yesting of Shares under amploymen] conlrasts

Uincder the empioymerd coniracts of g numiber of execidives and senior managernent of SEC insluding

e maragng drecter, Richard Coker), the completion of the AGL Trarsaction wi# constituie a vasting

vt i connechcn with any righls over Shaves thal have Deen issued to those individuals under SGECs
Defarsad BEmgioyves Share Plan that remain unvested &t that time, Accordingly, Tollowing completion of the
AL Trarsaction (i approved), a toisl of spproximately 4.4 milion Shares will immeadiatety vest with various
execulives and senior managament of OGC. Subject to the apgroval of the Board of the Plan trustee, these

Sharas may he with

fravn from the QG0 Deferred Ermplayes Share Plan and, i withdrawn Gefore the Buy-

Back record date, will De aligible 10 e lendered into the Buy-Back.

51t Dirsclors’ recammentation

The Dracicrs uranimousty recommend that QGG Shareholders vote in favour of Resolidion Z 1o be procosaed

at the Meetng ior the reasons sat ol in section 5.8 abave, in the absence of a sugeriar procosal.
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golation 20 e

Eaoly of your Direct

e 0 vole the Shares hat he Owns and coniols it support o
AbsEroe OF 4 SUDerion propogal

-

AL ared #s A solldion §.

3 will ot be able o vole on B

CHEG Bhareholders vole in favour of Besoiutions 5. &,

Sireclors also unarimously reomnimeand i

5 1o e proposaed al the Maetng, it the abgence 0T & supsrior Qroposs,

Each of youwr Directors intends ¢ vole the Shares that he owns and controls in support of Peaoliiions 3, 4, &

arct 5 in the absencs of & supedioy propoesal.

I consicdering whslher o vole 0 Teour of the resciuiions connes

issdetion (bheing

Fezolutions 2, 3. & 5 and 8}, your [

sotors aek QGO Shareholders 1o nole e adveniages of woling in

favour OF the AGL Transaction detaled o geotion 58, and the dadvardagss of woting n favour of the AGL

0L secion 5.9,

#lares iy AGEL aid s Agsonii

s Dirgclors” reisvant inderesis | sl oul i

Appendix G,

Takeover bid by Santos

Beckgraond

On S Dotolber 2008, Sartes COG Pty Ltd, a whoty ow: ited, announced an

o

ed subsidiary of Sartos

narket takeover bid for SEC at @ price of §1.28 per Share. The kidder's siatement in connection with the

2ent o Q00 Sharenoders on 24 Oolober

Santos Takeover Offer vias lodged on 10 Gotober 2008 and 4

2008, Bantog odged suppienantary bidders slafemends on 17 November 2008, 11 Deeember 2008 and

23 Janary B00G7

sy Er O

QGC responded on 10 Cotober 2008 thal the Saros T s eppariunisio and palently

e,

card the Direciors recommended that S50 Sharehalders

et the offer.

nadegua

e OyE0 targels

erren? was sent o OG0 Swweholders on 1H Novernper 2008

iy e Targets

Statemeani, yvour Dirstiors unanimously recommendec thal Q0G0 Sharehoider s raject he Sanios Takeover

Ciffer for the reasors gal oul i the seciion of the Targets Stalernent eniiliad "Wy you shoudd F

Eal-

QGE dged supplemeantany target's statements on ¥ December 2008 and 24 Decembey 2008, The

targs

aliony sl e

termend of ¥ Decenber 2008 gnnounced The AGL Transaotion, the Santient

supplemeantary

rornenclation that GGE0 Sharehollers res

¥

Transs

Ko reiaratec your Digoiors’ reg

Fedement of 21 Dacsmber 2000 gef oul disciosurs

e Sarlos Takeover Ofer. The supplementary Targes

thal QG0 agresd o provide o address a nurmber of issues raised Dy the Takeowers Fars| Panelp which w

the subject of an appiication Dy S

106 to the Fanel (described in section &2 below). 000 Shamheiders

oy, wihen

a5

shouid have regird 0 all of the decuments merlioned above, and 1o this Explarsdony My

e SBanics Takeover Oifer,

congidering the me

o
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8.3

On 23 Jdanuary 2007, Sartos extended &5 offer perded sc that the Sanics Takeover Ofar wil now close

at 500 pon fDueensland time) on 7 Fetroary 2007, unless exended, Santos advised at that tme that its

releveant interest n GGEC Shares was 3.89%, an increzse of 0.08% from Bs relevant interest at the time when

e firsl of the offers was mads under e Sanios Takeover Offer on 24 Quoloher 2008

Takaovers Panst

Cm 20 MNovember 2008 Santos made ar appécaticon 10 the Panal for a declaration of uracscestabie

circuamstances under section S87A of the Corporations Aot and final erders including an order requiring

QGG o withdraw its Target's Staternant zrd issue a replacemert larget's statemeant,

The bases for Sanios’ appication wee summadsed 01 the media miaase issued by the Panel on 21

Movernber 2008, & summary o which is set ot below:

[ Santos submits hat there are deficisnciss in the disciosize made in the Target's Stasemsnz, nchiding

that e Targets Statemant doss nol provide sk formation 1o enatie OG0 Shareholders

o propedy aseess the marils of the Santos Takecver Offer refative (0 the merits of remaining a QG0

Sharek s e

by the Terget’s Statement does not corain the exparl’s epot, commissionad by QGEC, in mlation 1o Q50

FBSROVES DNSAion.

On 1% December 2066, the Panel advised that, having regard 10 1the further disciosures agead 1o e

provided by CHEC 0 the seccnd suppiemantany farget's statement (dated 21 Decembar 2008), the

arnounceent of e AGL Trarsaction and the Bentlent Transactian, the forther indormiation 10 be proviceda

ir s Expimnaiony Mamorsndum and e submissions from OG0 and Santcs, 4 decined o make the

deciration of uracceptablie croumstances, as reoguested oy Santos, This media release, which seis ol

e Paret's respanse mone Ly, s set ol in Appendix E.

Detealing canditiony of e Sanios Taleover Diey

The Sartcs Takeovar Ofer s subject to s number of defeating conditions, Those defeating condilions are set

aut = full i section 11 of the Badder's Statemant and are summarisad badow:

(& Santos acquiras a mlovant interest inat lsast 50.1% of the OG0 Shams,;

by thare & no event o circlensiance that codd have a matenal adverse effact on the Dusiness, assets,

ST

A0 or the G50 Group taken

inencis position, performance,

a5 a whoie;

a0 mernher o the GGG Group condusts $s business othenvise than in the odinary course;

oy 0o merrher o

e CHAC Goum

# acguires of disposes of assels amctniing te mome tan 510 millior;

@ eniers indc any joint ver rnesslin or cihar arrangermnent invaling a commitmard of greater

thar $10 million;
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R ncLEs OF COMMES 0 ary capital expenditure of grealer than 32 million o any 12 morth pedodd

{ewcent in proiecis o

rec it the CQHEC Bights ssuee Prespectus dated 4 August 2006 in connection

with a renounceabis rightls issue underaken by GHEC);

a4 antars e any contract invodiving & corritment of greatar than 32 million;

fu enlers o or viagdes any axisiing contract of serdos with any Direcior o officer or agraes To make any

waterial charges 10 tha bagis or wnount of remuneration of any Deoton officer or olher smployes:

() a5 amsudt of the accuistion of QGG Sharms by Sartas:

no person wedld become ant

ad 0 exercise, exercises ar purports 0 exercise, any righis undar any
orovisian of any sgreement o which any members of the OEC Croup s a party which resulis o codd

sepacnably be expected 1o resull i various autcomes;

Y a licance o other instrument hald by a membar af the SGEC Groue heing revoked, terminated

o owithorawn i sLch rsevocation, Termination arwithdrawal could have 5 matedss! adverse effect
cn QGG

5 the BARASK 200 Index does not ose st afeval below 4,800 poirds cn ary trading day;

thare bang 0o prescribed coclerences,;

i

(R the Target’s Statement detaiing any contractual arrangerments that QGEC has with the Sentient Grous,

mizlackng the number 0f Shares that the Sertient

roLg may be entiled to Ce issued a5 a resuil in the

o

¥ OG0 undey tha Santos Takeover Cffer, and contirming thal the Sentien! Groug

elangge of controd

carnat regusre QGG 1o issue DEC Shares 1o the Santient Soun in cedain cmumstances;
i =¥ nocessary reguinicnry apovovals are obtained; and

M 0o matess! adverse decisicns by a regulatory autharity,

g4 Siatus of the Santos Takeaver BHer

fa) ACOC

The Sartcs Takeowar Ofer s subject to Sanios obitaning all necessary regulaiary aporovals (paragraph 8,370

abcvar, O 5 Ooiober 2006, the ACCC commenced & pubic review of the Santos Takeover Offer lindar
e Merger Beview Process Guidelines, commansing rmarket inguiries an 18 October 2008, The ACCC had
expecled o arnounce s decision or 7 Decamber Z006. The tmeline was suspanded an 23 Novemier
2008 afar a request for Lether mformation from Santos, On 13 Decarnizer 2006, the ACCC announced that
Sartos had nat respoended to the information reguest and wouold Se gihwen until sary January to rescond.

folecision on e Saeios Takeover Offer by 31 Jaruary 3007

Accordingy, e AGCT anBivipates making a fin

i) Defesting condibions
Mg part of e defeating condition requinng that the Targel's Satement contain information on G0's

S

4, GG0 was required to confirm

cortractual srrangemants with the Sentient Group {paragraph 5.3 sboy

it e Target's Statermant that e Sertient Group cannat sequire S50 (0 issue Shares 0 the Sertient Smup
ollowing a change of cortral in QGC, Due to the terms cf fhe arrangament dascribed in section 4.1(d), (he

Diirgcicrs oould not provide this corfirmaiion, rendering the defeating condidion noapaie

fad
o
S
o
£
s
i
w
a
o3

Sartos has resenad its nghl 1o waive iz defeating condition,
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8.3

:

AL QGCs snrual genersl meeting Reld on 13 Novemnber 2008, QGC Snamshelders approved the issue of
L io 5000000 Shares to QG0 emplovess and performance righis to 2,248,000 Shares 10 My Richard
Cotter, The msue of parfarmance rights 10 Shares s likely 10 trigger ane of the presoribed oocunenoes in

seciion 11.7.3 of the Bidder's Siaternant {Daragraph 6.200) abovel, Santos has esersad s dght to waive this

defeaiing conditon.

{e) Baros right to walve defesting conditions

Sartcs may wave any of the defeating condilions summarnsed it section 6.3 in accordance with the

Carparagions Act. Al the date of tis Explanatory Mamosandum, Santos had nat waived any of the defe

conditicns. 3ome o al of the defesting conditicns may De waked Detwean the date of this Explanatory
Mesncrandurn and the date of the Meeting, Any matedal charges 10 the status of the Santos Takeover
Ciffezr wsill e nolified o QU0 Shavenoiciers by announcement o A Deparding o e nalure and timing

soatons of the changs on

such changes, QG0 ey write (o vou advising vou of the changs, and the

e resclitions which gre the subiject of this Explanstcry Mamcrandum. However, If the chiange ooours near

e dat

cf the Mesting, such nofice may not reach you in lime for you 1o consider the implications on 1he

rescirions prepcsed a8 the Meating, For this resson, your Directars encourage you 1o cay close attention

[ASX codar QG

A Lpdate with segand 1o the Drectors’ refevant interests in shares in Santos and its Associates as al

25 Jaraany 2007 is zat ouf i Appendix G

implisations of the AGE Transacling, the Santlend Transactinn and the Buy-Hack an the Saitas
Takeaver DHer

it ore or o of the AGL Transaction Resclution, the Santient Resolution and the Buy-Back Resolution is

approved by QEC Bhasehoiders & the Meeting. one o mare defeating conditions of the Samios Talkaover
Oifer will &

Offer and rescind any cortract thal had esulted from an acceptance of that offar

goerac, This mesns that Santos has grounds on it sy withoaw the Santos Takeovar

Afthe date of this Expisnatory Mamarandum, Sanics had nol advised QG0 whethar § infends 10 waive any

defeaing conditons nggerad Dy e passing of the reschiions which are the subject of this Expianatory
Memorandun, Assuming that one or mare 0f those resclitions are passed and Santos chooses 10 rely an

e relevant defeating condition, withdraw the Sanics Takeaver Offer and rescind any contract that had

resulied from an accepiance OF that oiffer, G0 Shareholders would iose thair ability 10 acoept the Santos

Takecover Offer. CHEC Shareh

ffers shaouid have mgand to this Defore deciding to vole in Tavour of the relevant

resGhECns. It paricudarn, e rasclitions are passaed and the Santos Takeover Offar is withdrawn, as stated

ir the Independert Expert's Bepodt. £ is likely that the trading vaiue o Bharas would reduce in the

abserce of the AGL Transaction

n addizion, you should be aware hat, subject to vour ability 1o se vour Shares undar the Buy-Back {refer
ic sechcn 7)o otheraise disposa of your QGC Shares on-markeat, and asslening the AGL Transaction

ol will sernain a OG0 Shareholder

FResclution is passed and Sanios withdraws the Sartos Talkeover Offe

anct your imvastnent i QG0 will be subect
risks was set ool it the arnexss 1o the second suppiamerdary target's statemant idated 23 Decermbar Z008)

a copy of which is set ot = Appendix FL
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G.E

Implicetions of your zeceptance of the Santos Takeover Sffer

5 fimie for cetarmining voing entidements for the Mesl

v v De 7 LO0om Dueensiand time) on

L 28 Fetvuary 2007 [Veoling Ertitlement Datel.

re the Woling Entitement Date, you

the condrael aris

g rom yous accentance becomes ¥ee Tom s difeating conditons of such de

conditions sre setisiec,

en o will hg feecd Sarios and each of T8 dreciors, seoratades amd of

bresesry Taien 10 Pave apoos

severgiy ag your atlomey 10 @mong otlwr things) altend and vole ol ihs Meeting,

30 Sharehalders are reminded that If they accept the Sanios Takeover Oifer they will be unable to withdraw

E

: oirouEnslanees are where Santos extends Hs offer

i anceptance olber tan it imided croumstances.

Ly emre Than one mondly from e origy inaing date and the offer continuas 10 be sulect 10 one o more of

e cafeating conditions summarised 0 section 8.3, Inils third suppisrentary bidder's stadement dided

x oiffizr Cipensiang

23 Jawary 2007, Santos extended s ofer pericd 2o thal A rowve cloge gt & 000

@mied on ¥ February 2007 frless extencded futherl. That exiension icombined with the previous extensons

arnounced o 17 Novembar 20068 and 11 December 2005} resulted It & total extension of the Sartos offer by

vrnres T O e ard GO0 Sharenidlers wing have aoceoted the Santos Takeower Olar before 23 Janury

e entitiead W willdrig their acoepts

e Dy giving notics (o Sentos by 22 Febrogry 2007 Santos decides o

0 i g chsoretion of Senlog), Sanios

extend its offer Deyvond ¥ Febinary 3(

g recplireal uncier

e Corporations Aot offer QG0 Sharehalders who h anies offer Detore e date anilbich

Sartos provides notice of its futher extenson. & right to withdraw their acceptancs by natics 10 Santos within

0N 10 e

a perod of ons month beginning on the day after the QG0 Sharshokder rseshies notics of the va

Sarle ey,

Buy-Back

Ouerview

O & e

ey 2000, QG0 anneunced conreclion wilh the proposed AGL Trangaction it would alse

& Shares

untisrigie o buy-Dack of g W 2 uladed Dy ncluding the msue 0F the Sentisnd Shares

arc the Al

i approved Ly-Back 15 10 be conducied Dy way of an off- market tender offer.
|

of the Buy-Back will be sont o OG0 Shavenaiders llowy

The tender period is currerdly scheduled to epen on 18 March 2007 and end o 10 Apnil 2007, A By

Dooklet contairing fuE deta

3 e Mest

Fagoldion 7 aseks QED Gha

ahwslcley approvad for the Terms of the Buy-Back. Under Ihe Gorporetions Act,

as modified by e exermplion receied rom ASIC (see secton ¥ Dlowat, GE must ol

P

of (E0 Bharsholders to buy back more than 10% of the smallest rumber of woting shares that QG0 had

ol izsue duwing the 12 maonths preceding the Buy-Back QGC Sharsholder approval is alse being sought

becauss e B

Sackowoud ooer one oF mare Of the defealing condilions Of the Bantos Takedwsy Ofer.

olulion v

T By ke approved i morg than & of voles cast af tha Meating o the resoluion

are 3 Ty of HOVoting i Tevowr of Resoiution 7 does not mesn thal QG0 Shavehoiiers must el their

4

Shares Lo OO0,

Farticipation ©1 i Buy iz voluntary anc QGO Sharsholders will a0 have the right

wy withdrave dendars during the tender paviod, sudiisct Lo compiing wilh apecific nodfioation procedures,
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fvi

wr AGL Transaction Reschiution (Resclut:

2y is not approved, the Buy-Back Resalution FResalution

Frwill not be ot 1o the Meeting or considaration.

fe Buy-Back Resolution is nol approved oy OG0

Sharehalders, the Buy-Baclk will not procead.,

Uinder section 2570 and 2570 of the Comorations A, in the notice that accomcanies the resoluiion 1o

approve e Buy-Back, GE0 mest disclose all ffcrmation that & ssatenal 1o the decision on how o vote on

e Buy-Back Resolution. This mfosmation & set oot Deicw and esewhars ind

o Expanatony Memorardglim,

Tarms of the Buy-Back

{g) Off-market tender offer
QGG irends o condust the Buy-Back as an of-markst tender offar, The lendar offer will invite QEC

Shareholders to tendey fhei Shases for seie to DGC at the fixed price of 31 44 pay Chare. QG0 Sharehalders

Wil e inte tandar aff o7 some of their Shares.

QGG Sharahalders 3

date {which is cugrenily schedidad 1o be 14 March 2007} wi# De ertl

st are the registered holders of Bhares as at 7000 (Duesnsland fime) on the record

ol 10 oiter i sed some or gl of their

Bhares o I is oL schedided 0 commeanca aon 19 March 2007 and end an
10 Al 20071 [Buy-Back Perioed). Rights undear

arct cannct be transferred,

o the terder pedod |

~e Bauy-Back are personal 1o the relevart OGC Sharehalder

A praposed timetalis for the Buy-Back is set out in section 7.2

While SEC does nol currently anticipate
amending ary cf the datas and fimes sel out in that section, 1 reserves the ight 1o do s0 by announcermart
ic ASX.

QGG may &t

it hedeves i should disregard (inchuding ary tender thal it has reasonable grounds to believe has boeen

rchar

He aniz disoretion treal any rgcaives as a valid tender, disregard any lender that
submitied by an Exciided Fereigr Persen) and waive any, o af of the larms of any invitation issued to

a (A0 Bharehcider under the Buy-Back,

i Murrber of Shares o be bought back and price
GGG s sesking approval to Duy back up 1o 12.5%: of ds izsued Shares (caloulated by inciuding the issue of

e Sertient Shares and the AGL Ehares, f approved. [ the number of Shams tendered in the Buy-Back is

lees §

an 12.5%, QGG wil only buy back that number of Shares tendersd,

Each Shars wi be hought back al the fixed price of $1.44. B : congideration for each Share

Dought hack s expecied 10 be digpalchaed by tanic cheqgue o paticipating SEC Bharehalders on or belarg
16 Aprl 2007,

ol Effect of Buy-Back on voling rights and dividend righis
Mo teader will be acceated by QG0 urdil afar the close of the Buy-Back Pariod. Accordingly, QG
Shareholders will be artited 10 vole at any maeating of SGC that is haeid during the Buy-Back Reriod, even if

ey have lodged & erder fonm (e sel Shares 10 OG0 under the Buy-Baclk,

QEC Sharenalders
QooLEs [iod w0 tha date on which (HE0 enters #1ic & uy-Back agrearmeaent with G0 Shareholders fwhich will

i o receive any dividends caid by SGC whare the record date Tor the dividend

be after the ciose of the Buy-Back Period) will not be affected by the suizmission of alender form. However,
cansistent with past praction, vour Direciors do not anticipate paying any dividend for the half vear ended
31 Decarsbar 2008,
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{dy Sff-market tender procaess
uHRH
sorra 0f their Shares, The offer by @ SGC Sharehalkier who submits a lendar o sell Shares to CHES must
"

be bought back at 4 fxed price of $1.44 per Shave,

Each CHIC Shasshoider ic partisipate in the Buy-Baclko may submit a tender if they wish to sell all or

the rombers of Shares that the QGC Sharehclder offers o sel, which may be up to 100% of is

snasity

nolding as sl ihe Buy-Sack recond date. Al Bhares wi

fe1 Directors’ interests in Shares
Diracicss {othar than FRobert Bryan and Dale Biphinstons and thair respective Associaies, whe have provided

Lndedakings to QEC that they will not paricipate 0 the Buy Back - see section V.20 are antitied 0
pasticipate in the Buy-Back and may 9o so, accarding 1o their own particular cireumstances. Interesls

ir Shares that ase Restricted Bmcloyes Shares will nol be elgitle 1o be tendered inio the Buy-Back,

Mg gl 25 January 2007, the Diectars held or had a mlevant imerest in the folowing Shames:

ifi Uhndertaldngs 0 connection with the Buy-Baek
The followesng key investers in QG0 have underiaken not to participale in the Buy-Backe

# Elpk Py Lid and BEphinstore Holdings Piy Lid (Associates of Mr Dale Eiphinstonel:

# The Sariient Gou,

B AN Infrastructure Sendces [ANZISL

# W Rcbart Bryar; and

#  Leyshon Eguities Poy L3d {30 Assccisie of Mr Robert Bryant,
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Civen these underdakings nat 1o tender Bhares into the Buy-Back, any SGC Shareholdar who tendears

i By -Back will be guarantesd 10 have at laast 24% of their Shares bouaht tack undear

e Buy-Back {sssuming that the Sertient Transaction and the AGL Transaction procead).

Assuming the full 12.5% of Shares are bough? back and Coth the Sentient Transaction and the AGL
Tranzaction procead, e relevant interesis (folicwing completion of the Buy-Back) of the major QGC

Shwreholders who have given underalkings not o tander their Shares will ba:

gy tmpact of Buy-Baok on AGL

AL will not tender any Shases nic the Buy-Back uriess #sWoling Power in QG0 woldkd excead 30%

a dract resull of the Buy-Back, Depanding an the numizer of Shares tendered into the Buy-Back, AGL
may reed 1o tender such numbizer of Shares irto the Buy-Back 50 as 1o keep s tolal Vaoting Fowar at no

mre thar B

. Befors finalisaiion of the

4. 85 agreed undsr the standetl arengement

accepiances of 1

wanaaers, SO0 will notify AL of the ramier of Shares (T anyt it neads 1o lender into the

Biy-Back to ensuze that imrmediaiely fallowing the Buy-Back s Voling Power is no maore than 30%., and AGL

wilt subrait & fender for that number of Shases,
i Boate back
HOGEC Shareholders tender moe than 12.5% of Shares ioaiculated 2y indduding the issue of the Santiers

Bhares and the AGL Shares, I approved), 8 scale back will he applied as follws:

QG0 Bharehciders who have submitied tenders i respect of &l of their Shares and who would have

a sharehoiding in QG0 of 1,000 Shams or fgss a5 a msudt of the scale-hack wi have all of their Shams

Dought back;

# the

sogning Shares tendersd Dy OG0 Shareholders to e hought Back will e scaled back anva po

sata basis 1o ensure that no more than 12.5% of Bhares icalculated Dy inciuding the issue of the Sartiant

Shares and the AGL Shares, I approved) are Rought tack undar the Buy-Back.

QGG Sharaholders will be advised Dy an announcemeard on the ASX of the tolal number of Shams to ba

okt hack afer the cose of the Buy-Back Pariod.
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i Thnelable
ndicative dates for the Bay-Back are as follows:

i Effect of submitting a tender

Ay tender form subr

2] iic the Buy-Back constitites an offer 1o sell the tendared Shares 1o QG0 o the
tarms and conditicns of the Buy-Back, 1 GGC accepis vour tendar, a hinding Buy-Back ageamant is formad
Detwear tha participating QGEC Shaehoidar and EC, Lpon submission of a tandes ionm, amongst other

Hings, voL: Wit

o offer o sall to QGC o the dete of completion of e Buy-Back (Buy-Back Date) the numbar of Shares

nomirsted for saie in your fender form, adiusted in accordance with the torms of the Buy-Back at 51,44

el Share

#  ggrea that (HE0s announcement on the Buy-Back Date is eflective notice or communication of QGG
acoegtance of vour tender fadiisted in accordance with the 1erms of the Buy-Back) which is submitled in
acoardance with the terrns of the Buy-Back Jor treated by QG0 as being so sumilled) and which s not

saciad by QGEC,

# ggrea that 4 s only upon suech communicatian by announcameant 10 the ASK 1hat a conrtract is Tormed for

tha purchase of the relevart Shares;

B owarrant 10 QG0 that at any tme vou tender your Bhares ior sale in the Buy-Back, and on the Buy-Baclk
Date, vou are the mgistered holder of the Shares which you have fendema and that they are lawiuly
tendered and free from any mortoaage. charge, lien ar cther encumbrance fwhathar legal ar equilaie)

and from ary third pary righis;
# warrant that vou are 2 persor 1o owhoam an avitation under the Buy-Back may lawfully ba made, that you
ara a perscn whose parkicipation 1 the Buy-Back is cermifled under the laws of the jurisdiction in which

viul ale residertd and that vou are not an BExclided Foreign Fersnn; and

#owarrant that none of the Shases that have been landarad are Restricted Employes Shares.
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) Brokersge and randiing fees

10 sakes of Shan

QGG Sharenalders will not fave to sy any handling or Drokarage rtey the Buy-Back.

Hegsony oy appraving the Buy-Back Hesolution

For the reascns set ol Expimnatony Memarandum, your Birecions Dedevws that e AGL Transaction s

i e best interesis of OGS Sharehalders,

ts of the AGL Transaction may

i

imke timea 1o De fully realised. Mary G0 Bhareholdars have been long term shareholders and supporters of

CGiven the fong ferm natwe of the Gas Sale Agreement, some of the be

e Directors am therelore

QG some howeaver may lave a shorier term view of their investrnant in GGEC. T

giving QEC Shassholiders, particulardy those nodding a shartar teon view of their investmant an onporunily,

ol the Buy-Back. 10 benef immediately from the AGL Transaction.

The Buy-Back will provide OGC Sharehclders with the ability (o tender a8 ar a pordon of their sharehclding at

e saroe once par Share that AGL has agresd o pay under the AGL Subscription Agreament.

QGC Shareholders should note that voting in favour of the Buy-Back does not require you to sell any
Shares in the Buy-Back. A separate booklet containing defails of the Buy-Back and the tender form
wilt be sent 1o you Tollowing the Meeting. You can make your decision whether to tender Shares into

the Buy-Back after you receive that booklet.

Hishe sl disadvaniares of approving the Buy-Back Hesoduting

= (A0 Board does ot believe that approving the Buy-Back Resclizion poses any significant risks or

disadvaniages o QGC Shareholders athes than the risk of the withdrewad of the Sartes Takeover Offer
discussed beicw. However, in deciding whether 1o vete in faveour of the Buy-Back Resolution and whather

ic participate in e Buy-Back, G000 Sharehoklers shauld consider the following matters:

(&) Feduciion in OG0 s cash reserves

The consideration for the Buy-Back will he gaid out of QGC's available cash reserses. I the maximum

12.5% of issued Shares is bought back under the Buy-Back, GGC wil (Rilisa agpraximately $133

or of i caeh resenas In payng the considerstion under the Buy-Baclk, Following cayment of the

1, DS

consicaer sl §14¢

P lhave rernaingng available cash reserves of a1l

1 herease in major GG0 Bhareholders’ holdings

Since some of the macs OG0 Sharehoiders have underlaiken not o participate in the Buy-Back

seae sectcn 7.2, and AGL has agreed 10 participate anly in certain circumstances {see section 7.2(g1,

the respective sharshoidings of those QEC Snasehoiders wi increzse sighily as a consaquance aof the

Buy-Back (refer to the tabie in section 7.2 and 10 section 7.2{g)).

(=]

e

Sartos Takeover Offer may be withdrawven

The approva w2 Bua-Back wilt gger cne or mere of the defeating conditions 1o the Samos Takeovar

Offer. Conrsacuantly, f the Buy-Back is appraved by OG0 Shareholdars, Santos may withdraw the Santos

Takeover Offer and rescind ary corgract that had resulted fom an acoectance of that offar ¥ his wem 10
coolr QGG Sharghoiders woldd icse the appotiunity 10 acoest the affer made Dy Santos. Mowewar, GGC
Sharehoiders Wik He ertitled to pagicipate in the Buy-Back but QST Sharsholkiers should nate 1that i7 the
mimber o Shares tendaered unoer the Buy-Back exceads the maxirsm 12.5% of ssued Shares tha QGC
Mas aporovat 1o oy Dack, OGS Shaehaolders will notl have all of their Shams bought Sack, Howewer, for those
Q3G Bharghclders wiho glact o accept the Santos Takeowver Offer, alf

: e Shares wik be bought by Santos

{suniect 10 the satisfaction o waher of all defeaiing conditions to the offern). See section 8.5 ®r furihar defals.
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R Effert of the Buy-Back an 060

{8 Meducion i cash ressrves

Thie Buy-Back wi be funded cuf of svalishio cash resenes which will e recuced by a total of

Fpproximatesy 513 [ren i the Wi 12,.5% of Shares are hought back under the Buy-Back, The

serviairing cash reserves availabia far use by OG0 wi be at least $152 miliar. The actual amaunt of cash
that QGG wilt De required e pay i wand the Buy-Back wii depend cn tha rumber of Shares 1enderad
uncfer the Buy-Back, Exampies of the amount of cash 1o be paid bazed an differing levels of Shams

tendered under the Buy-Back are et out in the table in section 7.501

o What effect wiil ihe Buy-Baek have on GGCTs izsued Ehares and cash reserves?
Az at 25 January 2007 being the atesl practicacle dale before the date of this Explanaiary

damorancm), OG0 had £80,884, 357 Shares an issua,

Depancing an the approvals obiained at the Mesting, QG0 wi# have the following Shares on issue

{masLrning that there are ng Turther issues of Shares befare the commencement of the Buy-Back):

AF Shares that QG0 Duys back under the Buy-Back will e cancelled.

Depanding an the iaval of Shares tendered undes the Buy-Back, the effect on the numizer of Shares an

imsue anc the cash o be paid by QG 10 fund e Buy-Baolo wouid be as follows:

Assuming both the Sentient Transacticn and the AGL Transaction proceed’
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Assuming ordy the AGL Transaction proceeds:

oy What effect will the Buy-Baek have on the conbrol of QGCY
Givan the maxisum nuenber of Shares thal OGC is expected 1o acguire in the Buy-Bacl, 1he Buy-Back

i 0ot expected ic have sy change of contm! implisations Tor SGEC,

nder the terms of the AGL Subscripticn Agreement, AGL cannct excesd 3 Woling Hower of

A0W fexcapt it limited crcumstances) in SGEC for a pariod of two years Tram the date of issue of

the AGL Shares, Ses secticons 5.5 and 2.2 for furthar detass,

1E Hther mudarial information

) Austratian tax considerations

The garchase price of $1.44 for each Share will De debited in 18 agairst amourds standing o the
cracht of thae share capital soccunt of QEC. The purchase price will ba laken 10 hawve Deen moaived as
consideration for the safe of the Share.,

OG0 Snarehciders should nofe that the consideration taken 1o have heen received by tham Tor the sale

cof & Bhare wil ba noreased to the markal value of the Bhare whare the puhase price is less thar e

market vaiue,
Pusaart 0 Taxation Determiration T0 200422, the miarket vaive of & Share will ba worked out as follows:
VWAFP over last § frading days x {Closing Index/Opening Index}

wihere:

VWAP over last § trading days mesns the voliene weighted average orce of & QG0 Share cn tha
Auslradian Seclaities Exchange over the last O trading days befare & Decerier 2006,

Closing Index means the SEEASK 200 Index at the close of trading or the day the Buy-Back
cioses: and

Opening Index means the SAFPASY 200 Index &t the commencerment of trading on & Decarnber 2008,

OG0 Bnarehciders wilt make a capital gain or loss on the sale of a Share to the exiend the consideration
fior e saie of the Share e $1.44 or the market value of the Share, whichever is greatern s mare or less

than the CGT cost base of the Share.
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The CGET cost base of 2 Share will include the money the GG Shareholder paid to purchase the Share
ois sy incidertal costs of cuchase and sale of the Share, The CET cost base of a Share acouired hefora

1.

3 nay be dndaxedd for w30 ) Sedterniey 1999 unless e GOET aooun? i gl §

bl The CGT oot base of @ Bhare soduired or or afler 1 July 1969 cammol De ndexed for inflation,

[ the QGC Sharehoider is an pdividual, a complying sugerannuation entity, a trust ar alife insurance

cormpaly where the Shase is a "virtual PET assel™), the GGEC Sharehcider may De entiied 1o the CGT

cEsnount o a Shase that has bean hedd @07 al least 12 months, The CGT discount reduces the cagital

inihe case ol a

oEn cihe Hable to tax by B0% 0 the case of an ndividual or trust and by 32%

compiying superanrzation entity or 2 e inswrance company. Naole that the CET discount only reduces

tha net capitat gain remaming afler any carry Tonward capital insses have Seen applied,

OG0 Sharehciders may geraerally carry forward a cagila! loss on the sale of a Bhare 1o offeet caplta

oEns made ir & l@er Noome yearn

O3 Bnarehciders shiould zlec bae aware that there are a number of 13 rules designed 0 discouraos

2 company rom dis fing share capdal in preference to daidends, QG0 considers that the Buy-Baok

hould nat attract the application of any of thase rules. Bowever, 7 the niles apphaed (o the Buy-Back,

theary e i ~femrind dividend fnstead of the

i or pan OF the purchase price may e taken o ba an s

treatment autlined ahowe).

OG0 Enarehoidars wi# not be liable o GET

ey paricipate in the Buy-Back. Howavaer, [ the GGC
Sharehoider is registered, of reguired 1o be egistered, for GEY the OG0 Sharsholdar may nod De entitled

toinpet tax cradits i respect of GET an ary npuats 10 the supply of the Shares on the basis that the

i Tnanial £

supply of the Shars

ty sl therefore siput taxed,

QG0 Snarehciders wifl not be liable o stamp duty @ they patticipate in the Buy-Back,

o OGO Employes incentive Schemaes

The Buy-Back will invoive a Duy-hack of Shares anly, it will nol apply 0 condicnal awards of QG0

Shares held Dy emplovess snd officers of OG0 o aceordance wilh QA empioves Poenive sohemes

o 1o Bhares that have restrictions on dispesal uinder the selevant roles of the emcloyee incenthae

gohime, Hoviever, 1 condilionst awards e Deen sstisfied or any restrictions o disposst Eed or

expiract beicre the Buiy-Back record date, 1he retevant Shares issued or transfermed 10 incentie schame

paricinants will be, s o2 o the terms of the Buy-Back, eligible 1o e tought hack under the Buy-

Back, QG0 Sharehcldess should nate that urvested cerformanaca rights over Shares that have been

fmsued 0 exectitives and sericr managaement of QGC under the SGC Defarred Emeloyes Share Plan

will Evenediately vast @ these perscns as a resul of compietion of the AGL Transaction {if agproved

{see secion 510 Subiect o the approval of the board cf the Plan trustee, these Shares may e

withckewn from the share plan and, i withdoen befon e Buy-Back record data, wilt be eligble to

e tenderad nic e Suy-Back.

(o

B4

Exctuded Foreign Persons

Exchudad Foreign Parscns v
that QGC
e accepied by GGG,

~ot b eligible 1o catticipate in the Buy-Bacle, Withaut! limiting the rights

erwise las in relation (o teaders, & teader submitted Dy ar Excluded Foreign Person wi not
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(ch

rcien QGC Shareholders will warrant that &

By submitting a1 ey are nol an Exciuded Foreigr Parsan.

[F s QG0 Shamhclder doss not prowvid warrarty, QG0 wit not accept the tendes A tender submitted
oy an BExciuded Forsign Parscn will not be accepted iy OGS, 1 OGC has reasonable grounds to
stmpect thatl & tender has Doen submitted by an Excluded Foraign Parson, GG will he ertitied 10 reject

that tender,

ABIC exarmpiion and A5K waiver

Sacton 2574 of the Corperations Act authcrises a company 1C Dy Dack its own shases f e Duy-beck

does 00t matedaily preidice e compary's &hility 1 pay 1 craditors and it fofows te proceduses

2 saliadied:

#oqhe ofers und scheme reiata anly 10 ardinary shares,

¥ the ofers are 10 be made c every person who holds ordinrary shares 10 Suy back the same

parcertage of thar ardinansy shares,

¥ gk ofthose peracns have o reasonable ooporunily 10 accert the offers made to tham;

Booimdy-baok agreemneants ars nol erdevedd into urdil & specified tme S aoceptances of offars hag cloged;

¥ {he terns of all the offers are the same,

(3 as 10, of e

102

1 {defined by gection 207EY

Hng shares that OG0 had on issue that vear) also requires ageroval undar section

e Comoations Act by ar ordinany resciuiion passed at a general meating of GGC.

The Buy-Back does not technically comely with the requirermants Tor an equal ascess buy-hack and,

acoardngly, is weated as & seiective Duy-Dack farthe pumoses of the Corporations Acl. However, ASIC

has grantac QGG an exernption under section 25754 of the Comorations Act o permit QGO o

¥ conduct the Buy-Back similasy w0 the corduct of an equa! acoess scheme;

B he scale-back mechani esoribed in section 7.2(0;
i ncders 10 e axtent that they reiate to shares issued under a SGC amgloyes incenive

soheme [mee section 7.6001 or have been received From an Excluded Foraign Parscn (ses

secticn 7600

# o ivite all shareholders 1o offer far buy-tack any number of thair Shares 1o the Campany rather than

the Cormpany offering to by back such Shares; and

¥ meek approvad of the Buy-Back by ordinary resoiution of s sharehaldars fon the same basis as wouid

e recuirect ior an equsl access buy-hack in excess of the 1012 limif).

Accordingly, the Company is not recuired (0 aporcve the Buy-Back in accordance with saction 2570

of the Corporations Act which rsecuires aporoval by a specal resolution on which nao voles are cast by

perechs whose shasmss are propesed 1o be bought back or thair associalas,
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e of | s Tt

AR hag granted QG0 walver o the reguirerns i Bude 384 The walver wi

CiZ0 does not have 10 lodge an Appendix 38 with ADX during the tender periad. The waier wi also

e Thad QG0 may suleeil an Appendin 35 oonnection 'w':'lh il ity

sk o aler than ths secord

basiness day W0Eowing e ciose of the Buy-Back B

Niractars racemmendation

favodr of Mesolution ¥ 1o

The Directors’ unfznimously‘ recomimiend that QG0 Sharehalders vote in

propased gt the dMasting i CONNRSCECH With the Buy-Back 10r e reasons s Ul i section 7.3 above.

B0 Shareholders shoukd also congider the risks and disaclvaniages of approving the Buy-Back Ragoludion

set ol in geclion 7.4 bafire decicding how 1o vote,

Each of youwr Direciors intends 1o voie the Shares that he owns and controls in support of Resolition 7 i

abserce of a proposal superior to the AGL Tansactio

Semolalion 7o conditional on GG Shareholders approving the wclion Resalulion ([Beaesoldion

aelion Resoiuiion is nol approved, Basoldion 7w nol De put 1o e Mesling and the

|1 thee ALE

Bty

Bk will not provesd.

Key terms of the Transaction Documents

Sentient Share Safe Agresment

he ToROWING 12 & swrynary of the prinoipal ter

: of the Sentient Share Sale Agresment,

Sule of shares

t have agraed 1o 263 all of their shares i GRL, SGA and 5GAF o QG0

s 1 December 2006,

Le transfer of the beneficial interes

Q30 Sharenolder spproval & & condition subsagquent to the sale.

e

radion Ty e seke oF the shares i GRL 8GA and SEAL QGG

I ons: afpreecd 10 issus 1o Sentiard

Maldings g Sentierd Trust on e complelion dat

3 53428 373 Shareg. Gompiation must ke place

wilhin e buginess days after QG0 obtans OG0 Shareholder approval for the Serlient Transaction. QG0

Snarehoicsr approval muest De oblained on o before 33 March 2007 or auoh ke dale as agreed betwesn

e parties. 3 e condition @ o i 3 e githar pay may lerminale he agrasmeant withoul peraliy,

Assignmeant of intercompany ioans

Al compleion urdler e Sontiznt Share Bais Agreemend, Sentient Trust v iy 10 (G0 the beretit of

e following Rans:

i & ioan fom Sentient Trust to SGA 0 the amourt of $1 118, 18554 being §570.474 88 i prinaip:

F147 B0 A1 in interesty and

& loan from Sentiert Trest to SGALIR he amount of 52

31 neing 846 T2 in prircipal and

S43 137 520 interest),
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Fofiowing comnd
Seny

o, there will be no dedts owed by GRL, BGA or BGAl to any other memizer of the

CEroups.

Tarredration of axisting agreemarnts

Crry gnct frores compiation under the Seriiert Shase Sale Agreamant, the Toillowing agresments will
e termirated:

[ S84 and

ibj 7

atior Arrangerments,

ard the parties will be released and dischargad fom any and all iakility to the other under those agresments

o and o 1 December 2008,

Warrantes and tax indernily
S

A SBOEAL A el financk

w1t Heldings snd Santient Trust have provided warrantias to GG0 as 10 the operations of GRL, 5GA

3, Irawting and taw posions. Totsd liab#ly under ths wirranties is caoped & 85

milliorn, Therz iz re lim ot liahdty with regard 0 tax warraniies and the Sent

i Hcldings and Sardient
GRL,

N Gonnecticr w

Trust agree o indemnfy QG0 against any adverse tax consaguan
SGEA and SEA! beiore 1 December 2008,

s that may arise

AG1 Subscripting Soreemeant

The sollowing is a summany 0F the orncipad fanms of the AGL Subscription Agreerment.

Subsoripdion

AGL has sgreed to subscribe for, and QGC has agresd (o issue 1o AGL, such nuember of Bhares equal to

27.5% of the total ssued QGG Bhases (caicdated Dy including the issue of the Sertient Shams if the Santier

Transaciion is approved and the AGL Sharest at a price of $1.44 pes Share,

Concifions o subsoripiion
The abligeticns of OG0 and AGL are conditional upon:

@ the Independert Expert concluding in the Indecendent Expeil's Repor that the AGL Tansaction is Tair

ano reascnalle,

) Santos a0t having accuired & Voting Power in QEC of 0% or moe dwhather pursiant 1 the Sanics

Takeover COiar or cthansier) ovcr 1o the erd of the Meeting;
(o) QGC Sharehciders passing the AGL Transaction Resolution;

[y approval of ASX guctation of the AGL Shases, subject tc cusicmarny conditions; anrd

B} any ofher approvals of Goverrrnenial Agencies which are necessary or which GG and AGL agree are

cesrabin 10 fapiement the AGL Transaction,

1w conditions must De satiafedd by 4 Maron 2007 or sueh other date agresd bebaser QG0 and AGL) or

waived, cthanwise eropariy may tlermnate e agreament.
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independent Expert’s Hepor! and convening of Meeling
lnciar the AGL T

1 Agdressrnont, CHEC must, armongst other things:

(& corvynission the Independent Exper’s Recond as soan as gracticable fand, in any esant, within 10

Busirsss Days! afier the execution of the AGL Subscripicn Agresment and keep AGL reasonaily

FranTIe i ¢ 71 DEOCERSS 1 prepasation of the Indepandent Expart’s Rapart;

b as scon as practicable sfer preparation of an advanced draft of the Excianatony Mamarandum and the

Irdependent Expert's Repart submit the Explanatony Memorandun inciuding the Independent Expert’s

Heport) for raviess [y ASX;

(= #mmediately followng approval of the BExglanatory Memarandum, 1ake all steps necessany 10 convena

and hold the Meeting, inckiding the dispatch of the notice of meating and Exglanatory Memarandum to

gach QG0 Sharehalder and ic all olhar persons erditled 10 recedye natice of the Mesting

oy as scon as practicable folowing the date of msue of the AGL Bhares, implerment the Buy-Back; and

(&) doall cher things as may be rezecnably necessary o axpadiant on its part to atfernpt 10 ansure that

aach of the msoiiions 10 e corsidesed al the Meating is passed Dy 1he requisie majarity,

Covenarts
On oy bedere the date o which AGL subscribeas or the Shares, QGO will not, and will ersire Thatl esch other

mesnber of the QGO Group dees not, amangst other things:

s comvartible into sharas or

(& fmsue of grant ar opion or sght o subscrile for any shares or secLr

cthar than the issue of the

a0rRE 10 Make such an aotment or Esue of grart such an oEtion of rig

Santient Shass;

) make or declase any distebution whether Dy oway of dividend o cacital reduction or othenvise and

wiethes ik cash of in spedie;

() reduce s share capital or enter into ar esalve to approve the terms of a buy-back agresmeant, ather

than the Buy Back;

o) dimpose or agres 10 dispose of the whole o a substantal part of s Dusiness o propedty;

() charge of agres ic charge the whaole or a substantial part of Bs business or procery; o

5 conduct its business cthenwise than in e cdinary courses without e prios wiitten approval of AGL (and
? DGEC Group (B

clher marbers oF the QGC Group) of the type described it sub-paragraphs ) 1§

fior this pLEpose any actcn Dy any mamber of ircdriduslly o it agoregate with

ot section 11.7.2

cf the Bidder's Staterment will ba dearmad to be alherwisa than in the ardinary course of business).

Oty over Shares
QGG Ras granted AGL an option 1o subscibe for g nuenber of Bhases n the event thal QG5 Shareholders
oo not approve the Sentient Besolution and Q52 makes 2 subsequent allotment of Shams © the Santiaert

-

oL pLrsuant 1o

Croun within 12 months of the AGL subecrigton (Dher thar an aicimend ic the Serlient

a v rate oier of Bhares by QGEC o puarsuant 10 an afctment of Shases 10 batk the Sertieont Group and AGL

ai the same # W DFOP0FECH 10§ hoicing 0f Shares at that time

"he numizer of Shares granted under

e oplion will be such rumber specified by AGL up to 30U of the nuesnber of Shares solisd 10 the Sentient

o

Croun and the exarcime prce will be eouad o the iower of 51,44 per Share an

the voluree weighled avarage

price for Shares over the five trading days pricr 1o the dae of e allkatment to the Senzisrt Group,
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Buy-Back
plalz7g

) e off-rngy

Shares w0 AGL, OG0 musst s

buay-back of 1w 10 12.5% of the Bhares on issue following the issue of the Sentiert Bhares and the issue of

e

As soon as pracicable indowing the issue of

e AGL Shares at a price of $1.44,

Standstll
Dwgring

we yaas period from the date of issie af the Shares 1o AGL, AGL must nct hoid a Voling Power in

QGG in excess of 30% of the Bhares then onissue, suizjest 10 ceflain sxceptions and permilled increases.

The excepions to the 30% mid are:
& i atakeover bid has Desn made for all or sutstantially all of the Shares or a schame of arangaemani s
e resuil of which wouid be that a

ar rarsacticn has been proposed

orcposad by QGO or some oth

persc would become the halder of all or sukstartially all of the Shares; ar

2 restriction wi

by o & reajority of the nor-A3L direciors on the QG0 Beoard determing by resnd

10t appiy.

e 303 limit if at any tirme during the standstll pariod, the Restricted

k0 excead

AL will he a

Bhareholders’ W wicted Shareholders'

increases. Forthe purposes of caiculating the Re:

o Power in Shara

Yioling Powes i Shares
# noincrease & 10 be takan o have coourmed as a resuil of an incmase olowing the Buy-Back; and

B ogny actual Voting Power Rald by Me Dale Elphinstone, Eloh Pty Ud, Elchinstons Hoidings Pty Lid ar any

will e takan to bhe

cof el respecive Assccinias which atl the time of the caloulation is Delow 15.09%,

15.9% of the then Shares on issu,

it AGL's Voing Power woldd exceed 30% as a direct resull of the Buy-Bacle, AGL must tender such numizer

of Bhares intc the Suy-Back as required 10 ensure that AGLs Vioting Powar is not morg than 20%.

Norriration of appoirtments to OG0 Board
ic e OG0 Board. f QGEC Shareholders

w0 nosnate thres nidivicuals ior appointment

AGL will ba er
apgrove Raesolstion 3 but do not approve one o more of the Directors ageointment Resolutions (Resolutions
&, 5 and 6, then immediziely fofowing the ssue of the AGL Shases and subest 1o recaipt of executad
consenis to act Fom the proposed Directonds) QG0 mast by resolition of the QGC Board, apooint suct
QEC Board that

is requirad o ensure ihat AGL has three Directors nominatad 1o the QGG Board {including any Directors

rambes of AGL nominess (Deing persons cihar $an these praviously nomirsiad) i

1

appointed willowing approved Of any of Beschiions 4, 5 or § at the Mesting). AT the naxt schedulad masting

0f QGC Sharehcldars, QGEC must propose one o more further resciusicns putting forward those Directars

appeirted by Resclution of the QGC Beard for e-election. I OGC Shashoidars do nat approve Resalution

Hons (Resolutions 4, & and 8! are also not approved,

3 and cnhe or mora 0f the Directors appoirdment resch

nen ynrmadiately dowing e issue of the AGL Shares and subject (e recaipt of execuited consents (0 act

froem the proposed Diectods) GGG must by resobiion of the QG0 Board, appcint such number of AGL

rominess (being persors cther than those previously rominated by AGL) to the QG0 Board 1hat is required

ic ensure that AGL has three Directors nominatad 1o the QG0 Board fincluding ary Directors appainted
fnllowing aporoval of any of Reschitions 4, 5 or § at the Mesling), crovided that OGS will not be required to

apocint any nomines whess 1o 0o sc would Dreach the maxinmum numizer of Directors, At the next scheaduled

fion 1o inorease the maximurm number

meetng of QG0 Sharghclders, QGEC must propose a futher resod
wts o the QGC Besrd e nine and propose ong of mare resolutions Tor the re-siection of the

Of aDDck
Directors nomiratad by AGL, fogether with any other Direcicds) nominated by AGL (Deing persons ciher

T those praviously nomirsied by AGL) 50 that AGL has three Directors nominaied 10 the Q50 Board,

i
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Tarrrinaticn
AL may tarmi

~ate the AGL Subhscd

o Agreament Dy nodice inwting o QEC

[a) there s aomaterial Draach or non L] of D00 covenants hetore cormpiation of the @ungoription

o Ay 0f the warantios provided by CHE0;

) &t any time e AGL Transaction ceases 0 ba recommanded oy a majority af the direciors of the
QGO Board;

A

[ thaera

= oa matesist breach by DCGC of any of 45 abligations unders the AGL Subscription Agresment that

CIEC fzils 1o remedy within fve days of Deing notifec or

oy any messber of the QG0 Sroup suffers ar inschanoy evant.

QGG may terminsia

e AGE Subsoripiion Agreer

by nctioe it wating 10 AGL  there is a matenial breact

of non-idfiment of ary e wezrarties provided by AGL, there is a material breach by AGL of any of its

obligations under the AGL Subsoription Agresmend thad AGL a8 1o remedy within fee days of Deing no

ar AGL suffars an machancy avenrd,

83 Gas Sals Agreement

The parties have agread a hinding terms shest dated 4 Decamizer 2008 with regard 1o the long e sugely

of gas to AGL commencing o 1 Janusny 2008 (or such ceher date agresd Detween the parfies) The terms

are tinding o0 the parses oen the AGL Transaction Reschrtion Deing passad. # s the patties” intention to

ertar ke 3 iormal Gas Sale Agreemeant following GHEC Bnashoider approval out, iF for whatever reason,

such an agreamant s a0t forhcoming, the teens agreed atwean the paries will bind the paties.

The snllowing is a summany OF the orincipad fanms of the Gas Sale Agreames

Terret aret folal supply volurme
The term is for 20 years o & volume 0F gas of 540 BJ with supoly 10 AGL 1o commence an and Trom 3

Jarwary 2008 {or such other date agreed between the parties),

Source of gas
The gas is @0 be scurced fram the folowing amas it which QG0 has interests and which ae eiemed a5 1o

e Proiect Arsis

# hiccks 2380 and 2452 of ATP 832F inclucing the area of Petrofzuen Lesse 207,

£ ATP 810

AT 820P and all petrofewrn leases dranied out of that area including 179, 228, 228 and

§ hiocks 2599, 2800 and 2672 of ATP 848FR

QGG does ave the aghld 10 suppiy gas from ciher arsas Bowhich it may have inderests 10 meet the
requsrarnants of AGL but QG

5w oot abliged 10 da sa.

Fo#owing QGC Enarehcider approved, QGC will ba resticted in making futher saies of gas from the Project

Aran i ary sale woukd resull i ingufficient 217 Resersed willin ihe ares 10 meet the upaby oiigations (o AGL,
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OGC wiit

whera those contracts are condilional upon QG0 obl

e erititied o enter

mic contracts with third padties for e supply of gas out of the Proiect Arga

B Reservas 10 meet

irsgy carbfoation of adeguate

roth AlGLs obdgaticns and the commiimerts 0 the &

thes Duyar

Existing priorty suppdy and resenves commitimenis (o each of C5 Eaergy Limitec (C8E), Condamne Power

Stazon (CPB} and Incitec Pivat Limited (IPL) from paris of the Praiect Area to which their coniracts relate

Fave Deen presenvad,

Hasarves

Coammensing frorn 31 August 2007 and at least once in eveny yvear after 1 January 20028 SGC must crovide

4 reneives ficrs vl 2P Fesarves 1o AGL whioh ndic

s That there arg sufficient 27
Resarses in the Preiect Area to mest all of GEC's then existing gas supely commitments including those to

AL e

2 Proiect Area.

If at any Sme there ae insufficiort 28 Heserves, and provided QGO has asted as & reasonalie and prudert.
aperaton, GEC will not be e 0 AGL for & supply shardfall 10 the exient that any reduction or curiailment in
suppl i AGL coolrs because of the 2P Beserves shortial, I such & case all ouyers of gas from the Project

Arga st be recucaed ecually with AGL, other than the prionty customers of CEE, CPS and 1PL

i OEC s foroed (o reduce ar curlail guantiiies of gas over 2 12 consacutive manth period by more than 15%

w2 naEkimum dafly quantity otherwise delverable 10 AGL unde: ontract then AGL may at its discration

aive notice to QG0 0 rediuce the refevant supply volenes on bDoth an annugd and daily Sasis 10 be sken Dy

arves are whenlitied withirs

AGL under the contract, Howeeer T

S Gone and subsequently firther

e Proiect Area then OEC must offar 1o resion 168 supnly 1o AGL
Supply volumaes

The arnusl guantties 10 e suppiied 1o AGL comynence atl iower rates which will morease steadiy over

anied] an and from e tenth

al eyt which is o e ma

: first nine vears of the cantract until they reach

cortract vear undil the end of the twenty year term.

AGL has the right to norease the arnusl and tote quantity of gas o De supplied urdar the agreemeant Ly

exarcising twe opions,

T Tt option may De exerciged by no i an 31 Decemnber 2009 and e second eplion may be

exarcised on ar bafera 31 Decembar 2047,

Each cotion (i exercsed) will entitle AGL 0 require an addiional 5 PJ of gas ger annum 1o 2o delivenad over

e halance of the tenm of the corgract ol with (HE0 Deing able to cormmeance defivery of the increasad

vilures no garlies han 12 menrths and no later than 38 morths afar the opticn is exercised.

115 are axarsised then Q00 must wi z indlicale 10 AGL whethar

i amy of e of 130 davs after the axer

i hag sufficient 22 Massrves in ths Promct Asa 10 mest the increased volume.

1T thre are &

suificient 2P Beserved in the Project Arsa ther AGH alect o sooept g partishi

y
thive are 2P Reserves availazle bot |7 does 50 it s entitled 10 extend the date for

vilurne 10 the extant thas

exercise of the cotion it respect ol the Dalance quantity of gas under that action for a futhar 12 maonths an

e bas sufficient 21 Peserves are iocated i

Project Arma within that timie, then AGL may exercise

e opticn for the bafance Guardidy

While AGL has not exercised thase options, QG0 cannot erter into any gas supoly agresment or

SOMMEMENT with & tird perty fom the Project Ama i 10 do so woluld reduce the uncommitted 2P Resenes

avaizble tC izss than e guanities able to be taken by AGL 4 exercised the options.
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Adttrstrennn guantities

AL s ohdged o ke or pay B a mirknam guanity of gas each vear This means that rrescective of the

amoLnt of the gas 1 actually orders it will e required 10 make cayment for a minimur annoal guartity,

Detvary of gas

The delivary point for the gas will ba at any poirt o points along the Boma-Brishane Pipaline betwesn

Wiallanhia and Cakey adresd rom ime to tane betwaeen QG0 and AGL acting reascnally but ¥ they cannot

agree then the delivery poir e the ol or points selocted by QGC whess £ has al any time a latara)

pipeine which i owns, cperates of uses wikEch conracts 1o the Roma 1o Briszans Pipaline sysiem.

CGas which AGL has paid for Bt 00t mken, raay ba takan Dy 1T within 3 years of pavimant al no additicnal cost

ard ir the case of the last free contract vears it may recover any gas taid for bud not taker over that period,

withir s months after the end of the supoiy term,

rice
The price for the gas will be escaiated in accordances with & prescribad percentage of the snnuad Movemenis

i e consuEner prace index average for sight cacilal oities ovar the 1emm.

Ay faxes, chiies Or charges introduced subseguent 10 QGC Bhareholder aporoval of the AGL Transackon

Resclution which have the effect of increasing D60 s costs in procucing, orocaessing, ransporing or seiing

e gas o AGL can be passed on to AGL as an fiorease

1 e coniract proe,

Forge majewrs and olher relief
Both QGEC and AGL w

e gxcilzed from ohigations 10 sunody and take gas 10 the exdent that everts beyond

e reascnable controd prevent

Ada for apecified periods durng a contract year both parieg may De eiaved Of thel obiigations 0

respectively supoly and take gas o the extent that planned mairtenance of their piant and squinment

reclirgs This L 10 A specitiod mnimLsT: Quantity,
Fatture to supply
i OGC fa

e reascnable costs nowrred by AGL o chiaining an sfternative supply of gas comparad toowhat 1 woukl

R

it exclse 1o daliver gas o0 any day its liability wi e the fesser of the difference bebween

v paid for e gas i QG0 had supolied 4 and an amourt egoal to 50% of the contract price multiclied oy

e guaniity of gas not defverad,

There s a maxrm cap on fahdty for failus te supply over 2 cortract vear of B17.5 millicn and an

i

aggredaie liabé

1y over the antine suoody pencd or a8 iafures o supply being tres times the annual cap. The

arnial cap s adiusted over e fenm of the contract in accordance with the inoreazes inthe coniact pnice.,

L Gas Markel Bevelomnani Services Agrsement

The parties have agread on Dinding terms far provisicn o rked deveinpment services connaedcted with

e long terrn supply of gas 0 AGL commensing frors 1 Janusny 2008, The terms are binding on the pasties

Lo tha AGL Transaction Beschiicon bang passed. 1 s the parties” intention 1o enter into a more detailed

Gas Marke! Developmesnt Sendcas Agresment iollowing QG0 Shareholder approval but, iF o any reasan,

sUch an agreamart & a0

rhcoming, the teens agread atween the caries will bind the paties.
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The following s a summany 0F the prncipad fanms of the Gas Markal Deveicpmant Serdoes Agresmard.
Cbdigations of AGL

For the pariod from 1 Jarwany 2008 (o 21 Becember 2010 AGL agress 10 use s best endesvolss 1o make
avaizble to (A0 ary untilised gas transpodation capacity which AGL may have avallabls to it inany of the
fnllowing pipeines:

# Foma-Brasbhane Pioelineg,

# Cueensland Gas Pogine from Waiumbdiz, near Roma o Giadstore, via Rockhampeton);

& Seouth West Quesnsland Gas Pipeine {fom Batera to Wallumizilla, near Roma);

# Meomba-Adeizide Pipeiine, and

# doombe-Sydnay Pineline,

Ay sLch dnuiised capacily 10 be made availatle 10 the extent that SG0 has offered 10 AGL, and AGL

e not agresd o puchase, o 5 of gas of ug to 259 PJ over this period,

For this purpcse, Q00 covananis that i cannot make such gas availatle to third parties on any hatter larms

0 those that as offared o AGL.

i AGL does have the uradilised capacity in the pipelines required oy OGS then in order for QGC 10 deliver 1o
arcthar customes the gas Lo 1o e guantizes outlined above not taken by AGL, thatl capacity will ba made
avaiahle to QG0 &

& iofowing cosls:

service which has

wacy Deen paid for Dy AGL then GGEC will ard

have o pay the

sendce oot thal may be pavaiie by AGL to the pipeline owner for assignment of 1hat cagacity 10 QG

cvarLa chargaes as applicabie; and

by where the senica s an siemustible sendce en QGG will ey o ASL the soiusf cost which AGL s 1o

nay 1o the pipefine owner for thatl niemaptibie service,

Frovision of gas supply condracts

Creer the tarm of the Agresment AGL also agrees 1o make avalatle to G0 at OG0 request any aas supply

contracts or comminents wiEch are it excess of AGLs requirsments thus enabing QG 0 purchase gas

which iz in excaess 0f AGLs reguirerants under contracts which AGL Ras wath thisd pardes. That gas may be

Doght by QGG & the same prce that AGL buys that gas iogether with ary gas transpodation tarifs tat

G g ot to excesd 54

5 Al adcitionas amaunt o refia

may De payakle by AGL p

nargin which

Service fee

N exchange for AGLs provision of these sendces over the three year periad fom 1 January 2008, QGC s o

]

pay 0 AGL a ol amcurt of $22.5 million {exciisive of GET! cver 12 calendar guarers commensing on and

from 1 July 2007 at the rate o BT mdion per cadendar quarter,
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Glossary of Terms

Nefinitinns

1P Reserves means all Heservas cortified 1o be “proved” in accordince sl the SRESY

YR Dietiralions,

2P Reserves means dll erves cerlified (o be

" plus tprodsd

it the SPEANPC

[efirddons,

3P Reserves means all Asserves certified 1o De "proved” plus “probable” pis “possible”™ g aooorcance with

e BPEAMP Diefindlions,

AGL, mmang AGL Energy Limitad, ACN 185 081 ¢

AGL Shares means e Shares to Ds issued to AGL It acconrdancs w

the AL, Transaction Mesaldion,

AGL Subecription Agreement meang the Subsoriplion Agreerment dated £ Deosmber 2008 Delvween AGL

At A0, a8 amende.

AGL Transaction means:

i QE0s enlry inle the Gas Sale Agresment;

QG0 entyy inlo the ¢

farket Davelopment Ser

23 Agresment;

F T

GGEO's entry inte the Subserption Agresmeant;

Ers
g

it the subscription for and issue of, Shares 1o AGL for o orice of

e Shave as mors Tully disciosed i

gactny 5.4, ar

W grant of, ard the maue of Shares won he exercise of, the option to AGL s more fully discloged i

gaclion b4,

AGL Transaction Resclution means Mesolution Z i the Notice of Mesting,

ASIC mears The Auslis

Seowilies and Investiments Gormmisaion,

Associgtes has the meaning ger o that larm in geclion 17 of the Corporalions Act,

ASX means AL Limited AN D08 824 801,

ATP resns as sehority 1o prospect undey the Petroizuen ana Gas Production and Sadely) Act 2004

25

Eumerslard) ancd ncludes all petoleum lsases

et or granted oul of the adhority and of extengions.

Y

| COFTERTRIONG, & utions, mocklications ar v

AFEEINNE OF &

W Bty

Bidder's Statement mieans e bidder's statement iss
S0 on 24 Qolober 20

ued by Santos deted 10 Ootober 20085 that was given

o]

relatioon fo the Sarlos Takeover O

Busziness Day means a day whi

:byis ol g Satwday, Bunday o bank or public holicy i Brgbane or

Syciney, Aus

oM atiee aof Genaeral Moort Tige I d Vxplanalory MenroraadiabE



Buy Back mears the ay-back pursaant to the off-market Duy-hacl tender of up 1o 12.5% of the Shares an

isslae ioaicldated Dy inciuding e ssue of the Sertient Shares i§ the Sentient Transaction is aporoved and the

AGL Bhares, 1 the AGL Transactcn s apovoved) at & price of $1.44 per Share.

Buy-Back Period has the meaning ghver 1o that term in section 7.2ial

Buy-Back Resolution means Resoiution 7 in the Natice of Mesting,

Change of Control means edher of the fofowing which acowrs to QGO onor before 31 Decembar 2008

[& & charge in e maragng deector of QG0 and the composition of the OGE Board whemne those changes

fas aresuli of & change in ownershic of Shares and the purchaser of the Shams reguires (or

aorees with other QGEC Ehasshoidars 1o reguse) that ohange; of

& Takecwer Bvant,

Corporations Act means the Corporations Act 2007 (T,
cs,
Ser

deads dated 15 Jure 2008 and 25 Sily 2008,

nedns the Co-opesation and Sacuritizsation Agreement dated 19 July 2009 between 334, QGE, GRE,

Trust, Bantert Holdings, QGG QGC (Barayndsie South! Piy Limitsd and 36A] as amended by

CTi Plant means the gas comaression and delydration facility built and operated for and on behalf of SGCE

arct 3EAL an the ST Plant Land,

CTi Plant band means ot 2 on 5P 187938, beng and focatad st Windibn, Cuesnsiand.

Deeps means the stratigraphic divisions urder a petroleum tenure which commaence from the base of the

Shatows and condinue 2 conie af the aaith,

Deloitte Corporate Finance means Deicitie Cormnorate Fnance Pty Limited, ACN 003 832127,
Director means a direcior of QGC,

Excluded Foreign Person is & porson:

& o whorn QG0 would be pronibited from paving monaey pursiant 10

@ the Ba

wig (Fosgn Exchange! Regulatons 1958 {Cth);

Y Part 4 0f the Charer of the United Mations Act 1945 (Cih),

ther Charer of the United Nations (Terrodsm and Dealings with Assets) Raguiations 2002 (Cih);

a4 the Charter of the United MNations (Sanctions — Afohanistan) RFegulations 2007 iCthy;

&4 the Irag iReconstrucien and Repesl of Sanctions) Regulations 2003 (Ch

S any other a0t rule or regudation pronibiing SG0 from malkdng payrerds 1o Toreign parsons;
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by o whom the Buy-Back wnitation may 0ot be laws

By Mace under the laws of the junisdiction inwhich

thay are resident; or

() whose partizipation 51 the Buy-Back is not parmitted under the laws of the jurisdiction in which they

ara resicant.

Explanatory Memorandum means s deoument accormpanying the notice of general meet)

ng of QEC

Sharehalders,

Export Pipeline means the gas pipeline Do under the suthanty of PRL 91 hedd by QGECHand S6AL IR the

propoions of B2% and 10% respectivaly and connecting the C7 Rlard 1o the Roma-Brishane Pipeling,
Gas Market Development Services Agreement maoans the terrn sheal dated 4 Decemizer 2008 hatween
AL ard OEC pursuant toowhich AGL will provide cedain senices 1o QEC during e period of threes vears

Sommensing an 1 Jarudany 2008,

Gias Sale Agreement means the iong ferm gas supoly contract betwean G0 and AGL dated

4 Decermber 2006,

Giovernmenial Agencles mesns any governmant or any governmental, semi-govarnmentad, administratie,
statuicny or widicial endity. authodity 0 agency, inckiding the ACCC and any self-regulatony crganisation

eeizblished under sishie o any siook exchange.

GRL means Gas Resources Limited, a company incarparaled under the laws of the Cayman &

independent Expert mesns Delotte Carporate Fingnoa,

independent Expert’s Report means the ndependent expeds report in elation 1o the AGL Transaction

prepasad by the Independert Expe

Listing Rules mears the Listing Rules of ASX as amended or vared from lime to time.

ieeting means the general meeting of GEC Sharehalders convenad by the notice of meating forming part

s BExpianatony Mesmcrandusn, and &

chides any postponsmant of adiowrnment of such mesting,

Origin Energy means Crigin BEnergy 56 ect, AN D01 848 3371,
PJ means petapoule.

PL means a pedrcleum iease undes Petroleum and Gas (Production and Safety) Act 2004 Queanslandt,

PRL means & patrods

g pipeine icence wnder e Peiroleum and Sas Produstion and Sately) Act 2004

(Cripensizn,

Pyt Option means the opiicn given (0 the Sg 1 Giroun o reguare CHEC to purchase the Sentierd doint

Wariire Intarests or the shares in 3EA and S3GA I accordance with the terms of the C3A,

OGC mesns Cueanzland Gas Compary Limited, ACN GRS 842 553,

OGC Board means the bosed of directors of QG
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QGC Group mears GG0 and | 3¢l in the Corporaliong Acth

GGCE means OG0 (ndrastructire; Piy Lid ACN 116 145 174

QGC Share Registry mears Link Market Senvices Limiled ACN (83 2314 537,

QGC Shareholders mesns

Relders of Sharas or any of them as the o

56 raguires,

Related Body Corporate [as the same meaning given 1o that tarm in the Carporations Act.

cletired iy the SPEAMP Delintions,

Resenve Means 9

Restricted Shareholder mesns any of the iodfowing:

A Hodcings and Sertient Trust and any of thair respective Associaies;

b Baie Eoninstone, BEonh Py Lid, Eohinstone Haldings Ply Ld or any of their mapective Associates; and

(o) Raber Bryan, Levenon Eguities Py Ltd o any of their respective Associalas.
Santos means Santos C3G Piy Lid ACN 127 125 854,

Santos Takeover Offer means the ci-markal Iskeover bid made by Samios for 360,

Sentient Group means Sa
cr, GRL, Sentiert Trust, SGA ard SGAL

tierd Holdings and each of its Relgied Bodies Corparate, including withaut

lirmi

Sentient Holdings mesns Sentient Executive GF 1, Limited, in s cagacity as general parner of Sentient

P LR acting in s capacity as genaral pariner of Sentient Siobal Resources Fund |, LR

i Paranis under the Unit

Sentient Income Right means the dght of the Ser tian Arrangemants
iz receda 10% of the ncome derved fom the conduct of Unitised Projects excent income desivad Ly

dispasing of ieresis betweer OG0 and the Sentient Group and except for amounis recaived on acoourt

oroject COSIS O BXPRASES Of QOVErNIMEent charges.

Sentient Joint Venture interests means each of the ollowing:

@ the 0% miemst of S3GA IR Dlocks 2380 and 2452 of ATP G32F ard in PL 201

by the 0% miemst of S3GA IR ATP G10P (e the extent of the Shallows,

() the 10% wierest of 354 In ATP G482 to the extent of the Shallows; and

[cl) the 10% ierest of SEAl N the CT! Flant, Export Pioeline and PPLs 91 and 108,

Sentient Parents moears cofechvely Sertiant Trust and Sentierd Hold

Sentient Resolution means Fesolution 1 in the Natice of Maaling,
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Sentient Sale Assets has the mesning ghwen 1o that term in section 4. tdh

Sentient Shares means the 434,284,750 Shares 1o be ssued o Sentient Holdings and the 9544823 Bhares

iz bemsuad 0 Sent

t Trust as pat of the Sentierd Transaction.

Sentient Share Sale Agreement mesns the Share Sale Agreament betweaan Sentiert Haldings, Saentiend

Trust and QG0 dazed 4 Decamber 20C6, as amendad,

Sentient Subsidiaries means SGA and SEAL

Sentient Transaction means the saie 0 QG0 of all of the ssued shams n BGRL, S6A and 354 by Sentient
Haoldings sand Sentierd Trust i considaration for the issue 10 Sentierd Holdings and Sentierd Trust of the

San Shares,

Sentient Trust means Santient (Austt Py Limited as trustes of the Sertient Sloba! Resources Trast Mo, 1.

SGA mesns Sertaent Gas Austrada Piy i ACH 114 116 O,

SGAT means

tient Gas Aust

Shallows means the stratigraphic divisicns iderlying a cetroleum tenure Trom the sudace down 1o a depth

of 1) gat helow the base of the Walcon Coal Measures,

Shares means iy paid ordinery sharas in the capilal of GG,

SPE/MWPT Definitions medans the curient Fetroieun Beserves deliniions of the Society of Pelrdieun
Enginears and the Wedd Peircioum Congrass and the current Guidedines Tor Bvaluation of Retroleum
Fesenes and Resources of those odies, together with the American Association of PFelroleum Seologisis

Takeover Event means edhan

sover Rid ins defined i the Corporations Aot s made o acguire &8 or some of e Shases and the

[T
cfiar is or becomes nconditionsl and the bidder has a ralevant inferest in mare than 50% of the Shares

o issue; ar

by QGO odges with the ABIC & drafl expianatory staterant o & scheme of arrangemeant that G0

oroposes o enter into under Pad 5.1 of the Corporations Aot wihich, i approved and imolemented, will

sesldt 1@ parsan Raving & selovand nierest inmore than 50% of the Shames that will e on issue after the

soheme is implemeantad and the scheme is approved 2y the courl,

Target's Siatement means the Targets Stalement issued by SGC IR response 10 the Bamos Takeower Offarn

Ternements means ATP G488 ATP G108 ATP G32F, PL 2071, PPL 91 and PPL 108 and includes all petcleum

lpases meued of granted aut of any of the authorities 0 gmspest and all exdensions, renswals, Somersions,

subzsiivtions, modifizaliors or va

tions 10 dny of them.
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4.z

Unitised Areas mears sach of the folowing:

(& Diccks 23080 and 2452 of ATF 832F including PL 201,

) biccxs 2509, 2800 and 2672 of the Shallows of ATP G4RP;

o) & blocks and sub-Diccks within ATP G20F 0 the exient of the Shatows,; and

oy a8 hlacks and sub-biccks within ATF 810F 10 exiant of e Shaliows,

Unitisation Arrangements means the doctenent 50 e o dated 25 July 2006 betwean OG0, Sentiant

Haoldirgs and Sentierd Trust,

Unitised Percentages has the meaning given 1o thal 1erm in section 4.7(0).

Unitised Project means any coaraticn or acivity whiclh iz based on ar refates to any cart of the Unitised

Arga anc inwhich eithar or bogh OG0 and a Sertient CGroun member are camicicating.

Yoting Power has the meaning given 1o thal 1erm in the Sorporations Act.

YWWAP the arthimetic sverage of the volume weighted avware sale price of sharas in SG0 soid on the

Avustralian Stock Exchange caicuiated in the manner prescribed in Appendix B inciuding those fransacticns

which have codes marked as "Included” Dt excluding transactions which have codes marked as "Exciuded”

during the peascd of 20 trading days ending trading cay prios i

w2 date the Sariient Smup gives notice

of exercise of the Put Optior,

intergratation

n1 this BExplanstcry Memcranduien and the accompanying MNotice of Maeeting, uniess the context otherwisa

e Ees:

& the headings are for converience oaly and do not allect the intercrelation;

[l wordds or plyases detived i the Sorporaiions Act have the sams meaning when used in thae document;

() words imporing the singuisr include the plesal and vice versg;

o) areference o a seclion is a refarence 10 a section in this documend;

[B) where o ters s delined, s other grammaticat forms & COrmsponding mesning,

[ aveference W0 aperson includss: ar individugl, 2 finm, g Dody corparaie. a pariners

an drincorparaied association and a government or statutony Dady or autharity;

o aremmrence o s sialuie, ordinance, code or other aw includes reguiations and olhar statulory
mstrumenrts urder £ and conscidations, amendrments, e-enactiments or reciacemants of any of

tham, anrd

(I~ * o “doliars” s reference e lawfld curency of Australia.
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Appendix A
Independent Expert’s Report



Queensland Gas Company Limited

Independent expert’s report
25 January 2007



Financial services guide

25 Fanwary 247

What is a Finuncial Services Guide?

This Finaneial Services Guide {FSC) is an imporlant document the purpose of
which is 10 assist yon in deciding whether to pse any of the gencead financial
produet advice provided by Deloitte Comporate Finance Pty Limited { ABN 19
003 B33 127y The sse of “we™, "us™ or “owr”™ is a reference 1o Deloifle
Corporate Finasce Pty Limited as the holder of Austrailan Financial Services
Licence (AFSE) No. 241457, The conlents of this F3G inciude

v who we are and how we can be confacted

¢ what services we are authorised fo provide under our AFS1.

»  how we {and any other relevant parlies) are remonerated {n relation 1o any
general financial product advice we may provide

v details of any potential conflices of inferest

v details of our indernad and external dispute resoiudion systems and how
¥OU can dcgess them

Information about us

We have been engaged by Cueensiand Gas Company (OG0 or the Client) o

give general finsncial product advice in the form of a report to be provided to

you in connection with 4 financial product o be issued to another party. You

are pot the party or parbes who engaged us 1o prepare this reporl. We are not

acting for any person other than the pary or partles who engaged vs. We are

required fo pive you an FSG by law because oor report is being provided to

ol Yoo may conact us using the detalls located above.

[efotte Comporale Finance Py Limided i3 wltimately owned by the Austraiian

partriership of Deloitte Touvche Tohmatsu, The Aostralian partnership of

Dielotite Touche Tohmatsu and its related entilies provide services primarily

in the areas of sudit, tax, consulting and financial advisory services. Oor

direclors may be partners in the Apsiralian parinership of Deloiftle Touche

Tohmatsu.

The Austeaiian partnership of Deloitte Touche Tohmatsu is a member Arm of

the Dejoite Touche Tohmatsu Verein, As the Deloitte Touche Tohmatsu

Werein 15 a Swiss Vereln (association), neilber it nor any of its member fons

has any {labiiity for each other's acts or omissions. Fach of the member firms

is a separate and independent lepal entity operating vnder the names

“Delodite™, “Deloitie & Touche™, *Deloifle Touche Tohmatsue™, or olher

refated names.

The firancial product advice n our repor Is provided by Deloiite Corporate

Finance Pty Limiled and not by the Awstralian partnership of Deloitte Touche

Tohmatsi, s refated entities, or the Deloitte Touche Tohmatsy Veraln.

W do pot have any formal asseclations of relationships with any entilies that

are issters of Ananclsd products. Fowever, you should note that we and the

Australian partnership of Beloitle Tooche Tohmatsy {and its related bodies

corporate may from time o Hme provide professional services o Anancisd

produet tssuers in the ordinary course of business.

What financial services are we licensed to provide?

The AFSL we hold authorises us to provide the foflowing financial services o

both retail and wholesale clients:

* o provide financial prodoct advice in respect of securities, debentores,
stocks o honds isseed o proposed to be ssued by the governmaent and
interesks in mansged nvestment schamas including investor direcled
portiolio schanes

v fodead in a financial product by arcanging for ancther person to apply for,
seguive, vary or dispose of fimancial products in respect of securities and

sheniures, stocks or bonds issued or proposed to be issued by the
goverminei.

teformation about the general finaneixt prodoect advice we provide

The firancial product advice provided in our report is knowns s “general

advice” because it does not take inlo account your personal objectives,

financial situation or needs. Yoo should consider whether the generad advice
contained in oor repor is appropriate for you, having regard 1o vour owa
personal objectives, financial siteation or needs.

If cur advice is being provided to vou in connection with the acquisttion or

polential acyuisition of a financial product (ssued by another parly, we

recommend voo obtain and read carefolly the refevant Prodoct Disclosure

Statermnent (PDS) or offer docwment provided by the issoer of the financial

product. The pumpose of the PIS s o help you make an informed decision

abowd the acquisition of a fTnancial product. The contents of the PDE will
inciude details spch as the risks, benefits and costs of scyuiring the particular
financial product.

Deloitte Corporate Finance Pty Limited
ABN 18 003 833127
AFSL 241457

Riverside Centre

Lewel 25, 123 Eagle Sirest
Brisbane QLD 4000

GPO Box 1463

Brisbane QLD 4001 Australia

Efow sre we and our

employees remunerated ?

3w Fees are uswally determined on an hourly basis; Bowever they may be s
fixed amount or derived using another basis. We may also seek
reimbursement of any owl-of-pocket expenses Treurred in providing the
SeTVICES.

Fee arrangements are agreed with the party of parlies who sctually engage vy
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25 January 2007

Dear Directors

Independent expert’s report
Fatroduetion
On 5 December 2006, Queensiand Gas Company Limited {QGC or the Company}

announced that it had reached an agreement with AGL Energy Limited (AGL) to form a
strategic relationship {the Proposal).

The Proposal between QGC and AGL involves:

*  AGL paying approximately $292 million for a 27.5% stake in QGC through a share
placement at 31 44 per share

*  GC undertaking an off-market buyback of up to 12.5% of its expanded capital ata
price of $1.44 per share

+ a (as Sale Agreement under which AGL will purchase from QGC 540 petajoules
{P1} of gas over 20 years {Gas Sale Agreement}, plus an option to purchase an
additional 200 PJ over this period

+ a Gas Market Development Services Agreement whereby AGL will provide market
development services consisting of rights to utilise some of AGL"s excess pipeline
capacity for a term of three years (the Gas Market Development Services Agreement)

*  AGL being entitled to nominate three individuals for appointment to the QGC board.

The full details of the Proposal are set out elsewhere in the accompanying Explanatory
Memorandum. An overview of the Proposal is provided in Section ! of this report.

The Proposal requires (QGC shareholder {Shareholders) approval, which will be sought at
an Extraordinary General Meeting of QGC expecied to be held in early March 2007.

Under a separate agreement, it is proposed that Sentient will convert its legal and
bereficial permit interests into an eguivalent 16% QGC shareholding {calculated on a
Proved and Probable (2P} basis) {the Sentient Transaction).
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Parpose of the report

The directors of QGC (the Directors) have requested that Deloitte Corporate Finance Pty
Limited (Deloitte Corporate Finance) provide an independent expert’s report advising
whether, in our opinion, the Proposal is fair and reasonable.

As set out in Australian Securities and Investments Commission (ASIC) Policy Statement
74, the directors must provide Shareholders with an evaluation of the Proposal by either
commissioning an independent expert’s report or undertaking their own detailed
evaluation.

Pursuant to Section 611 of the Corporations Act 2601 (Section 611) (item 7), an
acquisition may be exempt from the prohibition against acquiring more than a 20%
interest in a public company if it is approved by a resolution passed at a general meeting
of the Company. As AGL will acquire up to a 30% interest in QGC pursnant to the
Proposal, the approval of Shareholders is required under Section 611 and this independent
expert’s report has been prepared to assist Shareholders in their decision whether or not to
approve the Proposal.

This report is to accompany a Notice of Meeting and Explanatory Memorandum 1o be
sent to Sharehiolders and has been prepared exclusively for the purpose of assisting
Sharehiolders in their consideration of the Proposal. The report should not be used for any
other purpose.

Basis of evaluation
In our consideration as to whether the Proposal is fair and reasonable, we have had regard

to common market practice and to ASIC Policy Statement 74 and Practice Note 43 in
refation to acquisitions agreed to by shareholders and independent expert’s reports.

As the Proposal consists of a number of interrelated transactions and agreements, in
considering whether the Proposal is fair and reasonable, we have considered all aspects of
the Proposal and the expected outcome together and have not necessarily concluded on
each individual component.

ln forming an opinion on whether or not the Proposal is fair and reasonable to
Shareholders we have:

» estimated the fair market value of a QGC ordinary share

+ compared the fair market value of a QGC ordinary share with the proposed share
issue and buyback price

+ assessed the other elements of the Proposal, including:

- the Gas Sale Agreement

-~ the Gas Market Development Services Agreement
+ considered other advantages and disadvantages of the Proposal to Shareholders
+ considered any other significant shareholdings in QGC

+ considered the likely price and market liguidity of QGC shares in the absence of the
Proposal

« considered the likelihood of an alternative takeover offer

+ considered other implications for Shareholders of not accepting the Proposal.
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Summizry and conclusion
I our opinion the Proposal is fair and reasonable.

We have based this opinion on the analysis and considerations contained in our report
which are summarised below.

Advantages of the Proposal:
The Ekely advantages to QGC Shareholders if the Proposal is approved include:

Febrnesy of the share plecement fo AGL
Pursuant to the Proposal, AGL will pay approximately $292 million fora 27.3% stake in
QGC, through a share placement at $1.44 per share.

We have estimated the fair market value of a QG share, on a significant inferest basis to
be in the range of $1.35 to $1.80. This represents a value range of $1.49 t0 $2.00 for a
QGC share on a majority basis.

We have also considered recent share market trading activity, to provide additional
evidence of the fair market value of a share in QGC.

Qur discounted cash flow valuation of QGC assumes that the Proposal with AGL
proceeds and that QGC derives the benefit of the Gas Sale Agreement with AGL,
totalling 740 PJ (including options}. We consider that the value of QGC in the absence of
the Proposal (stand alone value of QGC) is within the same range, as it is likely that QGC
would be able to obtain additional contracts with other customers {or AGL) to replace the
Gas Sales Agreement with AGL.

A comparison of the share placement price of $1.44 with the value of $1.35 10 $1.80 {on a
significant interest basis} indicates that the share placement to AGL is fair.

Long teves comtract with AL

Pursuant to the Proposal, AGL will enter into a Gas Sale Agreement whereby AGL will
purchase from QGC a total contracted volume of 540 PJ over 20 years. |n addition AGL
will lave the option to purchase an additional 266 PJ over 20 years.

Prices and other terms of gas sales contracts are rarely publicly disclosed and normally
subject to confidentiality agreements. I[n addition, prices can vary depending on the
flexibility factors for daily and annual swing volumes. In general, the more flexibility the
customer seeks, the higher the price, while the larger the volume, the lower the price.

Based on our understanding of typical gas contract pricing, the price to be paid by AGL is
within the range of reasonable prices.

Avcess fo AGL s excess plpeline capacify
Pursuant to the Proposal, AGL and QGC will enter into a Gas Market Development

Services Agreement whereby QGC will have the right to utilise some of AGL’s excess
pipeline capacity up to a total maximum cap of 29 PJ of gas over three years.

Under the agreement, QGC may offer gas to AGL on an annual basis (up to the volume
Himits specified in the agreement) for three vears. AGL has first right of refusal to buy
that volume at the offered contract price. [f AGL does not accept the offer, QGC may
attempt to focate a customer and AGL will transport the gas at its incremental cost. The
incremental cost is estimated at not more than a marginal tariff cost, which may be
significantly less than normal pipeline charges.
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At the conclusion of the three year period it is likely that additional infrastructure will be
in place to enable QGC to access new markets, such as through the proposed Moomba to
Ballera interconnect and the possible backhaul pipeline to Wallumbilla.

Pursuant to the Gas Market Development Services Agreement, QGC is required to pay to
AGL a gas development service fee, equal to an amount of $1.873 million per quarter for
12 quarters (for a total amount of $22.5 million over three vears). The impact of the Gas
Market Development Services Agreement has been incorporated in our valuation of
QGC.

Refationship with 4G

AGL is Australia’s feading integrated energy company. AGL"s retail division is
Australia’s largest retailer of gas, electricity and related services, supplying a customer
base of more than three million customers. AGL"s wholesale electricity and gas division
purchases and generates the electricity and related products sold by AGL’s retall division
and contracts with external parties, mainly generators, with a view to reduce the price risk
associated with retailing electricity to customers.

Management expect that the Proposal will underpin a significant relationship with AGL.
Key elements of the relationship are:

*  AGL will become a major shareholder, holding up to 30% of the issued share capital

in QGC
*  AGL will be entitled to nominate three directors on an expanded QGC Board of nine

*  AGL will be a major customer, effectively underpinning a proportion of QGC’s
earnings

*  GC will have access to AGL’s excess pipeline capacity for three years, providing
QGC with an opportunity to sell gas into additional markets.

It is possible that the relationship with AGL will provide QGC with additional
opportunities to self gas 1o AGL and to leverage AGLs access to infrastructure on
favourable terms.

Qur discounted cash flow valuation of QGC assumes that the Proposal with AGL
procecds and that QGC derives the benefit of the Gas Sale Agreement, totalling 740 PJ
{including options).

O will have aw ncrassed size
QGC’s market capitalisation is likely to increase significantly as a result of the Proposal
proceeding.

The increased market capitalisation of QGC may attract greater analyst coverage and
could resuilt in QGC being included in various Australian Stock Exchange {ASX) indices,
which may enhance the profile of the Company, particularly with institutional investors.

As aresult of the increased market capitalisation, QGC may have improved access to
both debt and equity funds compared with those currently available, on possibly more
aftractive terms.
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Buayback

As part of the Proposal, QGC will undertake an off-market buyback of up to 12.5% of its
expanded capital at a price of $1.44 per share (at an approximate maximum cost to QGC
of $133 million®).

The buyback provides Shareholders with a mechanism to sell part of their shareholding at
a price of $1.44, which is in excess of the current market trading price of QGC shares.

As Elph Pty Limited and associates, Sentient Executive GP1 Limited, and its related
entities (Sentient}, ANZ infrastructure Services {ANZ1S8) and Leyshon and Mr Robert
Beyan (QGC Chairman) have confirmed that they do not intend to participate in the
buyback and AGL has indicated it will only participate to the extent to which it needs to
keep its shareholding at a maximum of 30%, a total of approximately 50% of
shareholders will not participate in the buvback. Accordingly shareholders who
participate in the buyback will be able to sell a significant part {potentially all) of their
shareholding, depending on the level of interest in the buyback from other shareholders.

Sharehiolders who participate in the buyback may be required to pay capital gains or
income tax on disposal of the QGC shares. Shareholders should consult their tax advisor
in relation to their personal circumstances.

fidreciors bitend to vede In foveur of the Proposal, subiect ko the revelpt of o
supevior offer

QGC’s directors held or controf a relevant interest, in aggregate, of approximately 22% of
QGC’s current issued ordinary shares. The Directors have indicated their intention to
vote in favour of the Proposal, subject to the receipt of a superior offer.

Disadvantages of the Propasal:
The fikely disadvantages to QGC Sharcholders if the Proposal is approved include:

No sile mechanism for Sharelolders

Whilst the buyback provides Shareholders with a mechanisin to sell part of their
shareholding at a price of $1.44, which is in excess of the curreat QGC share price, it is
Hmited to [2.5% of the enlarged capital of QGC. Some shareholders may prefer an
opportunity to sell their entire shareholding pursuant to a takeover.

The Proposal Iy Hkely o Hanlf future offers for QGO

Following the acceptance of the Proposal, while AGL holds a significant stake in QGC,
any prospective purchaser of QGC would need to come to an agreement with AGL. in
addition, AGL will be party to a number of key agreements with QGC.

It should be recognised, hiowever, that as a result of the directors’ collective current
relevant interest of 22% in QGC, it is already difficult for another party to acquire a
controlling interest in QGC without the agreement of the collective director group.

Oithey maltors:
Santes Takeover Offer

On 3 October 2006, Santos anncunced a takeover bid for all the ordinary shares in QGC,
for consideration of $1.26 per share. The consideration offered by Santos is below the

' Based on the buyback price of $1.44 and the number of shares, assuming that the Sentient
Transaction proceeds
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range of our estimate of the fair market value of a QGC share on a controf basis of $1.49
to $2.00.

Fatue of o QG shave in the gbsence of the Proposal

We note the following in relation o the value of a QGC share in the absence of the
Proposal or if the Proposal is not approved:

» the bid by Santos CSG Pty Limited {Santos} is still current, subject to Australian
Competition and Consumer Commission {ACCC) approval, and may be improved

* it is possible that QGC could seek to negotiate an alternative proposal with another
diversified energy company, however, such an alternate proposal may not be
achieved

+ in the event that the Santos offer lapses, it is likely that the trading value of a QGC
share would reduce.

Promipm for coptyol

AGL will acquire up to a 30% interest in QGC pursuant to the Proposal, which reflects a
strategic stake in QGC. As a significant shareholder, AGL is likely to be able to exert
some level of influence over QGC, however, as AGL is not gaining full control, AGL is
unlikely to be paying a control premium.

O pimiomn
In our opinion, the Proposal is fair and reasonable to Shareholders. An individual

Sharehiolder’s decision in relation fo the Proposal may be influenced by their particular
circumstances. [ in doubt the Shareholder should consult an independent adviser.

This opinion should be read in conjunction with our detailed report which sets out our
scope and findings.

Yours faithfully

DELOITTYE CORPORATE FINANCE PTY LIMITED
£ Ay,
—_/__'( ; eI P f.!f__:jt] -’;(%!.
Robin PPolson Stephen Reid
Director Director

Note: Al amounts stated in this veport are Austredion dollars unless otherwise stated.

]
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1 Terms of the Proposal

1 Summary

On 5 December 2006, QGC announced that it had reached an agreement with AGL to form a
strategic relationship. The terms of the Proposal are described in the accompanyving
Explanatory Memorandum and are detailed in various agreements entered info by QGC and
AGL.

The Proposal between QGC and AGL involves:

« AGL paying approximately $292 mitlion® for a 27.5% stake in QGC through a share
placement at §1.44 per share

«  (GC undertaking an off-market buyback of up to 12.5% of its expanded capital at a price
of ${.44 per share

+ a (Gas Sale Agreement under which AGL will purchase from QGC 540 P of gas over 20
years, plus an option to purchase an additional 2066 PJ over this period

+« a Gas Market Development Services Agreement whereby AGL will provide market
development services consisting of rights to utilise some of AGL’s excess pipeline
capacity for a term of three years

*  AGL being entitled to nominate three individuals for appointment fo the QGC board.

The Proposal requires Shareholder approval, which will be sought at an Extraordinary
General Meeting of QUGC expected to be held in early March 2007,

AGL nvestment in QGT
Pursuant to the proposed Subscription Agreement, AGL has agreed to limit {ts voting power

in QGC to no more than 30% for two years from the date of the subscription, subject to some
limited exceptions (e.g. if QGC receives a takeover offer from a third party).

Buvback
The buyback will take the form of an off-market tender of up to 12.5% of QGC’s shares at

$1.44 each. Shareholders will be invited to tender some or all of their shares, subject to scale
back if more than 12.5% of shares are tendered.

As Elph Pty Limited and associates, Sentient, ANZIS and Leyshon and Mr Robert Bryan
(QGC Chairman} have confirmed that they do not intend fo participate in the buyback and
AGL has indicated it will only participate to the extent to which it needs to keep its
shareholding at a maximum of 30%, a total of approximately 50% of sharcholders will not
participate in the buyback.

Gras Market Development Services Agreement

The purpose of the Gas Market Development Services Agreement is for AGL to provide to
€QGC rights to utilise AGL’s excess pipeline capacity for a term of three years, in the event
that AGL does not purchase up to 29 PJ put to it by QGC on terms acceptable to QGC.

2 4 - - . - . P -
Based on the number of shares (0 be issued assuming that the Sentient Transaction proceeds.
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Eriher relsted matiers

Matters related to the Proposal which we have considered, but which are not part of the
Proposal and on which we do not express any opinion include the following:

Sentient Oias Anstralia (8GA)

As previously discussed, under a separate agreement, it is proposed that QGC’s joint venturer
SGA {a related entity of Sentient), will convert its legal and beneficial permit interests into an
equivalent {0% QGC shareholding, prior to the issue of shares to AGL and the buyback, if the
proposal is approved. This is in addition to its associates’ current 3% shareholding (both
figures calculated on a pre-AGL issue and pre-buyback basis).

Sanies offer ard panel proceedings

On 5 October 2006, Santos announced a takeover bid for all the ordinary shares in QGC, for
consideration of $1.26 per share. In response to Santos’ offer, QGC issued a Target's
Statement and two subsequent supplementary Target’s Statements {dated 15 November 2006,
7 December 2006 and 21 December 2006 respectively).

Santos applied to the Takeovers Panel for a declaration of unacceptable circumstances to be
made against QGC. The Panel hieard these proceedings and, based on QGC's agreement to
make further disclosures, it declined to make a declaration of unacceptable circumstances as
requested by Santos.

Santos has announced an extension to the offer period for its bid to 31 January 2007,
Subsequently, the ACCC has extended their determination date to the same date, to allow the
ACCC to complete its inguiries into potential competition issues.

Further information on the Santos Offer is set out in Section 6 of the Explanatory
Memorandum.

o
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2 Scope of the report

2.1 Purpose of the report

The Directors of QGC have appoinied Deloitte Corporate Finance, as an independent expert,
to express an opinion as to whether or not the Proposal is fair and reasonable to Shareholders.

Pursuant to Section 611 of the Corporations Act 2001 {Section 611, item 7), an acquisition of
voting shares may be exempt from the prohibition against acquiring more than a 20% interest
ina listed company if it {s approved by a resolution passed at a general meeting of the
Company. As AGL will acquire up to a 30% interest in QGC pursuant to the Proposal, the
approval of Shareholders is required under Section 611 and this independent expert’s report
has been prepared to assist Shareholders in their decision whether or not to approve the
Proposal.

We have prepared this report having regard to ASIC Policy Btatements 74 and 75 in relation
to acquisitions agreed fo by shareholders and independent expert’s reports and ASIC Practice
Notes 42 and 43 in respect of the independence of experts and valuation reports.

Our report will accompany a Netice of Meeting and Explanatory Memorandum o be sent 1o
Shareholders, to assist in their decision as to whether or not 1o approve the Proposal.

2.2 Basis of evaluation

2.2.0 Guidance

Section 611 proposals can include many different types of transactions and the basis of
evaluation selected by the expert must be appropriate for the nature of each specific
transaction. In considering hiow to assess whether the Proposal is fair and reasonable we have
considered the following guidance:

AR Paliey Statenent 74

This policy statement relates to independent expert’s reports prepared in the context of
acquisitions of shares in a company that must be agreed to by shareholders. This situation
occurs where an individual shareholder acquires an interest in excess of 20% in the company
without making a takeover offer. Independent expert’s reports prepared in these
circumstances are required o provide an opinion on whether the proposed transaction is “fair
and reasonable” to non-associated shareholders.

ASIC notes in the policy statement that the assessment of what is fair and reasonable in these
circumstances is not as straightforward as in the circumstances discussed in Policy Statement
75. The policy statement does not provide a specific definition of the meaning of “fair and
reasonablie’. However, it does contain the following guidance: “the report must compare the
likely advantages and disadvantages for the non-associated shareholders if the proposal is
agreed to, with the advantages and disadvantages to those shareholders if it is not’. The policy
statement also requires the expert to state whether the proposed transaction “may deter the
making of a takeover bid for the company’.

{1
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AEI Paliey Statenient 75
This policy statement provides guidance in relation to independent expert’s reports prepared
in relation to:

« related party takeover offers
« related party schemes of arrangement

« proposed acquisitions of non-voting shares, renounceable options and convertible notes
following a takeover.

in the context of takeover offers, the policy statement separates the concepts of fairness and
reasonableness. The policy statement defines a takeover offer as being fair if the value of the
consideration is equal to or greater than the value of the securities subject to the offer, with
the assessment being made on the assumption of 100% ownership of the target company (i.e.
including a control premium). The policy statement defines an offer as being reasonable if
either the offer is fair or, despite not being fair, shareholders should accept the offer in the
absence of a higher bid before the close of the offer.

2.2.2 Selected approach

in our consideration as to whether the Proposal is fair and reasonable, we have had regard to
common market practice and to ASIC Policy Statement 74 and Practice Note 43 in relation to
acquisitions agreed to by sharcholders and independent expert’s reports.

As the Proposal consists of a number of interrelated transactions and agreements, in
considering whether the Proposal is fair and reasonable, we have considered all aspects of the
Proposal and the expected outcome together and have not necessarily concluded on each
individual component.

in forming an opinion on whether or not the Proposal is fair and reasonable to Shareholders
we have:

* cstimated the fair market value of a2 QGC ordinary share

« compared the fair market value of a QGC ordinary share with the proposed share issue
and buyback price

+ assessed the other elements of the Proposal, including:

- the Gas Sale Agreement

- the Gas Market Development Services Agreement
» considered other advaniages and disadvantages of the Proposal to Shareholders
+ considered any other significant shareholdings in QGC

« considered the kely price and market liguidity of QGC shares in the absence of the
Proposal

« considered the likelihood of an alternative takeover offer

+« considered other implications for Shareholders of not accepting the Proposal.

{2
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2o Definitian of value

For the purposes of our opinion, fair market value has been defined as the amount at which
the shares would be expected to change hands between a knowledgeable willing buyer and a
knowledgeable willing seller, neither of whom s under anv compulsion to buy or sell.
Special purchasers may be willing to pay higher prices, to reduce or eliminate competition, to
ensure a source of material supply or sales, or fo achieve cost savings or other synergles
arising on business combinations, which could only be enjoved by the special purchaser. Our
valuation of QGC has not been premised on the existence of a special purchaser.

224 Indivicdual cirewmstances

We have evaluated the Proposal for Shareholders as a whole and have not considered the
effect of the Proposal on the particular circumstances of individual investors. Due to their
particular circumstances, individual investors may place a different emphasis on various
aspects of the Proposal from the emphasis adopted in this report. Accordingly, individuals
may reach different conclusions to ours on whether the Proposal is fair and reasonable. [fin
doubt investors should consult an independent adviser.

-

2.3 Limitations and relianee on intormation

The opinion of Deloitte Corporate Finance is based on economic, market and other conditions
prevailing at the date of this report. Such conditions can change significantly over relatively
short periods of time. This report should be read in conjunction with the declarations outlined
in Appendix 8.

Our procedures and enquiries do not include verification work nor constitute an audit in
accordance with Australian Auditing Standards (AUS}, nor do they constitute a review in
accordance with AUS 902 applicable to review engagements.

{3
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3 The Australian natural gas industry

QGC’s principal activities consist of the exploration for and production of coal-seam gas
(CSGY in the Surat Basin approximately 300 km west of Brisbane. The Surat Basin covers a
large area of Queensiand and New South Wales (NSW} and contains substantial guantities of
coal. The following sections provide an overview of the Australian natural gas industry with
emphasis on the relevant Queensland and NSW markets.

3.1 Introduction

Natural gas is a colourfess and odourless fossil fuel which may be found in reservoirs within
the earth’s crust. Natural gas was formed mitlions of years ago from the remains of plants,
animals and micro-organisms. Natural gas is predominantly composed of methane (referred
to as “dry” gas if almost pure methane), however small fraces of other gases, including ethane,
propane and butane may also be found {referred to as “wet’ gas when these hydrocarbons are
present}.

CSG is a natural gas composed primarily of methane. C8G is produced by the alteration of
organic material during the coalification process and is stored in the same coal seams by
bonding to the surface of the coal particles. The major difference between natural gas and
CSG is where it is stored; natural gas is stored in the pore spaces between the grains of
sandstone or similar rocks whereas CSG is stored with the coal seam due to water and burial
pressure that keeps the CSG attached or adsorbed on the coal particle’s surface. CSG is
released from the coal seam when the water pressure is reduced by pumping.

To estimate the in-site gas within the coal seams, an original-gas-in-place (OGIP} estimate
provides an indication of the amount of gas present in the specified area. The Estimated
Ultimate Recovery {EUR} provides an estimate of the proportion of the OGIP which may
eventually be economically recovered. The most important in-situ factors in relation to the
amount of gas which can be recovered from the coal seam are the extent of gas content and
saturation in the coal seam and how permeable the coal seam is. The expertise of the operator
is also very important, since different production techniques can have very different impacts
on flow rates.

it is also possible to penetrate more than one coal seam with a single well, which can extend
production lifetimes and substantially improve economic viability, since fixed costs are
spread over a greater reserve base.

i is estimated that Queensland has over 5,000 PJ of 2P combined “conventional’ natural gas
and CSG reserves, of which three quarters is CSG'.

300 Measorement

il and gas reserves are typically quoted as proved (1P), proved and probable (21} or proved,
probable and possible (3P) with proved reserves having the highest confidence and possible
reserves having the least confidence.

¥ As per description provided by the Department of Mines and Enersy on its website
4
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The following table provides a summary of the definitions of each of these classifications.

G Proved reserves There is 1 reasonable certainty that the
reserves will be commercially recoverable
using current technology at current prices,
with current commercial terms and

go\-'emment cemnsent.

0% Probable reserves There is 4 “reasonable probability” of being
prodduced using current or likely technology
at current prices, with current commercial
terms and government consent.

HI%% Possible reserves Haus & chance of being developed under
favourable circamstances.

Sowres: Soclety of Petroleum Engineers and World Petroleum Counci

The requirements for 2P certification are quite stringent, typically requiring a contract in place
with a third party in order to demonstrate the commerciality of reserves. Accordingly, in
addition to the above classifications a further definition arises, being a “contingent resource’.
Contingent resources are “potentially recoverable’, however, due to the lack of a sales
contract and/or required infrastructure, do not satisfy the requirements for certification.

3.0.2 Australia’s matural gas reserves

Australia has an abundant supply of natural gas reserves. These natural gas reserves,
however, are not typically found in close vicinities to the majority of users. Accordingly,
Australia’s natural gas supplies are linked to major markets by more than 20,000 kilometres
(km) of transmission pipelines.

Appendix 2 provides a map of Australia’s major pipeline system.
Australia’s major natural gas production sites are as follows:

+« Carnarvon Basin

+« (Gippsland Basin

+« Cooper/ Eromanga Basins.

The Carnarvon Basin is the largest known gas-bearing basin in Australia predominantly Iving
offshore from the mid-north coast of Western Australia. Total resources have been estimated
to exceed 79,000 PJ, accounting for approximately 99% of the developed gas reserves in
Western Australia. The Carnarvon Basin is the greatest source of Western Australia’s
domestic natural gas requirements. 1t also produces all the gas for the North West Shelf LNG
Export Project (the equivalent of 300 PJ each year}.

The Gippsland Basin is the largest conventional gas supply source in Eastern Australia with
remaining 3P reserves estimated at between 7,500 PJ and 8,500 PJ. The total current
production of 230 PJ per vear is controlled by a joint venture between Esso Australia
Resources Pty Limited and BHP Billiton Petroleum Pty Limited with the majority of this gas
sold to Victorian retailers under long-term contracts. An additional 25 PJ to 30 PJ per annum
is delivered to the NSW market via the Eastern Gas Pipeline.

{3
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The Cooper Basin is Australia’s largest onshore resource project containing approximately
{60 gasfields and 73 oif fields currently in production. It is estimated that the Cooper Basin
has between 2,500 PJ and 3,000 PJ of known 2P sales gas remaining. The Moomba
processing facility in South Australia and the Ballera plant in Queensland are located in the
Cooper Basin. it currently provides the majority of the NSW / Australian Capital Territory
(ACT) gas supply and most of the supply to Queensland and South Australia.

3.2 Demand

This section provides a brief overview of the demand for natural gas.

3.2 Overall demand aod uses of aateral gas

Natural gas is an important energy source due 1o its abundance and the fact that itoffers a
number of environmental benefits over other energy sources. In Australia, natural gas is used
in the transport, industrial and mining {smelters and refineries) sectors and for the generation
of electricity. C8G has the potential for use as reticulated gas, generation of electricity and as
an input for the production of methanol and chemicals. Other uses, which represent potential
opportunities for Australian domestic gas to be converted into other products (including
energy products}, are:

+ conversion of gas to liquids
+« compressed natural gas

+ liquefied natural gas (LNG)
* ammonia production

+ urea production.

The Energy Networks Association estimates that the gas industry serves 3.5 million
customers, of which 3.4 million customers are households and 165,000 are from commercial
and industrial sectors. The following graph illustrates the consumption of natural gas in
Australia and in Queensiand.

Figure 1: Enargy conssumption in Australia Figure 2: Engrgy consumption in Queenstand

R

L Banteedry

[ By B v [ Wr Bt
Source: Enersy Update 2006, ABARE Source: Energy Update 2006, ABARE
Node: 50 s rcluded in the above Fpures Mote: O803 i ncluded in the above Rgures

The Queensiand market is dominated by power stations and industrial consumers that require
gas for large, capital intensive processing plants. These customers tend to place a premium
on certainty of supply, both in terms of volume and timing.

)
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The following table compares the energy consumption in Australia from 1989/94 to 2004/05.

Table 2: Energy consumption by state

NEW 1,230 1,532 I3 1.2
Victorig 1,166 | 407 1 {3.2}
South Australin 02 344 08 b6
Western Ausiralia 428 7R3 41 3t
Tasmania 96 Fid b2 1R
Northern Territory 52 83 3.2 58
Australia 3,900 5512 23 1.8

Souwrce: Fnergy update 2006, ABARE

The table demonstrates that consumption of energy is growing faster in Queensland,
compared to most other Australian states. 1n 2004/65, Queensland was the third largest
consumer of all energy.

Natural gas is currently under-represented as a fuel source as it is still considered more
expensive than (brown and biack) coal. However, demand for natural gas is expected to grow
relatively strongly, due in a large part to it being an environmentally preferred fuel, relative to
other fossil fuel sources.

3.2.2 Dremand determinsgnis

Growth in the demand for natural gas is determined by several factors including:

« real gross domestic product {GDP} growth

« relative pricing of substitute fuels

+ population growth.

Keal tolbg

Fluctuations in industrial output affect the amount of natural gas consumed. 1BISWorld Pty
Limited {IBISWorld) estimates that shifts in real GDP explain approximately 87% of the

year-on-year changes in the volume of gas available for reticulation. The following table
summarises the gross state product (GSP) growth for each state.
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NEW 1. 19

South Australin 2.2 2.7
Western Austratia 49 43
Tasmunia 31 2.4
Northern Ferritory 7.5 i3
AT 14 R

Sowree: AR

€Jueensiand had the second highest GSP growth between 2004/05 and 2003/06 and the
highest average annual compound growth rate for the ten years to 2065/06, followed by
Western Australia. 'This high growth relative to other states has been driven by the growth of
the state population, increases in economic activity and expansion into energy intensive
industries.

The following figure illustrates estimated real GDP/GSP from 198%/90 to 2003/64 compared

1o energy consumption, as provided by the Australian Bureau of Agriculture and Resources
Economics (ABARE).

Figure 3: Real GDP vs. total ¢nergy and gas Figure 4: Real GSP vs. total energy and gas
consumption for Australia consumption for Queensland
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Sowurce: AIRS, ABARE Source: ARS, ABARE

The above figures illustrate a positive linear relationship between real GDP/GSP and energy
consumption and a less positive linear relationship between real GBP/GSP and gas
consumption.

Retative sricing of substitete fuels
CSG competes with other “conventional® natural gas sources and other forms of energy such

as electricity, petrolewn and coal. Accordingly, the demand for natural gas {and C58G) is
affected by the prices of other sources of fuel.

{8
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The following table presents the energy consumption by energy source in Queensiand in
2004/05.

Table 4: Energy consumption in Queensland for 2004/05

Black coul 6279

Petroleum / Crude ol
" T

Bagas
Other 125

Source:  ABS
Mote: 1. Electricity is & secondary epergy source and inciudes hydmo electricity (refer Seclion 3.2.3)

Natural gas is relatively expensive compared to other fuel sources, but is the cleanest burning
fossil fuel, emitting relatively few pollutants into the atmosphere. 1f the environmental
impacts of carbon emissions are taken into account, gas becomes more competitive. The
impact of a carbon emissions tax is illustrated by studies conducted by the National Institute
of Economic and Industry Research into the impact of a carbon emissions price as illustrated
in the following figures.

Figure §: Carbon dioxide emissions of selected Figure 6: $/MWh assuming carbon price between
NEM generators $10/ CO.¢ and 530/ SO
nfuﬂr..mal. Birorem zcal

: - Bleck coal

rsic: poai

Horneaiing
coa e ne s o L S ¥ T Cebl S L .6 .- 3 @S ). . 4.8
. " iy ingareity L LisoikBAT) (rango; : o <SR
Sowprce: The Mational Institude of Economie and ndustry Soorce: The Wational Institude of Beosomic and industry
Research Research

The study found that prices above $15 per tonne of carbon emissions would alter the
traditional fuels used in electricity generation.

Australia does not currently have a carbon tax, however, state and federal policy initiatives
increasingly favour gas as a source of energy.

Pagnlation growih

The Queensiand population grew, on average, at 2.1% {year-on-year) from {990 to 2003. The
Australian Bureau of Statistics {ABS) projects the Queensiand population growth from 2066
to 2015 as set out in the following table.

LAY
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Tablae §: Projected population of Queensland

Series A N00s 4064 4136 4240 4344 4438 4334 4830 4727 4824 4973
% change % 226 225 22y 218 215 Ziz 209 206 20
Series B N00s 4043 4118 4192 4267 4341 4416 4490 4565 4638 4712
% change % 183 1&F L& 175 LF2 168 165 142 159
Series C BO0s 4027 4085 4142 4198 4254 4309 4364 4317 449 4572
% change % 145 140 L3613} 130 126 123 Li9 L6

Sooree: ARS

The projections presented above are based on different assumptions relating fo the total
fertility rate, net overseas migration and life expectancy.

3.2.3 Electricity

Electricity is a secondary energy source. [t is produced by the conversion of other energy
sources like coal, natural gas and oil. The National Electricity Market Management Company
Limited {(NEMMCO) estimates that more than 0% of Australia’s electricity production relies
on the burning of fossil fuels such as coal, gas and oil.

The Australian National Electricity Market {NEM) is operated by NEMMCO. The NEM isa
whelesale market comprised of five interconnected electrical regions. The demand for
electricity varigs in each region and is generally a function of population, temperature and
industrial and commercial needs. As electricity cannot be stored, supply must vary
instantanecuslty with changing demand.

The Queensiand government estimates that approximately 88% of electricity generated in
Cueenstand is sourced from coal. The dominance of coal-fired power stations is due to the
abundant supplies of coal in the coastal hinterland from north to south Queensland. Many
coal-fired power stations are located adjacent to coal suppliers. Due to the low price of coal
and water, electricity produced by gas is generally more expensive.

ABARE projects the relative share of electricity generated from natural gas will increase to
23% in 2029-2030, with the correspending decrease attributed to electricity generated from
coal (black and brown}. ABARE attributes growth in gas-fired electricity generation in the
medium term to investment made in peak capacity and the impact of policy initiatives
including the Queensland {3% gas scheme and NSW greenhouse gas benchmarks.

The 3% gas scheme reguires Queensland eleciricity retailers and other parties to source at
least 13% of their electricity from gas-fired generation. Eligible fuels include natural gas,
C8G, LPG and waste gases associated with conventional petroleum refining. The scheme
wiil be in operation for {5 years.

3.3 Supply

This section provides a brief overview of the factors influencing the supply of natural gas.

331 Current supplies

Overall supply is expected to be Impacted by the decline of the two largest natural gas
producing basins in the eastern states. ABARE projects that the Gippsland Basin production
will peak in 202{-22 at 392 P) and decline at an average of 4.7%s per year. Production from
the Cooper-Eromanga Basin is projected to decline to 183 PJ by 2011-12, a decline of 17%
per annum.
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ABARE, however, expects growing supplies from the Otway Basin and CSG to compensate
for the declines outlined above. Peak production in the Otway Basin is projected in 261 1-12
at approximately 160 PJ, declining to 110 P by 2019-2020. ABARE projects that C58G
production in 2029-2030 will be approximately six times the amount produced in 2004-65.

3.3.2 Papua Mew Guinea (FNGY Gas Project

The PNG Gas Project is intended to fransport natural gas from PNG's Southern Highlands via
a pipeline (to be constructed) over 3,000 km to customers in Australia. It was intended that
AGL-Petronas Consortium (APC) {a joint venture between AGL, not part of the merger with
Alinta, and Petronas Australia Pty Limited) would build, own and operate the downstream
pipeline from the Australian-PNG border in the Torres Strait to the customer delivery points
in Queensland. Gas and liquids sales were originally expected to commence in 2006/67 with
an estimated 5,500 PJ of gas to be sold to Australia over 30 years.

As per recent media announcements, APC have advised that they do not intend to proceed
with the project. in an announcement on 16 August 2006, AGL advised that it did not
envisage being a fong term owner of the asset and would be scaling back its activities in the
joint venture. This decision reflects the lack of confirmed customer load fo support the
project’s financial close.

Currently, the project has stalled and the ioint venture parties are seeking a new partner to
build the Australian portion of the pipeline. The construction of the pipeline has not yet
commenced.

333 Constraction of pipelines

Gas transmission pipelines are the link between the production facilities and major market
cenires and are of critical importance within the wholesale natural gas market. The landscape
of the gas transmission sector has altered in recent years with the majority of gas transmission
pipelines in Australia owned by the private sector {Moomba to Svdney pipeline, Moomba to
Adelaide pipeline, Ballera to Roma pipeline, Ballera to Mt isa pipeline, Roma to Brisbane
pipeline and Wallambilla to Gladstone pipeline in Queensland, Dampier to Bunbury pipeline
in Western Australia).

The east Australian pipeline system, connecting the Moomba gas processing plant in South
Australia to markets in Sydney, Canberra and country NSW was the only interstate gas
transmission pipeline. However, in recent years, interstate connectivity is emerging. The
following table summarises major recent developments.

Table 8: Major pipeline developments in Australia

frastern (fas Pipeline Longtord — Horsley Park {36 795 Alinta

Tusmania Gas Pipeline Longford — Bell Bay 2082 345 Ahlinta

SEAGus Pipeline Port Camphbell - Adelaide 2062 634 TXU Y/ Origin / ANP
North Queensiand Gas Meoranbah — Townsville 26062 394 Arrow

Pipeline

Sowrce: Frergy Metworks Associgion
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The following table presents pipelines proposed to be constructed, specific to Queensland.

Table 7: Proposed pipelines

Oueensiand

Central Queenshund Gas Pipeline will enable gas to be trunsported to as 44} Enertrade
far as (Hadstone

Fairview — Walumbilla Pipeline Wallumbilia 15 in close proximity to 1531 Santos

QG s pas processing plamt

Cueensland to NSW

NEW o Queensland Interconnector will enable gas to be transported to 18 Australian

{Ballera to Moomba) Moomba allowing access o the NSW Pipeline Frust '
miarket

Wallumbilla — Hexham Gas Pipeline Wallumbilla 15 in close proximity to 1,066 Hunter Energy

QG s pas processing plamt

Queensland to Northern Territory
Pranvin — Moomba — Townsville - will have the potential to IFENSPOT gas 3,560 nfa
CHladstone ter Prarwin and to NSW via Moomba

Source: The Australian Pipeliner
Nodes:

k. Crwnership 7 Operalor is oot ved finalised.

The above proposed pipelines may enable Queensiand producers to supply gas info other
markets.

3.4 Barriers to entry

Potential competitors entering the Australian natural gas industry face the following barriers
1o entry:

« securing land access — entry into the exploration and extraction phase of the natural gas
industry may face opposition from Aboriginal traditional land owners. The needs of
Aboriginal communities need to be met prior to any exploration

« capital intensive — following approval from Aboriginal traditional land owners, entrants
also face large capital expenditure requirements for drilling of exploratory wells,
compieting production wells and necessary equipment.

+ securing sales {foundation} contracts — the final investment decision requires sales
contracts to underpin construction of any infrastructure

« government control / approval - entry info the distribution phase of the natural gas
industry can only be made with government approval {franchises, licenses,
authorisations). A distributor is generally provided with rights to supply a particular area

+ securing the requisite expertise to convert OGIP 1o 1P reserves and to produce saleable
£as.

7
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3.5 Pricing

The demand for natural gas in Australia and its pricing is influenced by prices of competing
fuels. Wholesale Australian domestic gas is priced locally and is generally governed by local
long-term supply contracts. Pricing information is generally commercially sensitive and is
not typically published.

The main determinants of contract price are volumes and flexibility factors. Generally, the
higher the degree of volume flexibility, the higher the contract price, while the greater the
volume, the lower the price. Foundation customers expect to pay a lower price, as they can
effectively underpin a resource development.

We would expect the following to have a critical impact on gas prices:
« gas is a relatively environmentally friendly fuel (refer to Section 3.2.1)

+« the Australian Government energy policy, particularly in relation to greenhouse gas
emissions (refer to Section 3.4)

« the decline of the Gippsiand and Cooper / Eromanga basins {refer to Section 3.3.1)

+« potential new pipeline networks linking into other markets (NSW) (refer to Section 3.3.3).
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4 Profile of QGC

in this section we provide an overview of QGC. [n addition, we have provided a brief profile

of AGL in Section 5.

4.1 Company history

_Figure 7: Company history
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QGO was established in Septemnber 1999 and was listed on the ASX on 28
Aupust 2000, raising $12 million

The Company started its inttial drilling program in November 2000 and
completed 15 exploration wells and six core wells

Undertook its first mudti-wel pilot program at Argyvle gasticld in authority to
prospect (ATPY 620P

Undertook its second mutti-well pilot program at Aberdeen gasficld in ATP 6217
and commenced the testing of this pilot

Commenced drilling 1ts third melt-well pilot program at Berwvndale South
pasfield in ATP 632P

Continued 18 exploration dnlling program with eight exploration wells and four
core wels

Raised 331 million through share placements to C8 Energy Limited (OS5
Energy), as part of a Participation Agreement where CS Energy was entitled to
purchase 60 PJ over a pertod of |5 vears

Raised $9.7 million through a one-for-three rencunceable rights ssoe at $6.30 per
share

Completed drilling ihe pilot program at Berwyndale South gastield and
commenced the testing program

Completed the testing program at the Aberdeen gasfield piiot

Continued 18 exploration dnlling program with one exploration well and three
core wells

Acquired 180 interests in four permit areas

Continued the appraisal of the Benvyndale South gasfield pilot with the driiling
of an additional appratsal well and one exploration well, these wells were the first
to use the improved well design

Continued 18 exploration drilling program with three new core wells

Sipned pas supply spreement with C8S Energy for up to 90 P over 15 vears
Elphinstone Group invested 33 milkion in QGC

Ratsed an additional $3 million through a share purchase plan

Entered into an apreement with LiS-bused mnvestment fund Comell Capital
Partners (ishore LP {Comel Capital) for an 38 million equity line facilily
Settled a dispute with Pangaea O & Gas Pty Limited {Pangaea)

Commenced testing at the Argyle pasfield pilot and achieved flow rates of over
568 mithon cabic feet per day {mefd) per well at one well

A petrolevm lease (PLY 201 was granted in June 2004 over the Berwyndale South
gastield

Re-commenced appraisal and exploration drilling in ATP 620P with the drilling
of the Argyvle East Pilot and the Lavren mini-piiot

A second appraisal well using the improved well desipn was drilled at
Berwyndale South gasfield

Continued the exploration drilling program with five new core wells

Flow rates of over | mefd per wel are achieved at Argyle and Berwyndale South
Pikots

559 PI ot 3P gas reserves were independently certified for the Berwyndale South
and Argyle gastields combined

A pipeline lcence (PPLY 91 was granted in Auvgust 2004, approving ihe
construction of a gas pipeline connecting the Berwyndale South pasfield to the
Roma to Brisbane Gas Pipeline




v  Pls 179, 228 and 229 were granted in Jupe 2003 over the Argyle, Kenya and
Argyle East gasfields

e PPL 107 was granted in June 2005, approving the construction of a gas pipeline
connecting the Argyle pasfield to the Roma o Brishane Cias Pipeline

v PPL 108 was gramted in June 2005, approving the construction of a gas pipeline
connectiny the Argyle gasfield to the Berwyndale South gasfleld

v Sipned a (as Sales Agreement with Incttec for up to 7.4 P a vear for 10 years

v Increased its equity Hoe facihity from a total of $8 million to g muximum of $25
million in order to fund the development of the Incitec Pivot Limided (fncitec) gas
supply contruct

2005 o OGC acguired CS Energy’s interest in the Berwyndale South gasfield Asa
result, the gas sales agreement with CS Energy was restructured with QGC to
deliver 4 P per vear for 10 vears commencing 31 July 2006

«  International resources mvestrment group, Sentient CGlobal Resource Fund,
aequired 2 10% interest in the Berwyndale South pasfield

v 2P reserves were Increased by 26%

v Commenced development drithng al Berwyndale South pastield and drilled three
appratsal wells and 24 development wells

v Continued the exploration drilling program with three pew core wells

v Commenced and completed the construction of the pas processing and
transportation rfrastrecture at Berwyndale South pasfield shead of planning,
delivering full contract rate

v Secwred a new contract with Braemar Power Project to supply 4 PJ per vear from
June 2006, no stgnificant additional Investment was required to fulfil this contract

v Entered a joint venture agreement with Origin Energy Limited (Origin Energy)
who purchased Pangaea’s interest in ATP 620P {which contains the Argyle
gastield) Currently Origin energy has a 40% mmterest in ATP 620P

Y 20806 v Development drilling continued at Berwyndale South gasfield with four wells
drilled

v PPL 1235 was pranted in Augusi 2006, approving the construction of 4 gas
pipeline connecting the BeHevee and Benwyndale gasfields to the Benvyndale
South gasficld

v  PPL 125 construction was completed in Becember 2006

v Flow rates from Berwyndale South gastield exceeded expectations twolbld

v  Finalised funding arrangement with ANZIS for development of the Condamine
power station

v Extended Memorandam of Understanding (Mo} with Incitec to enable planning
of development of new pas-fired power station at Cibson Ishand within the Port of
Brishane

«  Reached an apreecment with Senttent to egualise all interests in the Undulla Nose
(ATP 610P, two blocks of ATP 632P, ATP 620P and the northern blocks of ATP
648P) on a 909 - 10% basis. Under the agreement QGC and Sentient will
contribete o all development and operating expenses in these proportions and
share the revenue generated accordingly. QGO received 395 million in
consideration for this arrangement

v Raised $60.3 million in September to fund s “Growth Acceleration Strategy’,
comprising:

5o aceelerated commercialisation of the Undulla Nose reserves

oo early Arpyle gasfield development {PL 228)

o Berwyndale South gasfield development for the Condamine power station

5 enhanced evaluation of the Surat Basin tenements bevond Undulla Mose
{Aberdeen #8 and Wolechee Creck #3)

v Development drilling commenced at Kenva gasfield (PL 228) wath seven wells
drilled and one exploration well

o« Continued the exploration drilling program with | new core well and one
exploration well and eight appraisal wells for pilois at Bellevae (ATP 610P),
Berwyvndale (ATP 632P}) and Aberdeen {ATP 621P) gasiields

v Commenced the construction of the gas processing and transportation
mfrastructure af Kenva gasfield
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«  On § November 2006, announced upgrade of independently certified reserves that
had been previously upgraded in February 20006, as follows {on a legal interest
basisy
oo 1P reserves increased 35%, from 142 Pl to 228 PI

oo 2P reserves increased 64%, from 423 Pl to 693 Pl
oo 3P reserves increased 4%, from 2,464 Plie 2,556 P

Souree: {HHC

4.2 Legal structure

Figure & below sets out a simplified group structure for QGC.

Figura 8: QGC group structure

Queensiand Gas

Company Limited

100% 100% 100% 100% 0%

QGC {infrastructure) Queensiand Pefroleum QGC Sales Qld Py Lid
Pty Lid Company Lid

QGC (Berwyndale QGC IPT Pty Lid Starzap Pty Ltd
South) Pty Lid

Sooree: {0

The principal operations of each of the companies are discussed below.

.
€GC is the ultimate parent and has interests in joint ventures and wholly owned CS8G
operations in the Surat Basin.

QGC (Berwyndale Sonth) Py Limited

€GC (Berwyndale Soutk} Pty Limited is a wholly owned subsidiary of QGC and is intended
to hold QGC’s interests in the PL 201 joint venture with Sentient. Currently, QGC owns %0%
of the PL 20! joint venture and is the operator of the Berwyndale South gasfield {located in
PL 201}, if the Sentient Transaction is approved, QGC will be the sole owner of the PL 201
joint venture.

QGO (elyastrectore) Py Limited

QGC (Infrastructure) Pty Limited is a wholly owned subsidiary of QGC that owns 90% of the
Compression and Transportation Infrastructure joint venture with Sentient Gas Australia
infrastructure Pty Limited, who owns the remaining 10%. The joint venture includes the
compression plant located at “Windibri” and the export pipeline that connects the plant to the
Roma to Brisbane Pipeline and to the Braemar Power Project pipeline. 1f the Sentient
Transaction is approved, QGC (Infrastructure) Pty Limited would be the sole owner of the
Compression and Transportation Infrastructure assets.
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GO IRT Py Limited

QGC IPY Pty Limited is a wholly owned subsidiary of QGC and acts as trusige for the
Exempt Employee Share Plan (EESP), Deferred Employee Share Plan {DESP} and the Non-
Executive Director Share Plan {DDSP), Equity-based compensation benefits are provided to
employees via the DESP and the DDSP.

The EESP is a scheme that gives the employees of the Company the opportunity to acquire an
ownership in QGC. An employee cannot withdraw shares from the EESP for three years,
until the employee ceases {o be employed by QGC or makes an application to withdraw the
shares which is approved by the plan trustee.

The DESP is a performance incentive scheme under which eligible employees can earn
ordinary shiares in QGC upon achievement of individual and corporate performance targets.
Ordinary shares issued to the benefit of employvees under the DESP are held by QGC IPT Pty
Ltd until the employee ceases to be employed by QGC or makes an application to withdraw
the shares which is approved by the plan frustee.

The DDSP is a scheme under which non-executive directors of QGC can elect to be issued
ordinary shares in QGC in lieu of directors” fees being paid to them. Ordinary shares issued
under the DDSP are held by QGC iPT Pty Lid untif the non-executive director ceases to be a
director of QGC, makes an application to withdraw the shares which is approved by the plan
frustee or in certain takeover circumstances

The shares in the EESP, DESP and DDSP cannot be dealt with by the employee while held by
the EESP, DESP or DDSP and the shares are not quoted on the ASX until they are withdrawn
from either the EESP, DESP or the DDSP. Shares in the EESP, DESP and DDSP have the
same dividend and voling rights as other ordinary shares.

{raeensiand Petroleum Company Limited
Cueensiand Petroleum Company Limited is a wholly owned subsidiary of QGC and has no
activities as at the date of this report.

Starzap Piv Limited
QGC's 100% interest in ATP 647 {excluding 30% of the Myall Creek East block {56%
Starzap and 30% Origin Energy}} is held through this wholly owned subsidiary.

QG0 Balles Gid Phy Linsited

QGC Sales Qld Pty Limited is 90% owned by QGC and 10% by Sentient. This company was
formed as part of the agreement reached between QGC and Sentient to unitise all interests in
the Undulia Nosg region. This company will commercialise gas sales of the tenements

inciuded in the Undulla Nose region (refer to Section 4.1}, If the Sentient Transaction is
approved, QGC will be the sole owner of QGC Sales Qld Pty Limited.
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4.3 Principal activities

€3GC has certified 31 gas reserves (legal interest, pre-Sentient transaction) of 2,556 PJ (2.4
trillion cubic feet) in its Bellevue, Berwyndale, Berwyndale South Argyvle, Kenya, Kenya East
and Lauren gasfields. QGC has dritled {25 wells across the north-east portion of the Surat
Basin, approximately 300 km west of Brisbane. Figure ¢ below shows the various interests of
QGC, totalling an area of approximately 7,500 square kilometres. More than half of that
surface is considered by QGC to have CSG potential.

Figure 8: Layout of QGC’s interests

Brkteaelty to Peaspect Sranded & 56

T Petroleum Laase WLOWMETERS

Sowrce: {0

Currently, the main operations of QGC consist of CSG exploration and production in the
Berwyndale South gasfield. During the last six months, gas flow rates have been as follows:

+« {8 wells have recorded peak daily gas flow rates above 1.0 mefd
« {1 wells have flowed above {.5 mcfd
*  two wells have flowed above 3.0 mefd.

The Company has developed its gas-field exploration programmes and production facilities
through joint ventures, based on its business model which is focussed on:

+« achieving a low cost base througl:
o keeping “finding costs’ below 3 cents per gigaioule (G}
o implementing techniques that allow gas flows without pumping
o strategic location of assets
« achieving low development costs through:
o obtaining the right proportion of equity and proiect finance
o controiling the operations of project development
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+« developing a multi-option sales model by:
o establishing long term contracts
o providing flexibility through put option contracts

o aiming to deliver gas into the spot market.

4,50 Mesources and reserves

During 2006/07, QGC has drilled seven additional development wells in the Berwyndale
South gasfield, ten development wells at Kenya gasfield, eight appraisal wells at Bellevue,
Berwyndale and Aberdeen gasfields, two exploration wells at Kenya and Kenya East and one
core well at Berwyndale. These activities contributed to the recent reserves upgrade for QGC
as set out in Section 4.1. The resources and reserves are contained in a number of ATPs and
PLs. One of the main drivers of QGC’s future development is an accelerated programme for
commercialising reserves in this region, which is included in the Company’s *Growth
Acceleration Strategy’. The short-term objective of QGC is to increase 2P reserves in this
region to 1,000 P,

Figure 10 below, iHlustrates the progression of QGC’s 3P, 2P and [P reserves on a legal
interest basis, up to the latest independent economic certification by specialist petroleum
consultants Netherland. Sewell & Associates, Inc {NSAI) in December 2006. It also
illustrates the level of estimated reserves if the Sentient Transaction is approved.

Figure 10: Progression of reserves

3,000 P

250085 - -

2,800 B -

1,500 P - - -

1,800 B3 - - -

) E!GQ_P.} s

Post Bentiesd Transaction -

N aiP B2P m3P

Sowrce: {HHD
Notes:
k. Numbers reflect QGC s feal interest In tenement dreas

X Fatimted figares have been extrapolsted o inciude those reserves on QGO s tenements attibudable 1o Sentient’s legad
interest
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As set out in QGC’s recent Rights [ssue Prospectus, in the medium term QGC has planned an
expanded exploration programme for 2006407 1o investigate CSG potential across QGC's
tenements in the Surat Basin (refer to Figure 9 for location of ATPs). The areas to be
explored are:

«  ATP 374P: deifling of fully cored well to investigate CSG potential. Estimated cost: $0.3
million

«  ATP 621P: drilling of fully cored well to investigate CSG potential and if results are
positive, drilling of five pilot wells. Estimated cost: $3.8 million

«  ATP 647P: driling of conventional gas exploration well. Estimated cost: $1 million

«  ATP 648P: appraisal drilling and production tests. Estimated cost: $0.8 milfion

«  ATP 651P: test of production capability. Estimated cost: $3.9 million

« ATP 6761 drifling of fully cored well to test CSG potential. Estimated cost: $0.2 million

The total estimated cost for QGC of the 2006/07 exploration programme is expected to be §7
mithion.

Systems and safety

in 2006 QGC conducted a formal risk assessment programme and developed safety and
operating systems and maintenance and development plans as required by legisiation. In
addition, a Code of Environmental Practice was developed in order to manage the
exploration, appraisal and operation activities.

.
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doind Ventares

Table 8 below sets out joint ventures over gas and petroleum tenements in which QGC
participates as operator and majority owner.

Table 8: Joint ventures

Permit/Licence description Joint Venturer/z

ATP ATP $74 P - Shallows' S Victoria Petrolewmn 30%
Australian CBM 6.235%
SEQON3.73%

ATP 610 P — Shallows (PLA 2479 66234 Sentient (¥
Cirigin Energy 29.375%
ATP&IO P - Deepsz (PLA 247 56.25% Pangaea 43.75%
ATP 620 P - Shallows 59.375% Origin Energy 40.623%
ATP 620 P — Deeps 26.25% Pangaea 73.75%
ATP 621 P - Shallows it
ATP 621 P - Deeps? e Bobwyns Pty Ltd 100%
ATPRI2P SO Sentient 108
ATP 647 P — Myall Creek East — 56% Origin Energy 30%
block 2656
ATP 647 P — All other blocks e
ATP 648 P - Shallows S8.T5% Sentient 1%
Crrigin Enerpy 31.25%
ATP 848 P — Dieeps b1 Pangaea 408
ATPO3SEP 85% Lucas Coal Seam (as
FE%
ATP 676 P - Blocks 2237, 2386, 500 Australbian CBM 50%
2456, 2457 and 2438
ATP 676 P - Blocks 2304, 2528, 252¢ 23% Austrabian CBM 75%
and 2336
rn. PL. 179 - Shallows 593755 Ortgin Energy 40.625%
PL 179 — Deeps 26.25% Pangaea 73.75%
PL 261 i Sentient 1%
Pl. 228 — Shallows 593755 Ortgin Energy 40.625%
PL. 228 - Deeps 26.25% Pangaea 73.75%
Pl. 229 - Shallows 593755 Origin Energy 40.625%
PL. 229 - Deeps 26.25% Pangaea 73.75%
Petrolene 1.case PLA E83 - Shalows 39.375% Origin Energy 40.625%
Application (PLA} areas PLA 8O- Deeps 26.23%, Pangaea 73.75%
PLAZEE G0 Sentient 16%
PLA2E2 GO Sentient 1%
rri. PPL. 9t % Sentient 1%
PRL 10T 59.375%  Origin Energy 40.625%
PPL 108 Si%% Sentient 10%
Sowrce: (D
Motes:
1. Shallows are s stratigraphic divigions underlying the surfitce srea down o a depth of 108 feet befow the Walloon Coal
Ibeastres
20 Peeps are all stratigraphic divisions below a depth of 100 feet below the Wailoon Coal Measures

el

G and Origin Ererpy hsve solimitted sn application for a Petroleum Lease over the area of ATP 680 P The Department of
Mines and Enerpy has allocated PEA No. 247 {0 this application.

4. 0G0 has entered inEo an agreement o purchase the B (nterest in the Deeps cwrrently beld by Bobwyns Pry Limited
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4,32 Contracts in place

Table 9 below contains a summary of the supply contracts QGC has entered into, or currently
proposad with various parties as at the date of this report.

Table 8: Contracts

Contracts

31 Jat e Er Benvyndale . . ¢ \

2006° CS Energy South Firm O 4.0 46.0 9} 164

1 Ot o b Berwyndale . . ¢ \

2006° Bracmur - tranche | South Finm b 4.0 E1RE G 143}

1 Sept o I Berwyndale e . - ) ¢ ’

2006 Braemar South Oplion 23 36 74 ) 164

1 Sept . - Berwyndale , ¢ \

2006 Bracmar - tranche 1 South Firm 1.8 22 22 G [REY

Feb2007  Bracmar- tranche 111 Dorvwndale g 16 5.1 54 90 160

South

Oct 20457 Incitec® Argyvle/Kenva  Firm HLD 4.4 440 6t 6

dul 2009 Condamine’ Berwyndale Firm 200 9.0 1800 G} 14}

AGL contracts as per the Proposal

Janp0g  AOL - Gassale All availsble  Firm 200 M o . .
Agrecment A58

From Jan AGL — (ras Sale el - Lip to

L Agreoment All avatiable Ciption 20 HYO LIRS - -
AGL - Gas Market

Jan 2008 Development All gvatluble  Option 30 Vatous't 290 - -
Services Agroement

Sowrce: {HHD

Motes:

1. Araual contract quaniity {ACQ)
2 Fthe Sentient Transacton is approved, Sentient will converl is legal and beneficial permit inkerests inio an equivateny 1%

0 sharehelding {caleudated on s 21 basis)

Crammassioning sales commenced 1o May 2006

el

4. Omptlon exercisablis Iy OF Frergy o extend up lo & tolad of 940 BFover 3 years

i

Crammssioning sales commenced T bune 2006

& Pul options exercisable by QU for a total of 7.4 PJ

7. Condamine power station contract reflects an average of gas safes of 9 PI for the fife of the power station {20 years). This
contract has nol vel been finalised, however funding has been approved with ANZES, as discussed in Section 4.3.3

B Cas to be soid to Tncitee is planned (0 be produced Tn PE 228 and 229, which are developed in joint venture with Origin
Ernergy

9. Contrsct volumes ramp up 0 a maximum of 35 P) within en years

. AGE has the right fo exercise up (o bwo options, each for s volume up 0 3 PF per annmn {fo a maximum of 200 2T The first

15 exereisable from the commencement date (1 January 2008) for a period of bwo years, the second is exervisable from the
commencement date { F lanuary 20083 for 5 period of four years

1t Under the Gas Market Development Services Apreement, QUC may offer o seli AGL a quantity of gas by 30 June cach year.,
fr the even that AJGE. (s unabie o aceept the offer, QG has the bt o ulilise any of AGL s excess pipeline capaciy suldect
1o semesal vearly caps, o s cominned otal of 29 11

.
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in addition to the above contracts, QGC is considering expansion outside the region. QGC
has recently announced that it hias applied for a licence to construct a pipeline from the
Undulla Neose to Wallumbilla, which would enable sales of gas into the Mt [sa market and
potentially into the New South Wales and South Australia markets.

4.3.3 Berwyndale South gasiield

QGC is the majority owner (90%) and operator of Berwyndale South gasfield in joint venture
with Sentient. Berwyndale South gasfield is located in PL 201 and is QGC’s first
commercial development, which commenced gas delivery to foundation customer C8 Energy,
in May 2006. The gasfield includes 28 development wells, a 40 km underground gas and
water gathering system and gas compression and processing facilities. Additionally, a 14 km
pipeline linking the field to the Roma to Brisbane gas pipeline was completed. Other
facilities include a site office, warehouse, site camp, water storage ponds and a
conference/meeting complex.

QGC has announced” weekly average production rates of above 1.4 mefd per well, with
overall production in excess of 35 terajoules (T} per day or approximately 13 PJ per vear.
The best performing well (#60) recorded daily average flow rates of over 4.6 mefd
(equivalent to 1 R PJ a year), four of the wells (#40, #18, #17 and #9) have average daily flow
rates in excess of 2.0 mefd and at least 30% of the wells have recorded average daily flow
rates greater than 1.0 mefd. The Company has reported that no wells at Berwyndale South
gasfield hiave yet to show signs of peaking.

The flow of gas has exceeded initial expectations and has enabled QGC to secure the gas sales
agreement with the Braemar power station, signed in October 2005, without major additional
capital expenditure. Almost half of the production wells are free-flowing wells®, resuiting in
savings in capital and operational expenditures. [n addition, two new screw compressors,
which were installed in December 2006, are expected to increase the capacity of the field by
an additional 30%. The Berwyndale South gasfield is expected to deliver approximately 19 PJ
in 2007.

1PL 201 was originally part of ATP 632P (Note: PL’s are generally carved out of ATP's as they are
granted)

" ASX announcement dated 11 January 2007

“ No pumping equipment is necessary 10 extract water from the coal seams to produce gas
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The figure below represents the detailed layvout of the Berwyndale South gasfield.

Figure 11: Lavout of Berwyndale South gasfield
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€3GC intends to expand the compression and transportation infrastructure to also process gas
supplies from the Argyle gasfield development. This will involve the installation and
commissioning of additional gas processing equipment as well as the construction of 2 26.3
km gas pipeline (PPL 108) linking the two gasfields. This line was completed in lanuary
207

4.3.4 Argvie and Kenva gaslields

The exploration work at the Argyle gasfield commenced in 2660, with the latest drilling
performed in late 2004. The Argyle gasfield is located in PL 179 and PL 229%. Since the
announcement of the *Growth Acceleration Strategy’, further drilling has been performed in
PL 228, which contains the Kenya gasfield which is an extension of the Argyle gasfield.
QGC is the operator and majority owner {60%) of the Argyle and Kenya gasfields in joint
venture with Origin Energy.

.
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Gas sales from PL 228 are planned to be delivered to incitec Pivot from October 2067 to
supply the Gibson island fertiliser manufacturing plant. Engineering and construction for the
pipeline fo link Argyle and Kenya gasfields with Berwyndale South gasfield has been
compieted. in addition, engineering for the field compressor site is complete and the
compressors arrived on site in January 2007, Figure {2 below shows the layout of ATP
620, which contains the Argyle and Kenya gasfields, relative to the Berwyndale South
gasfield. The figure also shows the pipeline to link the two gasfields, which is close to
completion.
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Sowrce: QUC .
4.3.5% Power stations

£ owdwmine pover stafion

On 28 July 2006, QGC and ANZIS announced the completion of a funding agreement to
enable QGC and ANZIS to proceed with the planning and tendering for the Condamine power
station, which is to be built on freehold land owned by QGC.

.
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The power station is designed to operate as a baseload power station capable of running ona
24 hour basis. it is estimated that it will consume between 8 P§ and 13 PJ per year and that
construction and commissioning will be finalised in 2609. The power station, to be located in
conjunciion with the gasfield, permits substantial savings in terms of capital costs bacause of
the proximity to the gas source and also in terms of operating costs, as water required for the
operation is planned to be supplied by QGC’s gasfield operations. In addition, QGC will
have the choice fo either generate electricity or sell gas on a daily basis, depending on price
levels in the NEM.

The power station will be fully funded by ANZ investment Bank Specialist Asset
Management (ANZiB SAM). ANZIB SAM will also act as trustee for the Energy
infrastructure Trust, a specialist energy investment vehicle established to own the special
purpose vehicle (SPV) established to hold the power station.

Under this agreement, QGC and Sentient will make tolling payments to the 8PV to generate
and sclf electricity through the power plant. The tolling pavments represent the annual
capacity payment. QGC will receive all of the electricity revenues sold in the NEM from
which the costs of producing the gas, the operating and maintenance costs of the power
station and the tolling charges will be paid. The ownership of the power station will revert to
QGC and Sentient afier 20 vears. If the Sentient Transaction is approved, the power station
will be solely owned by QGC.

Figure 13 below shows the structure of the funding agreement.

Figure 12: Power plant funding arrangemesnt

Energy
Infrastructure
Trust

ANZIB SAM
{Trustee)}

Tolf payments

— — -Revenues — —
Revenues

NEM Electricity sales: POWER PLANT

— —Revenues— —

Sowree: {HH

Cothmon Island power station

€3GC and Incitec Pivot have recently extended their current Mot for two additional vears,
which enables the investigation of the commereial viability of building a gas-fired power
station at Gibson Island within the Port of Brisbane. The power station will be designed to
meet the long-term electricity requirements of Incitec and other industries in the vicinity of
Gibson Island. The estimated gas requirement of the power plant is § P per vear.

.
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4.4 Other

Water mansgonient

QGC is considering applying the water produced from the C8G production process in
agriculture and in the production of potable water supplies. In addition, QGC is considering
using the water in the electricity generation process in the Condamine power station.

€3GC has conducted preliminary testing of a purifying process to convert water into potable
water. The creation of a major purification project requires funding and QGC sees the
Commonwealth Government as a potential financier of this project.

in addition, QGC commenced a barley crop trial in May 2006 to investigate the possibility of
using water from C8G production in agriculture. This crop was harvested in October 2006
with a vield of two tonnes per acre.

Coppmrnaity and coltural heritage
€3GC puts considerable emphasis into building strong relationships with local landowners and

communities. QGC’s intention is to minimise the impact of C8G production on the areas
adjacent to the ATP’s and on local communities.

4.5 Management and personnel

Figure 14 below sets out the current organisational chart of QGC.

Figura 14: QGC organisational chart
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Managing Director
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Site Superintendent Producticn
Superintendent
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David Waolf Canh Mguyen
Manager Facilities S k- Drilling Manager
Planning

Sowrce: {0

Mr Richard Cottee was appointed as Managing Director in October 2062 with the objective of
managing the transition of QGC from an exploration company to a gas producer.

Currently, QGC has a permanent staff of 35 in Brishane and 24 on site, at the gasfields.
Equity-based compensation benefits are provided to employees via QGC's DESP and DDSP.

.
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4.6 Competitive position of QGC

Table 10 below sets out the strengths, weaknesses, opportunities and threats {(SWOT) for
QGC.

Table 10: SWOT analysis

: . QGC tenements -

- - future interests n bmh ;,as pr(}ductmn ami (.it.ctrmtv R
- generntion will permit QGC to choose whether fo sell - _
gas or electricity on a daily basis, dcpcmimg on whzch L

" been able to successt

- uneonditional contracts with CS Encrgy, Bracmar,

e O5G s still arelatively new energy source in
- neitec, AGL and Condamine power station provide Australia (recently commercialised)
ik _certainty of gas sales inthe l&mg torm. &ﬂﬁf a steady * a5t is not possible to forecast or puarantee the
. FOVEAUG Stream .. S T potentiat flow rate of early stage wells, QGO might
e - high pas How rates allow mm(ahcd :,aaks with ruiucui see timnelines in futore production deluyed
o requirement for additional capital expendBures . T cost and time Auctuations in drilling and
U fully funded ‘Growth Acceleration Strategy ™ allows - construction of facilities could have material
- Ugontinging &J(pf()rdlﬁm pm;:,ram CEB’U,EL{'E to ncrease 21 L adverse effects on QGC
L IRSCIVes certification . SR e “ -« high dependence on kev personnel
~irack record of sigmimani u;}gmdc,s L ERSEEVES, lhmugh__ e QG has a concentrated portfolio of sizable

- . high fow rates C(mi;rmm;: mmmg,rudf potmtmf of -

activity will penerate the best return -

| immovative engineering capabilitics and methods lmv&,
- heen and are being developed, As aresult, QGC hag -
uﬁy locate and. uq}imi g,a,a, at h*f:h

flowrates -

:_ QG gastields are hirdibgfﬂdﬁ& f(mdlbd {,imc o tiac city
) This allows for savings i

of mecmc and ti) pip{.lmcs,

cotracts. 1 QG breaches any one of these
contracts, it would have an materiat adverse effect
in the financial performunce of the Company

domestic and forelgn competitors might be able to
produce or deliver gas and/or other fuels at more

- significant area still to be explored Lo

delay of construction of PNG pipeline improves '

competitive prices than QUC SOGCs ability o secure contracts in the fiture - 7
there 15 no guarantee that QGO will be able to » . multiple opporlumlms for growth as QGC builds o

comrercialise all its proven reserves as it depends on
pipeline network availability. The lack of pipeline
capacity from ihe Brishane City Gate to the Pont of
Brisbane has stalled the development of Gibson 1sland
perwer station

in exercising a cholce berween selling gas or electricity,
there 18 no guarantee that the returns from the sales of
zas would be sufficient to cover the wll charges io
Condamine power station

envirenmental incidents are still possible despite
comphinnee with current regulations.

development of new technologies can pose a threal as
altermutive energy sources W the mid to long term

- reputition in market and gas hecomes 3 prefern ed

sonerce of eaorgy over more pollutant fucls -

growth in Queenshand s expesied o rt,qmr{. am
" increase in large industrial projects that in turn will.
: rqurt( ingreased CRETEY SOUICES avaxiabﬂm
" puusible opening 10 othor markets ihmug.h, .
L '__c>. the proposed Newcastle pipeling -

* the Moomba wtummn S
ﬁlc It 1se link - )
-.pew Gladstone lmi\

_pmus of natural £a5 MY IMCIease In th{. icm_p cera,
- d}i(mmg for higher marging in the foture | |

ability to utilise water 10 reduce cost 01 m;magt,mcnt :
. nof water produged : - : |
* growth i the dt,m;md for gas to :,aaimi\, %mbc and

peak local reguirements of power stations

Sowrce: Beloitte Corporate Fingnee analyais and Q00 management
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4.7 Capital structure and shareholders

As at the date of this report QGC had the following securities on issue:

« 4783 million ordinary shares

« 2.5 million ordinary shares in employee share plans.

The total number of shares, including ordinary shares and shares held in employvee share
plans, is 480.9 mitlion. The directors of QGC currently hold a combined relevant interest in
22% of shares in QGC. Table 11 below shows the top ten shareholders in QGC as at 11

January 2007.

Table 11: Top ten shareholdars in QGC

Eiph Pty Limited 78,356,387 b 30
ANZ Nominees Limited 26623 046 6kb
Santos 18,576,616 3.86
Mr Robert Brvan 15,214, 8906 3.6
Sentient 14,424 279 340
Westpae Custodian Nominees Limited 12,543 634 2.61
J P Morgan Nenninees Aostralia Limited & 274 624 1.63
Citicorp Mominees Pty Limited 8.002,149 1.66
Mational Nominees Limited 76594 896 1.68
HSBC Custody Nominees {Australia) Limited — GS] ECSA 3340147 P
Total 199,090,689 41.39°
1. Calewdsted on the basis of the toksl number of shares on dssue s 81 17 Janoary 2007, 1 e 48009 million

A summary of the movements in the share capital of QGC since 1 July 26006 is shown in the

table below.

On issac as at | July 2006

{gsue to DESP (performance related)

. N i
lsspe a8 PEF €XeTCISE of Gplions

376,392,376

6040000

lssee o Non-Execotive PXrectors Share Plan {in hea of

directors fees)
Rights 1ssue
Transter of shares from DESP to emplovees

Transfer of shares from EESP to emplovees

On issae as af 11 Janaary 2007

93 671,710
29,340
5263

478,338,889

1,069,574

1305213

185,484

(26 546)
{3,263}

2,525 468

377,661,950

480,864,357

Soun

Morie:
1. Cumently there are ne options oudstanding

-
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4.8 Share price perfermance

A summary of QGC’s share price performance is provided in Table {3 below.

Table 13: QG guarterly share price information

Jun-26063 £.22{) (136 0183 4.4
Sept-20H13 .27 0196 .244 126
Dec-2063 .26 (185 0.200 101
har-20{4 021 (136 .21 12.8
Jun-2064 $.224 (165 0180 139
Sepr-20H4 0.215 R (.195 216
Dec-2064 {1333 0175 0255 376
hlar- 2005 0.740 {1235 (.425 1636
June-20603 0.473 0.366 {444 712
Sept-20H15 {1.523 £.395 (1.463 821
Dec-2003 (3.663 410 D603 64.7
har-20{6 (.920 (615 (.764 066
Jun-2066 0803 (L3405 0650 418
Sept-2(H0 e 0686 L0280 9.0
Dec-20606 P35 LG 1330 1273

GC’s share price performance had been relatively flat until the end of 2004, with generally
low volumes traded. Since January 2003, the share price has increased significantly with
higher volumes traded.
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These share price movements and trading volumes are presented graphically in the figure

below.

Figurs 15: QGO stock activity on ASX
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4.9 Financial performance

The audited consolidated financial results of QGC for the vears ended 30 June 2003 10 30
Jure 2006 are summarised in the table below.

Table 14: Financial results

Revenne 148 83 667 4 787
EBITDA (3,046) {2,069 {11,942) (4,687)
Depreciation and amortisation 182 b7 - 725
EBIT (3,228) {2.087) {11,942) (5,412)
Interest expense {27} (38 {230 (842}
Loss before tax (3,2535) {2,124) £12,172) (6,254)

Sowree: Q0G0

€GC completed the Berwyndale South gasfield project in May 2006 and recorded its first
revenue from gas sales o foundation customer CS Energy. Better than expected gas flow
rates from this gasfield also permitted QGC to commence gas supply to Braemar, more than
three months ahead of contract requirements. Revenue from gas sales to C8 Energy and
Braemar in FY2006 was $1.2 million. QGC expects these two foundation customers to
account for a significant portion of gas sales in the 2607 financial year.

Revenue in FY2006 also included interest on cash at bank of $1 .4 million, net gain on
disposal of interests in tenements of $1.7 million and fair value gains on financial liabilities of
$0.2 milfion.

Major expenses relate to employee benefits ($3.0 million in 260063, Sydney Gas Limited
{Sydney Gas) bid costs and operating costs ($1.7 million and $1.4 million respectively).
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4.10 Financial position

The audited consolidated statements of financial position of QGC as at 36 June 2005 and 30
Jure 2006 are summarised in the table below.

Table 15: Financial positien

Cash 26,150 12.87¢ 25877
Receivables and prepayvments FHG 3443 13,8491
Inventories IAEE 3,097 3436
Dlerivative financial instruments - 28 -
Tuotal currvent assets 28,464} 19,347 43,304
Loan receivables 3,642 - -
Development and production assets 2138 161,317 F24 279
Ciiher property, plant mnd equipment L692 HREE 7,399
Intangibles — exploration and evaluation cosis 3579 7134 11,421
Tuotal nop-current asseis 43,263 169,531 143,699
Total assets 7463 129,678 186,463
Payables 2072 12,263 16,667
Interest bearing liabilities 208 12,135 FOHE2
Dlerivative financial instruments - 283 -
Provisions 142 2492 346
Total curvent liabilities 2,422 24,977 174069
Interest bearing Habilities 614 3628 340361
Provisions b640 2,763 3184
Total nop-curreat Habilities 2,254 33,39 37245
Total fiabilities 4,676 58,368 54,054
Net assets 66,987 70,718 131,749

Sowrce: 0G0

When the techinical and commercial viability of extracting a resource is demonstrable, the
exploration and evaluation costs carried forward for a determined area are assessed for
impairment and reclassified as development and production assets.

Development and production assets as at 3{ December 2006 (unaudited) mainly comprise:
+«  development and production assets of 347 million
«  pasfield assets of $335 million

«  pasfield plant and equipment of $41 million.
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Prior to production, the transferred exploration and evaluation costs and field development
costs are classified as “development assets — not producing”. Once commercial production
has commenced, the accumulated “development assets — not producing” amount is
reclassified as either, property plant and equipment, or as gasfield assets, depending on their
nature.

€3GC has unused tax losses not brought o account of $49.5 million.

in addition to the financial position presented above, Table 16 below sets out contracted gas
volumes, certified reserves and enterprise value’ as at 30 June 2003 to 30 June 2006.

Table 16: Refationship between contracted gas volumes, 2P reserves and market capitalisation

Cias under sules contract {QGC share} 36 P3 36 Pi 86 P FiG P
Certified 2P {QOC share) - T3 P] 336 P 423 P}
Share price ($} 0183 118 (.44 HRAY
Market capitalisation (3 mil} 29 88 3133 15514 260 59
Fnterprise valoe {$ mil) 2792 298¢ 129.82 25037
% per 2P (1 {QGC share basis) nla .40 .39 6,69

Sowrce: Bloomberg, Q0G0 and Dedoitte Comporste Fieance analyeis

7 Enterprise value represents the total value of the equity (represented by its market caphalisation) and
the debt of a company
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S Brief profile of AGL

&1 Overview of AGL

On 6 October 2006, The Australian Gas Light Company’s shareholders voted in favour of the
recommended proposal to separate the company into an integrated energy company and an
energy infrastructure company. Following approval of the proposal, AGL became one of
Australia’s leading integrated energy companies and The Australian Gas Light Company's
infrastructure assets were acquired by Alinta Limited {Alinta).

The following information in relation to AGL is sourced from the AGL Scheme Booklet -
Part 2, dated 29 August 2006,

AGL’s general business strategy is to:

« participate in the contestable growth segments of the electricity and gas sectors, being
energy retail, power generation and upstream gas

« manage wholesale price risk and earnings volatility by matching upstream and retail
EXposures

« take advantage of its position as a large purchaser of wholesale gas and electricity to
reduce the cost of supply and obtain market share growth.

We describe below the business operations of AGL.

letxit business

Following the separation, AGL became Australia’s largest retailer of gas, electricity and
related services. AGL’s retail energy customer base supplies more than three million
customers.

AGL supplies gas, electricity and energy related services to residential consumers, small and
large commercial consumers and industrial consumers. [n the 2006 financial year, AGL sold
{86.2 PJ of natural gas and 22,148 gigawatt-hiours {GWh} of electricity.

The key elements of AGL's strategy for its retai! business are:
+« 1o grow the business within its existing retail markets

+ to provide a comprehensive range of gas and electricity products and related services in
response o changing market requirements, including green energy

+« 1o develop innovative energy solutions for large energy users

« {0 continue its cost rationalisation svstems and processes and to improve services to
CustoIners.

Merchant energy Dusiness
AGL’s wholesale electricity division purchases and generates the electricity and related
products sold by AGL’s retail division.

AGL contracts with external parties, mainly generators, with a view to reduce the price risk
associated with retailing electricity to customers. Generation assets owned by AGL are used
mainly to manage its exposure to pool prices during periods of peak demand.

AGL has a power generating portfolio that includes base, peaking and intermediate
generation. AGL has thermal {coal and gas) and renewable {hivdro, landfill gas and bio gas}
energy assets. The power generating assets are predominantly located within the regions
where its retail customers are focated.
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The wholesale gas division of AGL is involved in gas purchasing and managing, gas
fransportation and gas storage services for AGL’s energy customers.

AGL is focussed on developing and acquiring upstream gas and power generation assefs with
the objective of

« ensuring wholesale energy costs are maintained at competitive levels
+« reducing risk by diversifying sources of supply

« maintaining an appropriate balance between equity and contract gas and electricity
supplies to provide portfolio flexibility and minimise cost and risk

« participating in the development of alternative energy technologies, including clean
carbon solutions.

8.2 AGL s strategic rationale

As per media announcements released to the ASX on 3 December 2006, the Proposal delivers
1o AGL’s wholesale energy portfolio furthier fuel diversity, price competitiveness, stability
and longevity of gas supply. In addition, it represents a strategic fit with AGL"s recent $75
million acquisition of the Queensland Government’s Sun Gas retail business, which includes
70,800 retail custemers in south-east Queensland consuming approximately 23 PJ of gas per
year® and representing approximately 50% of Queensiand’s mass market customer base.

The location of QGC's assets, based around the Surat Basin, also complements AGL’s recent
acquisition of a half-share in the Moranbah Gas Project which is based around the Bowen
Basin.

! Qource: .11, Gueensiand Government IM
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6 Valuation methodology

To estimate the fair market value of a share in QGC, we have considered common market
practice and the valuation methodologies recommended by ASIC Practice Note 43 regarding
valuation reports of independent experts. These are discussed below.

f.1.1 Market based methaods
Market based methods estimate a company’s fair market value by considering the market

price of transactions in its shares or the market value of comparable companies. Market based
methods include:

« capitalisation of maintainable earnings
+ analysis of a company’s recent share trading history
+« industry specific methods.

The capitalisation of maintainable earnings method estimates fair market value based on the
company’s fiture maintainable earnings and an appropriate earnings multiple. An appropriate
earnings muitiple is derived from market transactions involving comparable companies. The
capitalisation of maintainable eamings method is appropriate where the company’s earnings
are relatively stable.

The most recent share frading history provides evidence of the fair market value of the shares
in a company where they are publicly traded in an informed and lguid market.

industry specific methods estimate market value using rules of thumb for a particular
industry. Generally rules of thumb provide less persnasive evidence of the market value of a
company than other valuation methods because they may not account for company specific
factors.

6.1.2 Discownted cash How methads

Discounted cash flow methods estimate market value by discounting a company’s future cash
flows to a net present value. These methods are appropriate where a projection of future cash
flows can be made with a reasonable degree of confidence. Discounted cash flow methods
are commonly used fo value early stage companies or projects with a finite life.

603 Asset based methons

Asset based methods estimate the market value of a company’s shares based on the realisable
value of its identifiable net assets. Asset based methods include:

« orderly realisation of assets method
+ liguidation of assets method
+« net assets on a going concern basis.

The orderly realisation of assets method estimates fair market value by determining the
amount that would be distributed to sharcholders, after payment of all labilities including
realisation costs and faxation charges that arise, assuming the company is wound up in an
orderly manner.
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The liguidation method is similar fo the orderly realisation of assets method except the
liquidation method assumes the assets are sold in a shorter time frame. Since wind up or
liquidation of the company may not be contemplated, these methods in their strictest form
may not necessarily be appropriate. The net assets on a going concern basis method estimates
the market values of the net assets of a company but does not take account of realisation costs.

These asset based methods ignore the possibility that the company’s value could exceed the
realisable value of its assets as they ignore the value of infangible assets such as customer
lists, management, supply arrangements and goodwill. Asset based methods are appropriate
when companies are not profitable, a significant proportion of a company’s assets are liquid,
or for asset holding companies.

6.2 Welection of valy

ation methodologies

iy
We are of the opinion that the most appropriate methodology to value QGC is the discounted

cash flow method due to the following factors:

«  (GC is in the process of transitioning from a pure exploration company to a gas
production and development company and achieved its first revenues from gas sales in
financial year 2006

« (GC is at an carly stage in its development and has vet to record earnings
« significant capital expenditure will be required by QGC in the near future.

We have also considered recent share market trading activity to provide additional evidence
of the fair market value of a share in QGC. In addition, we have also considered an industry
rile of thumb, by estimating the value implied by our valuation of QGC on a $/(GJ basis and
comparing this to $/GJ achieved in other recent comparable transactions.
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7 Future cash flows

7.1 Financial model

in conjunction with NSAIL we have prepared a detailed financial model based on QGC’s
existing gas supply contracts, the Gas Supply Agreement to be entered into with AGL
pursuant to the Proposal and scenarios for possible future contracts {the Model). The Model
includes projections of nominal after tax cash flows for QGC for 20 years 1o 31 December
2026.

NSAL, an independent specialist petroleun consultant, has prepared a report providing a
technical assessment of ATPs 610, 620, 632 and 648. They have provided us with projections
of production profiles, operating costs and capital costs up to and including 31 December
2026 in nominal AUD terms. We have valued QGC based on these technical inputs and our
assessment of gas prices, sales volumes, taxation and discount rate.

A copy of NSAI's report is provided in Appendix 7.

We have not undertaken a review of the projections in accordance with AUS 8064 — The Audit
of Prospective Financial Information. However, nothing has come to our attention as a result
of our analysis that suggests the assumptions on which the proiections are based have not
been prepared on an appropriate basis.

7.2 Revenue

Gas revenue is a function of volume and prices which are discussed in the following section.

724 Contracted volumes

As discussed in Section 7.2.1, the contracted volumes with foundation customers and
proposed contracts with AGL have been modelled consistent with contracted terms.

Given the short peried that QGC has been producing gas and the early stage of its
development, we have developed two scenarios for possible future contracts.

Scenario | is based on existing contracts, the proposed contract with AGL and additional gas
sales, increasing from 2007 to a total of 56 PJ per annum in 2013 {QGC’s share), until the end
of our projection period (2026). The additional gas sales are based on an assessment of
potential contracts totalling more than 50 PJ per annum, which QGC management consider
have a high probability of being secured, over a six year period. Scenario | assumes existing
contracts will extend beyond their current terms, based on contract terms expected to be in
effect at maturity. We consider the additional 50 P¥ per amnum to be an appropriate

ex pectation.

Scenario | implies that €GC has an average 19% share of the East Coast gas market over the
projection period. The additional gas sales modelied in Scenario | represent 8% of the East
Coast gas market.’

Scenario 2 includes additional possible gas sales, starting from 2014 to a total of 56 P per
annum in 2012 (QGC’s share}, until the end of our projected period {2026). These possible
gas sales are dependent on the completion of the Moomba to Ballera and RBP pipeline
extensions and the backhaul pipeline to Wallumbilla from QGC’s Bellevue field (ATP 610).
We consider Scenario 2 to be an appropriate high case expectation.

Scenario 2 implies that QGC has an average share of 26% of the East Coast gas market over
the projection period. The additional gas sales modelled in Scenario 2 represent 16% of the
East Coast gas market. '*

? Source: ARARFE Research Report 06.26 - Table €2 Final energy consumption in Australia, by fuel,
by state
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The scenarios are summearised in the following table.

Table 17: Scenarios for analysis

o $ $ $ $
Existing contracts N N N N
Existing contracts, plus s s s : :
. ! ; ¥ ¥ ¥ ¥ J
AGE
- B 3 3 3 3 K H
Scenario 1 Y Y Y Y ¥ Y
- R $ $ $ R $ $
Scenario 2 ¥ ¥ ¥ ¥ ¥ ¥ ¥

Motes:

k. Reter o Seclion 4.3.2 for further detail in relation 1o the existing contraces

[

The option in relation 1o the contract with Braemar {tokaf of 7.4 PF has not been incorporated inle existing contracts

2

The option with AGE, pursaand o the Gas Marked Development Services Apreament, his been Treorporated into exisling
contracts

The scenarios summarised above incorporate existing contracts with customers (including
options) including CS Energy, Braemar, incitee, Condamine, the proposed AGL Gas Sales
Agreement coniracts and additional gas sales.

The existing contracts with foundation customers and proposed contracts with AGL have
been modelied consistent with contracted terms. The additional gas sales {Scenario 1 and
Scenario 2) have been modelled based on the pricing discussed below and an estimate by
NSAI as to the likely capital and operating costs appropriate to deliver these additional gas
sales.

NSAIT have assumed that the additional gas sales (Scenario 1 and Scenario 2) will be fulfilled
from ATPs 610, 620, 632 and 648 and the capital and operating costs reflect QGC's
experience and actual costs incurred by QGC in these fields. [t is possible that alternate fields
held by QGC will be developed instead, and if so, it is assumed that the alternate flelds will
exhibit similar development attributes.

722 Pricing

Existing contracts and the proposed AGL contracts have been modelled according to the
contract terms. Due to the commercial sensitivity of pricing agreements, pricing is generally
not publicly available. In considering an appropriate price to apply to the additional gas sales
(Scenario | and Scenario 23, we have had regard to the following:

+« pricing in the existing contracts and the proposed contracts with AGL
« discussions with management

+ industry estimates and commentary including, but not limited to NSAI, ABARE and Core
Collaborative Pty Limited {Core Collaborative}.

On thie basis of our analysis, we have adopted gas prices (commencing 1 July 2007) of
between $2.50 and $2.90 per GJ to apply to additionatl gas sales in the discounted cash flow
analysis.

" Source: ABARE Research Report 06.26 - Table (2 Final energy consumption in Australia, by fuel,
by state
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it is common industry practice for pricing to escalate at a percentage of the consumer price
index (CPI}. tn determining the escalation factor to apply to the additional gas sales, we have
had regard to escalation factors in QGC’s existing contracts and our discussions with
management.

For the purposes of assessing an appropriate annual escalation factor (to apply to prices post
20073, we have adopted an inflation rate of 2.3% and an escalation factor of 85% of inflation,
for the duaration of our projection period.

7.3 Flow rates
Scenario 1 and Scenario 2 are based on average flow rates for each well, based on:

= for existing wells, the decline curve projections tied to the volumetric reserves for each
grid block, or spacing unit, that the well is located in

+« for undrilled wells, a type curve analysis that allow wells to dewater to the peak rate in six
months, then an immediate decline from the peak in two phases; at 20% for two vears,
then 10% to 12% to the economic limit of the well.

As set out in Section 4.3.3, QGC has announced weekly average production rates of above 1.4
mcefd per well, with overall production in excess of 35 T per day or approximately 13 P per
year. The best performing well (#00} recorded daily average flow rates of over 4.6 mcfd
(equivalent to {.R PJ a year), four of the wells (#40, #18, #17 and #9) have average daily flow
rates in excess of 2.0 mcfd and at least 50% of the wells have recorded average daily flow
rates greater than 1.0 mefd. The Company reported that none of the wells at Berwyndale
South have yet shown signs of peaking.

NSAT's projections of operating and capital costs were initially based on peak average flow
rates of 0.9 mefd. NSAI has advised (QGC that it considers the peak gas rate of 1.4 mcfd to be
reasonable and have advised us hiow this improved performance can be recognised in NSA/P's
estimates of capital and operating costs.

g
7

7.4 Operating costs
Based on data provided by QGC, NSAI have projected operating costs, including the
following:

+« tolling costs — including gathering, compression and fransportation fees assuming a
central gathering system

+« well operating costs — based on a fixed cost per well per month fo operate existing wells
« water disposal costs — based on a cost per barrel to treat, handle and dispose of water

« general operating costs — based on a fixed cost per month for head office support and
overheads

+ capital costs — based on a fixed drilling cost, plus a cost per metre drilled
« escalation — operating costs are escalated at 100% of CPI (2.5%) each year.

NSAT’s assumptions are based on a historical analysis of QGC’s costs and NSAD's knowledge
of comparable operator costs.

Almost half of QGC’s production wells are free-flowing wells'’, resuiting in savings in
capital and operational expenditures. 1n addition, two new screw compressors, which were
instalied in December 2006, are expected to increase the capacity of the field by an additional
50%.

1l . . . i
No pumping equipment Is necessary 1o extract water from the coal seams o produce gas
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in addition to the above operating costs, we have incorporated the Gas Development Service
Fee into our estimate of the net present value of the Gas Market Development Services
Agresment

pug g

7.5 Capital costs

Capital costs have been projected based on a drilling schedule determined by NSAI for each
gas contract scenario and other capital equipment expected to be required o extract and
process the volumes for the proposed contract with AGL and additional gas sales.

7.6 Production tax

A royalty of 10% of the wellhead value is payable to the Queensland government. The
royalty is based on sales revenue less certain expenses, including tariffs paid to third parties
for pipeline access or access o a processing plant, depreciation of capital costs and operating
costs specifically relating to treating, processing or refining petroleum or transporting the
petroleum.

The rovaly has been modelied as approximately 8% per annum of sales revenue, based on
allowable expenses that reduce the wellhead value.

7.7 Other
in addition to the above assumptions, the Model assumes the following:

*« acorporate tax rate of 30% over the life of the fields and that all faxes are paid as and
when incurred

+  as discussed in Section 4.10, QGC has unused tax losses not brought to account of $49.5
million. We have incorporated these tax losses in the Model

+ there are no material working capital movements.
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8 Valuation of QGC

8.1 Introduction

Deloitte Corporate Finance has estimated the fair market value of a JGC ordinary share, on a
significant interest basis to be in the range of $1.35 to $1.80. This represents a value range of
$1.49 to $2.00 for a QGC share on a majority basis.

For the purpose of our opinion fair market value is defined as the amount at which the shares
would change hands between a knowledgeable willing buyer and a knowledgeable witling
seller, neither being under a compulsion to buy or sell. We have not considered special value
in this assessment.

in determining this amouni, we estimated the fair market value of QGC using the discounted
cash flow methed.

We have also considered recent share market trading activity to provide additional evidence

of the fair market value of a share in QGC. In addition, we have considered an industry rule of
thumb, by estimating the value implied by our valuation of QGC on a $/GJ basis and
compared this to $/GJ achieved in other recent comparable transactions.

These are discussed in Sections 8.2 to 8.4 respectively.
8.2 The discounted cash How method

The discounted cash flow method estimates market value by discounting a company’s future
cash flows to their net present value. To value QGC using the discounted cash flow method
requires the determination of the following:

+«  future cash flows

« an appropriate discount rate to be applied to the cash flows
+ an estimate of value beyond the projection period

« premium over and above the discounted cash flow valuation
« the value of any surplus assets

» the level of net debt outstanding.

Our considerations on each of these factors are presented below.

8.2.0 Future cash Hows
NSAT has provided us with cash flow information upon which to project future cash flows.

We have adopted these cash flow projections and made adjustments, where appropriate, to
reflect additional assumptions on pricing and sales volumes.

The projected cash flows for Scenario | and Scenario 2 assume the following utilisation of
€3GCs reserves and resources over the projection period.
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Table 18: Modeled reserves and resources

Scenario | 2470 3% %
Scenario 2 2.868 1634% F6%

Sowrce: Deloitte Corporate Finsnce analysis
Mok
1. [Based on total 3P reserves and resources of 2,735 P, post the Semient Transaction

2 Based on QOO s estimate of (ts sharve of OGP Tr 1ls fepements of ES 3 1 {post the Sentient Transaction)

8,272 IHsecownt rates

The discount rate used to equate the future cash flows fo a present value reflects the risk
adjusted rate of return demanded by a hypothietical investor. We have selected a nominal
after tax discount rate in the range of 1 1% to 12% to discount the future cash flows of QGC 10
their present value.

in selecting this range we considered the following:

+ the required rates of returns for comparable ASX listed companies with operations in
€8G and oil and gas exploration and production

+ the debt 1o equity ratios of comparable listed Australian CSG and oil and gas exploration
and production companies

« the specific business and financing risks of QGC

= company specific risks attributable to QGC, particularly the early stage of its production
activities and is ability to secure/renew long term contracts with customers

« an appropriate long term cost of debt for QGC.

A detailed consideration of these matters is provided in Appendix 3.

8.2.3 Value bevend the projection period

As discussed in Section 7.2.1, NSAI have provided us with projected cash flows for varying
periods under each of the two scenarios. We have adopted these cash flows for a period of 20
years (antif 2026},

However, QGC has significant potential to add to its resources and reserves in existing
tenements, which could result in the extension of existing/proposed contracts or entering into
new conhtracts with customers in current and/or extended markets. QGC management have
estimated total OGIP of 25,300 PJ, of which QG{C’s share is estimated at {8,500 PJ {assuming
the Sentient Transaction proceeds). [n particular, these potential reserves include:

« further commercialisation of the Undulla Nose reserves
«  Argyle gas development (PL 228}
» Berwyndale South development (for the Condamine power station)

+«  Sarat Basin tenemenis beyond Undulia Nese, including Aberdeen #8 and Woleebee
Creek #3.

Rather than attempt to project cash flows beyond 2026 in the Model, we have projected cash
flows beyond the projection period for an additional 20 years based on the projected cash
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flows in 2026. These additional cash flows represent approximately 16% and 27% of the
discounted cash flow value of Scenario { and Scenario 2.

We have adopted the following 20 year annuity formula to calculate the present value of the
additional cash flows:

CF(2026-2046) = CF2027 * [(1 — (1 + AEFY*"}/ (AEF)]
We have selected the following inputs into the above calculation:
«  (CF2027 = the protected cash flow in the 2026 financial year escalated by 2.5%
+« annuity escalation factor (AEFY = [(1 + WACC){{ -+ g}] - |
«  WACC = 11% to 12% as outlined in Appendix 3
+« anominal long-term growth rate {g) of 2%.

The projected cash flows for Scenaric | and Scenario 2 assume the following utilisation of
€3GCs reserves and resources over the period 2006 to 2046.

Table 18: Modeled reserves and resources (2006 - 2048)

Scenario b 4 450 24%
Scenaria 2 6,306 14%

Sowree: Deloitle Corporate Finance anslysis
Note:

1. Based on QGO s estimate of its share of OCHP In 1ls enements of T33P (post the Sentient Transaction)

824 IHsecouwnted cash Dow valuation

Given the nature of QGC’s activities and limited production history, the nature and pricing of
possible future gas sales is uncertain and accordingly, we have based our valuation analysis
on two scenarios for possible future contracts. [n addition, the assumed value of several other
variables is uncertain. These variables, which have a significant impact on the discounted
cash flow analysis, are as follows:

«  gas pricing
« well flow rates

+ capital and operating costs.

{ias pricing

Pricing is generally negotiated for each contract between the parties and is not typically
publicly available due to the commercial sensitivity of these pricing agreements. Accordingly,
a range of possible cutcomes could eventuate in respect of contract arrangements with each
party.

in addition, as a result of various proposed new pipelines and pipeline extensions, the
anticipated decline of the Cooper Basin and the favourable setting for gas fired electricity
generation, there is some uncertainty over the future demand and supply balance.

Accordingly, we have adopted gas prices of $2.50 per GJ, §2.60 per GJ, §2.75 per GJ and
$2.90 per GJ (as at 1 July 2007}
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YVaolwmes and eapital and operating costs

The drilling schedule and flow rate estimates adopted by NSAI project volumes sufficient to
meet all projected contract requirements and reflect an associated capital and operating cost
profile.

However, there is uncertainty over future well production volumes. Accordingly, the capital
and operating cost profile provided for each of the scenarios could support different volume
profiles, or alternatively, the same volumes could be produced from lower operating and
capital costs. [n particular, we note the following:

+ the operating and capital cost projections are based on an average of 1.4 mcfd

*« as set out in Section 4.3.3, QGC has anncunced weekly average production rates of above
{4 mcfd per well, with overall production in excess of 35 TJ per day or approximately 13
PJ per yvear. The best performing well (#60} recorded daily average flow rates of over 4.6
mefd {equivalent to 1.8 PJ a year), four of the wells (#40, # {8, #17 and #9) have average
daily flow rates in excess of 2.0 mefd and at least 50% of the wells have recorded average
daily flow rates greater than 1.0 mefd

+«  NSAIT has based its assumptions on a type curve analysis that allow wells fo dewater to
the peak rate in six months. QGC management have advised that based on its experience
with wells to date, an appropriate assumption in respect to ramp up could be between six
months to a few years. It is difficult to estimate an average, given that some wells can
ramp-up within a month. in addition, most of QGC’s wells are still inclining and a
number have been doing so for between 18 months to approximately three vears

= NSAI assume that once wells reach a peak, they will commence an immediate decline.
€3GC management have advised that based on its experience, a significantly longer
plateau period may be appropriate considering particularly the shmilarity of the
performance of QGC wells to wells in the San Juan basin, which have demonstrated
plateaux’s of up to four yvears

«  NSAI have assumed a decline in two phases: at 20% for two years, then at 10% to 12% to
the economic limit of the well. QGC management have advised that their expectation
would be for wells to decline at approximately 16% per annum post the plateau period.

As discussed above, it appears that the assumptions adopted by NSAI have a level of
conservatism that has, in some instances, been surpassed by QGC’s actual results and
experiences. The realisation and sustainability of higher well flow rates reflects significant
upside potential that has not been incorporated in the Model. This upside could allow
increased sales with reduced requirement for capital and operating costs. We have attempted
to capture this additional upside potential by modelling different volume and cost profiles for
both Scenario 1 and Scenario 2.

Based on discussions with NSAT and QGC management we understand that an increase in
volumes of up to 10% could be reasonably supported by the capital and operating cost profile
provided by NSAI for each scenario. Alternatively, a reduction in costs of up to 10% would
not be unreasonable to produce the scenario volume reguirements.

Accordingly, we have considered the following adjustments to the base volumes and costs in
respect of Scenario 1 and Scenario 2:

«  volumes: +5% and +{0%

« operating and capital costs: +/- 5% and - 10%.

36
Deloitte: Oueensland Gas Company — Independent expert’s report



The enterprise value of QGC derived from the discounted cash flow method is set out in the
table below.

Table 206: Summary - discountad cazh flow method

Scenario 1
Pricing (as at 1-ful-67):

$2.50 per Gil 628 66t 696
$2.60 per Gl 634 672 TOR
$2.75 per Gil B33 68 725
$2.50 per (i 67t O3 742

Volume (asswming gas pricing at $2.60 per Gy

Base volumes 639 672 TOR
Base volume + 3% 663 728 767
Base volome + 10% T46 T84 826

Capital and operating cosi {assuming gas pricing af $2.60 per (11}

Base costs + 3% 612 Bdd 678
Buase costs 639 672 TOR
Buse costs - 3% 666 TG 737
Base costs - 10% £93 T28 T66

Scenario 2
Pricing (us at 1-ful-67):

$2.50 per Gil 819 806 918
$2.60 per Gl 844 888 04}
$2.75 per Gil 871 o2t 876
$2.50 per G 962 9354 (RN

Volume (asswming gas pricing at 32.60 per (11}

Base volumes 840 48R G4}
Base volume + 3% 912 G964 1,621
Base volume -+ 1084 984 1,044 1,142

Capital and operating cost {assuming gas pricing at 32.60 per (11}

Base costs + 3% 803 850 Gl
Buase costs 840 48R G4}
Buse costs - 3% 876 926 G881
Base costs - 10% 412 G964 1,624

Sowrce: Deloitte Corporate Finsnce analysis
Notes:
1. The above rapge of discounted cash flow values have been caleulsled on a mutwally excivsive basis and do not
incorponite any interrelstionships between the various assumptions adopted
The table above indicates a wide range of potential values for QGC, which reflects the early
stage of its development, resulting from uncertainty in relation to several key operating
assumptions, particularly the extent of future sales and well flow rates.

The values for Scenario | range from 3612 million fo $826 million and from $863 million to
$1,102 million for Scenario 2. We have placed more emphasis on the values arising from our
adjustments to operating and capital costs than to the volume adjustments, which effectively

assume increased gas sales.
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Based on the above and our professional judgement, we hiave adopted an enterprise value
range of $700 mitlion to $900 million for QGC. The low end of this range is towards the
middle of the range of values for Scenario | and the upper end is below the middle of the
range of Scenario 2.

2.5 Premivm te discounted cash How valuation

Over the projection period, Scenario I and Scenario 2 projects net cash flows arising from
75% and 104% of the current proven and probable reserves of QGC. in addition, production
of a further 2,380 PJ to 3,438 PJ are assumed in our calculation of value beyond the
projection pericd {from 2026 to 2046} There are a number of other items, however, not
captured by the discounted cash flow valuation, such as:

« well flow rates in excess of the levels modelled, which could significantly reduce QGC's
projected operating and capital costs

« discovery of further resources from existing tenements. QGC management estimate OGIP
in QGC’s tenements of 23,300 PJ, of which QGC’s share is estimated at 18,500 PJ 12

« the ability of QGC to extract further benefits in excess of the projected cash flows through
future strategic options which include initiatives such as the proposed Condamine power
station. Whilst we have modelled gas sales to the Condamine power station, we have not
incorporated any upside relating fo electricity sales

«  (GC's management has a strong frack-record in developing QGC to date, including jts
exploration activities and the commencement of production at Berwyndale South. As a
result, there may be future value attributable to management’s ability to enhance the value
of the existing assets and future strategic directions which have not been captured in the
Model

+« a potential investor in QGC may also be willing fo pay a premivm in excess of the
discounted cash flow value for the strategic value offered by QGC. This strategic value
may relate to the large potential resource base, access fo pipelines and demonstrable
production capability

+« potential upside in respect of revenue not captured in the discounted cash flows model,
including QGC’s put option with Braemar (to sell up to 3.65 PJ per annum for two years)

+« the Gas Market Development Services Agreement with AGL provides QGC with the
right to utilise excess pipeline capacity up to 29 P! over three vears. Given gas pricing in
some of the markets QGC will be able to access pursuant to this agreement, QGC may be
able to contract at levels in excess of the gas prices adopted in the discounted cash flow
valuation

+« possible revenue in respect of sale of water produced when extracting gas.

Having regard 1o the potential impact of these factors, based on our professional judgement,
we have added a premium of 13% to 20% to the discounted cash flow valuation of QGC.

8.2.6 Surplus assets

€IGC does not hold any assets that do not confribute to the projected cash flows included in
the Model.

"2 Calculated based on the Sentient Transaction proceeding
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827 Met deb

€3GC"s unaudited net debt position at 3{ December 2006 was as follows:

Table 21: Net debt

Current interest bearing linbilities HREN 2
Nonm-current inferest bearing habilities 34,061
Cash 25,977
Net deht 4,086

Source: Beloitte Corporate Finance analysis

8.2.8 Significant nterest discount
AGL will acquire up to a 30% interest in QGC pursuant to the Proposal. As a significant
sharcholder, AGL is likely to be able to exert significant influence over QGC

in our view, the discounted cash flow methodology derives a value for a controlling interest.
The owner of a controlling interest has the ability to do many things that the owner of a
minority interest does not. These include:

« control the cash flows of the company includes dividends and capital expenditure
» determine the strategy of the company
« make acquisitions or divest operations

+« control the composition of the board of directors.

Australian studies indicate the premiums required to obtain control of companies range
between 25% and 40% of the portfolio holding values. A minority interest discount is the
inverse of a premium for control {minority interest discount = I-f L1 +vcontrol premivm) [}
and generally ranges between 15% and 30%.

The discount that should be applied to the value of a controlling interest in order to derive the
value of a significant interest is somewhat subjective. We believe the discount to be applied to
these circumstances to be relatively minor, for the following reasons:

«  AGL will acquire up to a 30% interest in QGC pursuant to the Proposal. As a significant
sharehiolder, AGL is likely to be able to exert significant influence over QGC

« it is unlikely that any potential purchaser would be able to extract significant cost
synergies from acquiring QGC

« the lower end of our discounted cash flow valuation, which measures a confrol value, is
broadly supported by the value of a QGC share with reference to recent share trading
(refer section 8.4)

« significant sharcholding blocks in QGC
«  (GC's low net debt position.

On the basis of the above, we have applied a significant interest discount of 10% to our
valuation of QGC.
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8.2.9 Surmmary valuation

o

The value of QGC derived from the discounted cash flow method, incorporating the above
assumptions, is set out in the table below.

Selected enterprise value range 824 $ million THLO OO
Premium to discounted cash How value 823 ¥ 15% 20%
Adjusted enterprise value % mitlion 8050 1,680.0
Surplus assets 824 % million - .
Net debt 827 5 million g1 9.4
Fguity value $ miliion 7959 1,678.9
Fafuation of OGC on a per share basis on a majority k1 149 204}
basis?

Significant nterest discount 828 % i i
Fguity value {significant interest basis) $ miliion 763 9638
Feduetion of GGC on a per share basis on ¢ 5 1.34 180
significant inferest hasis*

Assessed value of 2 QG share on a significant - S oo 335 o 180

inferest basis

Sowrce: Delodtte Corporate Finsnce analysis

Mike:

1. Based on the number of (G0 shares outstanding of 3343 mullion (calculated based on the Sentient Transaction
procesding)
The above value of a QGC share assumes that the Sentient Transaction proceeds. We would
not expect the Sentient Transaction to significantly impact the value of a QGC share, in the
event that it does not proceed.

Value of (GC on o stand alone basis

Our discounted cash flow valuation of QGC assumes that the Proposal with AGL proceeds
and that QGC derives the benefit of the Gas Sale Agreement with AGL, totalling 740 PJ
(including options}. in the absence of the Proposal it is likely that QGC would be able to
obtain additional contracts with other customers {or AGL) to replace the Gas Sales
Agreement, although the timing, price and volumes will be different to the Gas Sales
Agresment.

60

Deloitte: Oueensland Gas Company — Independent expert’s report



(JGC has received a conditional offer for almost half of the AGL volume at a better price than
the Gas Sales Agreement. it is possibie that QGC could over time negotiate a number of
additional contract volumes, on more favourable pricing terms than the Gas Sales Agreement.

As outlined in Section 3.2, given current market conditions which are driving the growth of
€CSG as a fuel source (i.e. the decline of the Cooper Basin, the delays associated with the PNG
project, etc.}, the proven reserves and reserves and rescurce potential of QGC are a strategic
asset. Accordingly, QGC could be more valuable to a diversified energy company without the
existence of significant contracted volumes, as QGC resources can then be used to supply the
purchaser’s own requirements.

©On balance, we would estimate the value of QGC in the absence of the Proposal{i.e.ona
stand alone basis) to be within our range of the value of a QGC share.

8.3 Inmdustry rule of thumb

in addition to our valuation based on the discounted cash flow methodology, we have also
considered an industry rule of thumb, by estimating the value implied by our valuation of
QGC on a $/GJ basis and comparing this to those achieved in other recent comparable
fransactions.

This rule of thumb method has emerged from market transactions, as it can be calculated by
analysis based on limited publicly available information. We consider the $/GJ rule of thumb
provides inconclusive evidence of the value of a C8G company for the reasons set out below:

« the calculation is based on 2P reserves and therefore ignores any potential upside in 3P
resources and/or additional exploration acreage

+« the requirements for 2P certification are quite stringent, typically requiring a contract in
place with a third party in order to demonstrate the commerciality of reserves

+« the rule of thumb assumes the tenements held by the subiect company and those subject to
the comparable transactions are at the same stage of development

s the rule of thumb assumes that the tenements held by the subject company have the same
prospectively as those subject to the comparable transactions being analysed, which is
difficult to establish.

Whilst we consider that the $/GJ rule of thumb provides weak evidence of the fair market
value of a QGC share, we have presented the value of a QGC share, derived from the
discounted cash flow valuation on a $/G1J basis as follows.
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Table 23: QGC value based on $/GJ°

Selected share range (on a significant interest basis} 3 135 FRO
Number of shares miffions 3342 3342
mplicd equity value o Sy 9();7 .........
credef et debt tm 9.1 9.1
Implied enterprise value P T304 978
2P reserves ! Pl 7412 741.2
{mplied $/GJ 3/ .99 1.31

Sowrce: Deloitte Corporate Finsnce analysis

Note:

k. Caleulation based on the Sentient Transaction proceeding,

Our selected significant interest value range for a QGC share of $1.35 to $1.80 derived under
the discounted cash flow method implies the value of QGC on a $/GJ basis in the range of
$0.99 per GJ to $1.31 per G, based on QGC’s 2P reserves of 741.2 PJ {calculation based on
the Sentient Transaction proceeding).

The comparable $/GJ transactions datailed in Appendix 5 range from 0.43 per G 10 6.76 per
GJ. Our valuation of QGC on a $/GJ basis of $0.99 per GJ to $1.31 per GJ is above the
comparable transactions. In our view, this can be attributed to the following:

» (GO has significant 3P reserves and contingent resources, which are not taken into
account by the rule of thumb

»  (GC’s tenements are focated in close proximity to major infrastructure and is therefore
likely to have lower transportation costs relative to some of the comparable transactions

«  (GC appears to have significantly higher well flow rates than those announced by its
competitors, which reduces its operating and capital costs.

8.4 Analysis of recent share trading

in addition to the value range derived under the discounted cash flow methodology, we have
considered recent share market trading activity for QGC shares.

.41 Basis of gssessment

The decision whether to hold or sell QGC shares in the future is an investment decision which
Shareholders will have to make if the Proposal is approved. This report has not been prepared
to assist Shareholders in deciding whether to hold or sell QGC shares through the buyback.

The share market can be expected to provide an objective assessment of the fair market value
of a listed entity where the market is well informed and liquid. Market prices incorporate the
inflaence of all publicly known information relevant to the value of an entity’s shares. It
would be reasonable to assume that the share trading price is an appropriate measure of the
fair market value of QGC’s shares on a significant interest basis for the following reasons:
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QGC’s audited financial statements for the year ended 36 June 2006 were released to the
market or 25 September 2006, providing a recent update regarding QGC’s financial
performance

QGC is followed by a number of equities analysts including ABN Amro Morgans and
Wilson HTM

disclosure statements have been made publicly available in relation to the following
proposed transactions over the past twelve months:

- QGC’s takeover bid in January 2006 for alf the ordinary shares in Sydney Gas {the
transaction did not proceed and was terminated in May 20066)

- QGC’s rencunceable issue in August 2006 of new QGC shares at $0.63 per share
{representing a 18% discount to trading price of $0.77 on the last day before the
announcement of the issue, on 4 August 2006) ona { for 4 basis. The issue was
successfully completed in September, raising $60.3 million

- Santos’ takeover bid in October 2006 for all the ordinary shares in QGC at $1.26 per
share

- the ACCC commenced proceedings in relation to the QGC and Santos bid
immediately after it was announced and released a Statement of [ssues on 26 October
2006. The ACCC has announced that the proposed date for the release of its findings
is 31 January 2007

- QGC and AGL’s Proposal, announced on 8 December 20006

- QGC released a first supplementary Target Statement on 7 December 2006 in relation
to the AGL Proposal and the Santos offer

- QG released a second supplementary Target Statement on 21 December 2006 in
relation to the Santos offer.

€GC has issued the following market announcements in relation to milestone events over
the past twelve months:

- the commencement of first-gas sales to C8 Energy from the Berwyndale South
gasfield in May 2006

- delivery of full contract volumes to C8 Energy by 25 May 2006, two and a half
months ahead of 31 July 2006 deadline

- flow rates 42% above expectations at Berwyndale South wells, announcad in June
2006

- on 28 July 2006, the completion of a funding agreement to secure the financing of the
Condamine power station

- QGC announced a reserve upgrade certified by NSAl on [ December 2006

- announcement of improved flow rates at Berwyndale South gasfield, with a revised
daily average flow rate of 1.4 mefd {11 January 2007}

€3GC has released weekly drilling reports indicating the status of operations on a per well
basis and quarterly reports to Sharehiolders informing on the status of operations.

842 Recent share market trading

We have compared the daily volume weighted average price (VWAP) of QGC shares for the
six months prior to the announcement of the Proposal to the share placement value of the
Proposal (being $1.44 per share) in the figure below.
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Figueg 18: Comparison of sharg trading with Proposal value
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The VWAP of a QGC share was $0.82 in the six months prior to the Santos offer and was
$1.14 in the six months prior to the announcement of the Proposal. The share placement price
pursuant to the Proposal of $1.44 represents a premium of 26% over the VWAP of a QGC
share of $1.14 in the six months prior to the announcement of the Proposal. 1n addition,
during the two month period between the Santos offer and the AGL Proposal, the VWAP of a
€3G share was $1.41.

The values derived from share market trading do not reflect the market value for control ofa
company as they are for portfolio holdings. However, given the current offer by Santos for
QGL, it is possible that the market price of a QGC share contains a control premium.

We consider the recent trading in QGC’s shares provides support for the fair market value for
a QGC share on a significant interest basis derived under the discounted cash flow
methodology.

8.5 Swmmary valuation

in our opinion, the fair market value of a QGC ordinary share, on a significant interest basis is
in the range of $1.35 to $1.80. This represents a value range of $1.49 to $2.00 for a QGC
share on a majority basis.
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9 Evaluation and conclusion

9.1 Introduction

in our assessment as to whether the Proposal is fair and reasonable, we have had regard to
common market practice and to ASIC Policy Statements 74 and Practice Note 43 in relation
to acquisitions agreed by shareholders and independent expert reports.

As the Proposal consists of a number of interrelated transactions and agreements, in
considering whether the Proposal is fair and reasonable we have assessed the fairness and
reasonableness of the Proposal to Shareholders judged in all the circumstances of the
Proposal, that is, based on the anticipated total outcome of the Proposal and not necessarily on
each individual component.

9.2 Assessment of the Proposal

Advantages of the Proposal:
The likely advantages to QGC Shareholders if the Proposal is approved include:

Fatrnesy of the share plecement fo AGL
Parsuant to the Proposal, AGL will pay approximately $292 million for a 27.3% stake in
€GC, through a share placement at $1.44 per share.

We have estimated the fair market value of a QGC share on a significant interest basis to be in
the range of $1.35 1o $1.80. This represents a value range of $1.49 to $2.00 for a QGC share
on a majority basis.

We have also considered recent share market trading activity, to provide additional evidence
of the fair market value of a share in QGC.

Our discounted cash flow valuation of QGC assumes that the Proposal with AGL proceeds
and that QGC derives the benefit of the Gas Sale Agreement with AGL, totalling 740 PJ
(including options}. We consider that the value of QGC in the absence of the Proposal {stand
alone value of QGC) is within the same range, as if is likely that QGC would be able to obtain
additional contracts with other customers {or AGL) to replace the Gas Sales Agreement with
AGL.

A comparison of the share placement price of $1.44 with the value of $1.35 t0 $1.80 {onn a
significant interest basis) indicates that the share placement to AGL is fair.

Long tevem comtraod with AGTE

Parsuant to the Proposal, AGL will enter into a Gas Sale Agreement whereby AGL will
purchase from QGC a total contracted volume of 540 PJ over 20 years. |n addition AGL will
have the option to purchase an additional 200 PJ over 20 years.

Prices and other terms of gas sales contracis are rarely publicly disclosed and normally
subject to confidentiality agreements. 1n addition, prices can vary depending on the flexibility
factors for datly and annual swing volumes. In general, the more flexibility the customer
seeks, the higher the price, while the larger the volume, the lower the price.

Based on our understanding of typical gas contract pricing, the price to be paid by AGL is
within the range of reasonable prices.
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Agcess fo AGE s excess pipeline copacity

Parsuant to the Proposal, AGL and QGC will enter into a Gas Market Development Services
Agreement whereby QGC will have the right to utilise some of AGL’s excess pipeline
capacity up to a total maximum cap of 29 PJ over three years.

Under the agreement, QGC may offer gas to AGL on an annual basis {up to the volume limits
specified in the agreement) for thre¢ years. AGL has first right of refusal to buy that volume
at the offered contract price. If AGL does not accept the offer, QGC may attempt to locate a
customer and AGL will transport the gas at its incremental cost. The incremental cost is
estimated at not more than a marginal tariff cost, which may be significantly less than normal
pipeline charges.

At the conclusion of the three year period it is likely that additional infrastructure will be in
place to enable QGC to access new markets, such as through the proposed Moomba to Ballera
interconnect and the possible backhaul pipeline to Wallumbiila.

Parsuant to the Gas Market Development Services Agreement, QGC is required to pay to
AGL a gas development service fee, equal to an amount of $1.875 million per quarter for 12
guarters {for & total amount of $22.5 million over three years). The impact of the Gas Market
Development Services Agreement has been incorporated in our valuation of QGC.

Relugionship with 4GL

AGL is Australia’s leading integrated energy company. AGL’s refail division is Australia’s
largest retailer of gas, electricity and related services, supplying a customer base of more than
three million customers. AGL’s wholesale electricity and gas division purchases and
generates the electricity and related products sold by AGL’s retail division and contracts with
external parties, mainly generators, with a view to reduce the price risk associated with
refailing electricity to customers.

Management expect that the Proposal will underpin a significant relationship with AGL. Key
elements of the relationship are:

«  AGL will become a major shareholder, holding up to 30% of the issued share capital in
QGC

«  AGL will be entitled to nominate three directors on an expanded QGC Board of nine

+«  AGL will be a major customer, effectively underpinning a proportion of QGC’s earnings

*  (GC will have access to AGL’s excess pipeline capacity for three years, providing QGC
with an opportunity to sell gas into additional markets.

i is possible that the relationship with AGL will provide QGC with additional opportunities
to sell gas to AGL and to leverage AGL’s access to infrastructure on favourable terms.

Our discounted cash flow valuation of QGC assumes that the Proposal with AGL proceeds
and that QGC derives the benefit of the Gas Sale Agreement, totalling 740 P {including
options).

O witf bave an lncregsed sée

€GC's market capitalisation is Hkely to increase significantly as a resuit of Proposal
proceeding.

The increased market capitalisation of QGC may attract greater analyst coverage and could

result in QGC being included in various ASX indices, which may enhance the profile of the
Company. particularly with institutional investors.

As a result of the increased market capitalisation, QGC may have improved access to both
debt and equity funds compared with those currently available, on possibly more attractive
terms.
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Bagharek
As part of the Proposal, QGC will undertake an off-market buyback of up to 12.5% of its

expanded capital at a price of $1.44 per share (at an approximate maximum cost to QGC of
$133 million™).

The buyback provides existing Shareholders with a mechanism to sell part of their
sharehiolding at a price of $1.44, which is in excess of the current market trading price of
G shares.

As Elph Pty Limited and associates, Sentient, ANZIS and Leyshon and Mr Robert Bryan
(QGC Chairman} have confirmed that they do not intend fo participate in the buyback and
AGL has indicated it will only participate to the extent to which it needs to keep its
shareholding at a maximum of 30%, a total of approximately 50% of shareholders will not
participate in the buyback. Accordingly shareholders who participate in the buvback will be
able to seH a significant part (potentially all}, of their sharcholding; depending on the level of
interest in the buyback from other shareholders.

Shareholders who participate in the buyback may be required to pay capital gains or income
tax on disposal of the QG shares. Shareholders should consult their tax advisor in relation
to their personal circumstances.

Divaciars tntend ta vole In fivour of the Praposal, subject fa the recelpt of o
superior offer
QGC’s directors hold or control a relevant interest, in aggregate, of approximately 22% of

€GC’s current issued ordinary shares. The Directors have indicated their intention to vote in
favour of the Proposal, subject to the receipt of a superior offer.

Pisadvantages of the Proposal;
The likely disadvantages to QGC Shareholders if the Proposal s approved include:

My sale mechanivm for Shavehofders

Whilst the buyback provides existing Shareholders with a mechanism to sell part of their
sharetiolding at a price of $1.44, which is in excess of the current QGC share price, it is
limited to 12.5% of the enlarged capital of QGC. Some shareholders may prefer an
opportunity to sell their entire shareholding pursuant to a takeover.

The Propovel Iy Hkely 1o Hmit future offers for QGO

Following the acceptance of the Proposal, while AGL holds a significant stake in QGC, any
prospective purchaser of QGC would need to come fo an agreement with AGL. in addition,
AGL will be party to a number of key agreements with QGC.

i should be recognised, however, that as a result of the directors’ collective current
shareholding of 22% in QGC, it is already difficulf for another party to acquire a controlling
interest in QGC without the agreement of the collective director group.

Thiber matters:

Saniog Takeover ey

On 5 October 2006, Santos announced a takeover bid for all the ordinary shares in QGC, for
consideration of $1.26 per share. The consideration offered by Santos is below the range of
our estimate of the fair market value of a QGC share on a control basis of $1.49 t0 §2.00.

¥ Based on the buvback price of $1.44 and the number of shares, assuming that the Sentient
Transaction proceeds
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Fabpe of o OO share in the wbsence of the Proposal

We note the following in refation to the value of a QGC share in the absence of the Proposal
or if the Proposal is not approved:

« the Santos bid is still current, subject to ACCC approval and may be improved

» it is possible that QGC could seek to negotiate an alternative proposal with another
diversified energy company, however, such an alternative proposal may not be achieved

+ inthe event that the Santos offer lapses, it is likely that the trading value of a QGC share
would reduce.

Presbopm for contral

AGL will acquire up to a 30% interest in QGC pursuant to the Proposal, which reflects a
strategic stake in QGC. As a significant shareholder, AGL is likely to be able to exert some
level of influence over QGC, however, as AGL is not gaining full control, AGL is uniikely to
be paying a conirol premium.

9% Conclusion

Based on the foregoing, we are of the opinion that the Proposal is fair and reasonable.
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Appendix 1: Glossary

Y

2F

ar

ABARE

ARS

ACCC

ACO

AT

AGL

ALSM

Alinta

ANZIB SAM

ANZIS

APC

AFFOwW

ASIC

ASX

ATP

ALIS

Beach Petroleum
Blue Energy

bps

CAPM

CH4

Company, the
Cornell Capital

CPl

CS Energy

CaG

Deloitte Corporate Finance
DDSP

DHESP

Phrectors, the

i
Fastern Star

EBFT

EBFTEXA

EESP

EMREP

fnergy Investments
ELR

FY

Cias Sale Agreoment
GDp

(il

Cias Market Development
Services Agreenent

stern Corporation

Proved reserves

Proved and probable reserves

Proved, probuble and possible reserves

Austrabian Bureau of Agriculture and Resources Eeonomics
The Australian Bureau of Statistics

Auwstrabian Competition and Consumer Commission
Amnual contract guantity

Auwstrabian Capital Territory

AGL Energy Limited

Ausiratian Craduate School of Management

Adinta Limited

ANZ. Investment Bank Specialist Asset Management

ANZ Infrastrocture Services

AL Petronas Consortium

Arrow Energy NE.

Ausiralian Securities and Investments Commission
Australian Stock Exchange Limited

Auwthority to Prospect

Australizn Auditing Standards

Beach petroleum Limited

Blue Energy Pty Limnited

Basis points

Capital asset pricing model

CH4 Gas Limiied

Cueensland Gas Company Pty Limited

Cornell Capital Parmers Offshore LP

Consumer price ndex

CS Energy Limited

Coal-seam gas

Drelottte Corporate Finance Pty Limited

Nomeexecutive director share plan

Deferred Emplovee Share Plan

Phirectors of QGO

fastern Corporation Limited

Fastern Star Gas Limited

Farnings before interest and tax

barnmgs before mterest, tax, depreciation wmd amorlisation
Exempt emplovee share plan

Eguity market risk premivm

Energy Investments Limited

Estinated wimate recovery

Financial vear

Apreement whereby AGL will purchase 340 PJ of pas over 20 vears
Ciross domestic product

Crigajoule

An agreement whereby AGHL 1s lo provide market development
services consisting of righis to utlise some of AGL™s excess pipeline
cuapacity for a term of three vears

Gsp Ciross state product

(iWh Crigawatt-hours

1BISWorld 1BISWorld Pry Lid
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Incitec
fKmn
LN
mefd

Metgasco
Wodel, the

Molopo
Mol)

NEM
NEMMCO
NPAT

NSAL

NSW

OGP

Ornigin Energy
Pangacy

Pl

PlL

PLA

PPL

PNG
Proposal, the

OGO

Santos

Section 640

Sentient

Sentient Transaction, the

Incitec Pivot Limited

Kilometres

Liguefied naforal gas

Million cubic feet per day

Metgasco Limited

Financial model prepared in conjunction with NSAI based on QGCs
existing gas supply contracts, ihe Gas Supply Agreement to be
entered into with AGL purscant to the Proposal and scenarios for
possible future contracts

Molopo Ausiratia b imited

Memorandumn of understanding

The Australian National Electricity Market

The National Electricity Market Management Company Limited
Net profit after tax

Netherlund, Sewell & Associates, Inc

New South Wales

Original-gas-in-place

Crrigin Energy Limited

Pangaca Chl & Cias Pty Limited

Petajoules

Petroleum Lease

Petroleum Lease Application

Pipeline Licence

Papoa New Guinea

Agreement reached between QO C and AGL to form a strategic
relationship

Cueenslund (as Company L.imited

Samtos CSG Pty Limited

Section 640 of the Corporations Act 2(HH

Sentient Execotive GP1 Limited, and its related entities
Agreement between Sentient and QGC to convert Sentient’s legal and
beneficial permit interests into an eguivalent 10% QGO sharcholding

SGA Sentient Gas Australia
Sharcholders Existing holders of QGC shares
SPV Special purpoese vehicle
Sunshine (ras Sunshine Gas Limited
SWOT Strengths, weakinesses, opportunities and threats
Sydney Gas Sydney Gas Limited
Th Terajoule
VWAP Volume weighted avernpe price
WACC Welshted averase cost of capital
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Appendix 3: Discount rate

The discount rate used to equate the future cash flows fo thelr present value reflects the risk
adjusted rate of return demanded by a hypothetical investor. Discount rates are determined
basad on the cost of an entity’s debt and equity weighted by the proportion of debt and equity
used. This is commonly referred to as the weighted average cost of capital (WACC). The
WACC can be derived using the following formula:

The components of the formula are:

K, = cost of equity capital

K, = cost of debt

. = corporate tax rate

Ev = proportion of company funded by equity
b = proportion of company funded by debt

The adjpustment of K; by {1- 1.} reflects the tax deductibility of interest payments on debt
funding. The corporate tax rate has been assumed to be 30%.

Cost of equity capital (,)
The cost of equity, K,. is the rate of return that investors require to make an equity investment
inafirm.

We have used the Capital Asset Pricing Model ({CAPM) to estimate the X, for QGC. CAPM
calculates the minimum rate of return that the company must eamn on the equity-financed
portion of its capital to leave the market price of its shares unchanged. The CAPM is the
most widely accepted and used methodology for determining the cost of equity capital.

Under the “classical” system of double taxation of dividends which existed in Australia until
the introduction of dividend Imputation in 1987 (and which still applies in many countries},
the cost of equity capital under CAPM s determined using the following formula:

The components of the formula are:

K. = required return on equity

Ry = the risk free rate of return

R, = the expected return on the market portfolio

B = beta, the systematic risk of a stock which can be obiectively measured by the

responsiveness of company returns to movements in returns earned on the
market portfolio

o = specific company risk premium

Eachi of the components in the above equation is discussed below.

Bk free vate (Rp
The risk free rate compensates the investor for the time value of money and the expected

inflation rate over the investment period. The frequently adopted proxy for the risk free rate
is the long-term government bond rate.
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in determining R, we have taken the {0O-year Australian Government Bond yield on 21
January 2007 of 5.89%. The {0-year bond rate is a widely used and accepted benchmark for
the risk free rate. This rate represents a nominal rate and thus includes inflation.

Fouwity wearket visk preminm (EMIRP)

The Equity Market Risk Premium (EMRP} (R,, — R} represents the risk associated with
holding a market portfolic of investments, that is, the difference between the expected retum
on holding the market portfolio and the risk free rate. It is the excess retumn above the risk
free rate that investors demand for their increased exposure to risk when investing in equity
securities.

in selecting an appropriate EMRP to include in the estimation of the cost of equity a number
of factors need to be considered:

+« whether to use historical or prospective measures

« the use of arithmetic or geometric averaging for historical data
+ selection of an appropriate benchmark risk free rate

« the impact of franking tax credits

« time periods for use in historical analysis

» exclusion or inclusion of extreme observations.

Historicol and prospective EMREP

in evaluating the EMRP, we have considered both the historically observed and the
prospective EMRP. 'The most appropriate EMRP to use in our analysis is the prospective risk
premium that investors are using to evaluate current investment opportunities. However,
while being theoretically preferable, it is not possible to reliably measure prospective EMRP.

The historically observed EMRP is typically used as a proxy for the prospective EMRP. The
historical EMRP is estimated by comparing the historical returns on equities against the
returns on risk free assets such as Government bonds. The historical EMRP has the benefit of
being capable of estimation from reliable data; however it is possible that historical returns
achieved on stocks were different from those that were expected by investors when making
investment decisions in the past and thus the use of historical market returns to estimate the
EMRP would be inappropriate.

i is also likely that the EMRP is not constant over time. The forward-looking EMRP will be
influenced by several factors such as population demographics, savings rates and the increase
in globalisation of world markets. In particular, relatively pessimistic investors believe that
the days of high EMRPs have passed and that, in the future, the market will perform similarly
to the bond market. However, these views are balanced by optimistic investors who believe
that the returns on shares will continue to outperform the returns on bonds by a similar margin
to the past. 1t does seem likely that equity investors will continue to be rewarded for the
additional risk of their investment and so, in the absence of any conclusive evideace to the
contrary, we have placed most emphiasis on the historically observed risk premium in our
analysis and chicice of EMRP.

We have used the historically observed EMRP as a guideline in determining the appropriate
EMRP to use in this report. In particular, we have considered a recent study undertaken by
the Centre for Research in Finance at the Australian Graduate School of Management
(AGSM) which gives detailed estimates of the EMRP for investors in Australian listed equity,
calculated using data from January 1974 to June 2004.
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Arithemetic or gecmetrie gveruging of histerical refrns

Empirical studies seeking to measure the historical EMRP typically average the results using
either an arithmetic or geometric averaging process. Geometric averaging assumes that
returns are reinvested in later periods and will be less than the arithmetic average if the returns
show some variance between periods.

We consider the arithmetic average equity risk premium to be more appropriate when
discounting future cash flows. The geometric average is more appropriate when reporting
past performance, since it represents the compound average return, but we believe that
investors today would demand a higher premium than that calculated using a geometric
average.

Risk free vate aved In the enalysis of Bissorica returns

Risk free securities of different maturities can be used to measure the historical EMRP. For

example, the AGSM reports the EMRP calculated over both 13 week Goverament notes and
{0 year Government bonds, To match the risk free rate included in the CAPM and discussed

above, we have considered the premium calculated over the return on 16 vear Government
bonds.

Franking fax credits

The return on the market portfolio used in caleulating the EMRP may include a return that
shareholders receive through franking tax credits. The evidence on franking tax credits is
inconcliusive and therefore we have not adjusted the cost of capital for the impact of dividend
imputation. The AGSM estimated that the inclusion of franking fax credits increased the
historically observed EMRP by approximately 75 basis points {bps), based on short-maturity
risk free assets. As we have used the EMRP calculated over longer term securities, we have
assumed the same estimated increase of 73 bps to determine the illustrative EMRP including
franking tax credits.

Fime peviod for obsarvations

in empirical studies seeking to measure the EMRP, it is necessary to select a time period over
which observations are considered. in general a longer time period is preferred as a larger
number of observations are available which narrows the confidence intervals for the observed
EMRP. However, it is possibie that the EMRP does not remain stable over time and therefore
a shorter observation period could be used to incorporate the recent observed risk premium
only.

As noted above, we have used the results calculated using data from January 1974 as this is
the longest period covered in the AGSM survey and data from a shorter period would be less
refiable.
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Extrome ghsorvalions - Octaher T9E7

Some observers consider that the severe market movement in October {987 (and shown in the
graph of the ASX 100 Accumulation Index below) was an extreme observation, which is
uniikely to repeat itself.

Figure 18: ASX 108 Accumudation Index
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Sowres: Bloomberg

A large fall in value, such as in October 1987, will decrease the returns to equity holders and
therefore the EMRP. Accordingly, ignoring this observation tends to increase the historically
observed EMRP* by approximately 1.4% based on the AGSM study.

On balance, we favour the inclusion of October {987 within thie observations as it appears that
this movement merely returned the market to its longer tenm trend.

Sefected EMAEP

The recent study undertaken by the Centre for Research in Finance at the AGSM detailed a
number of estimates for the EMRP. The EMRP calculated using arithmetic averaging of
returns between January 1974 and June 2004, including October 1987, without adjusting for
franking credits was 5.81%. On this basis, we have adopted 6% as the EMRP. This EMRP is
consistent with other studies in developed markets. [n particular, Roger Ibbotson and Peng
Chien, of Ibbotson Associates and the Yale School of Management respectively, estimated the
expected long-term equity risk premium in the US {relative to the long-term government bond
yield} to be about 6% arithmetically and 4% geometrically (Financial Analysis Journal, Vol.
39, No.l, February 2003).
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Beta estimate ()

Deseriprion

The beta coefficient measures the systematic risk of a company in comparison to the market
as a whole. A beta of greater than one indicates greater market related risk than average,
while a beta of less than one indicates less risk than average. The betas of various Australian
industries listed on the ASX are reproduced below.

Figure 19: Betas fo_r various Industries (as at 30 Saptember 2008)
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The differences are related to the business risks associated with the industry. For example,
the above diagram indicates the media industry is riskier than the vtilities industry. The beta
for an asset can be estimated by regressing the returns on any asset against returns on an index
representing the market portfolio, over a reasonable time period.
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Market evidence
in estimating an appropriate beta for QGC we have considered the betas of listed companies
involved in the exploration and production of CSG and oif and gas. These betas, which are

presented below, have been calculated based on weekly returns, over a two year period,
compared to the S&P/ ASX 200 index.

Table 24: Analysis of Betas for listed companies with comparable oparations to QGC as at 28 December 2006

QG 661 450 06 6950 127 1.23

C8G exploration and

production

Eastern Corporation Limited 31 000 - - 143 105
Sydney (as Limited 127 (.04} 38 41.4 1.23 1.23
Sunshine Gus Limited 77 0.00 . 7.8 0.75 0.75
Eastern Star Gas Limited 116 000 . - 1.56 1.30
Meolopo Australia |imited 18 040 28 83.0 1.21 1.21
Energy Investments [ imited 51 617 . - 8.21 £.20
Metpasco Limited 67 (00 - 2.0 1.66 1.06
Arrow Bnergy NE 670 .00 Lo 498.0 093 093
ltigh L.5¢ 1.50
Low 021 0.20
Average’ 1.H) 110
Weighted average’ £02 B2

Okl & gas exploration and

production

Origin Fnerpy Limited 16,441 2309 166 (88
Beach Petrolewn Limited 1,232 0.00 N 7
Santos Limited 8,054 19.75 11y EO
ltigh £71 ETE
Law £.06 (.88
Average £.32 £.20
Weighted average f.158 (.99
Itigh L.71 LTI
Law .21 .20
Total average’ £.17 £.13
Totab weighted sverage’ [.18 .99

Sowres: Bloomberg

Notes:

1. Erebt o valoe rabio equals the value of delt divided by the swm of the valve of equity plus the value of debt
2 Erata sourced for companies invedved in OS50 exploration snd production oaly

3. Averages do not include 000 or Frergy fnvestiments Eimited, which is considered an outlier

We provide the description for each of the above comparables in Appendix 4.
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The observed beta is a function of the underlying risk of the cash flows of the company,
together with the capital structure and tax position of that company. This is described as the
levered beta.

The capital structure and tax position of the entities in the table above may not be the same as
€GC. The levered beta is often adjusted for the effect of the capital structure and tax
position. This adjusted beta is referred 1o as the unlevered beta. The unlevered beta is a
reflection of the underlying risk of the pre-financing cash flows of the entity.

Selected beva (8]
in selecting an appropriate beta for QGC we have considered the following:

+ the selected comparable companies involved in C8G are considered directly comparable
to QGC. The average unlevered beta for these companies is 1.10 (or 1.02 on a weighted
average basis}

= with the exception of Sydney Gas, Molopo Australia Limited (Molopo) and Arrow
Energy NL {Arrow}, the C8G exploration and production companies are still at
exploration stage and have not yet commercialised any gas discovered. Accordingly, the
betas for these companies are impacted by their early stage of development and lack of
production history. These companies can also be tightly held initially and impacted by
thin trading for extended periods which can result in measured betas which appear low
relative to the high level of uncertainty of future returns from exploration companies

+«  (JGC has been producing gas for seven to eight months. Sydney Gas, Molopo and Arrow
are all CSG producing companies, with production histories of 5.8 vears, 2.8 years and 1
year respectively. Therefore, we consider these companies to be most comparable to
QGC. The average beta of these companies is 1.12. We note that the recent volatility of
the share prices of Sydney Gas and Arrow have been impacted by the takeover offer for
Sydney Gas from QGC and the takeover of CH4 Gas Limited by Arrow. This volatility
will have impacted the beta measured

+« the majority of the CSG exploration and production companies have significantly smaller
(or nity 2P reserves than QGC

+«  Molopo is a CSG developer and producer in Queensland and may therefore face similar
opportunities and growth prospects to QGC. Sunshine Gas is also an explorer in
Cueensiand with activities in the Bowen Basin and in the Surat basin

+« Energy Investments is a very thinly traded company which has been listed for 12 vears.
The company is not yet in production and has no 2P certified reserves. On this basis it is
considered an outlier and has been excluded from our calculation of averages in Table 24

+« we note that the companies involved in oil and gas exploration and/or production
undertake a diversified range of resources based activities and therefore face a number of
different opportunities and risks compared to pure C8G players such as QGC

+ the historic beta demonstrated by QGC is measured over a period where QGC made
significant progress in proving up exploration acreage, settled arrangements with Pangaea
with regard to its interest in the Argyle acreage, saw Pangaea replaced by Origin Energy
as joint venture partner in the Argyle acreage, secured key sales contracts and financing
arrangements, presented a takeover offer to Sydney Gas and responded to the Santos
takeover offer. These significant events are likely to have contributed to the volatility in
the QGC share price and resulted in an increased beta measure over the observed period
that is in excess of the volatility that may be expected going forward for QGC.

On the basis of the above we have selected a fevered beta of 1.00 to 1.10 for QGC.
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Soeeilie compawy risk gressium {6}

The specific company risk premium adjusts the cost of equity for company specific factors.
The CAPM assumes, amongst other things, that rational investors seek to hold efficient
portfolios, that is, portfolios that are fully diversified. One of the major conclusions of the
CAPM is that investors do not have regard to specific company risks (often referred to as
unsystematic risk}.

There are several empirical studies that demonstrate that the investment market does not
ignore specific company risks. in particular, studies show that on average, early stage
companies have higher rates of return than mature companies.

Early stage compastics

€QGC is a company that is in an early stage of production and is seeking to expand rapidly.
fnvestors in early stage companies often require higher rates of return than investors in mature
companies. Venture capitalists are a common source of equity capital for early stage
investments. The reason that the discount rate required for an early stage company is different
to that required for a mature company is because the relationship between business risks,
finance risks and the cost of equity changes as a company progresses from an early stage
company to a mature company. The relationship between business risk, finance risk and cost
of equity is illustrated in the following figure.

Figure 20: Business risks, finance risks and cost of agui

Pre-build Low{Zero High High {buat low debt) High
B*iid Peak High 1ilgh
Consolidation Mediam
v é
Sixbilise Low Low Low 13w

Sowrce: Adapled from The Valuation of Businesses, $hares and Other Fauity, 3" edition, W. Lonerzan

Selection of specific company rivk prowsiam

We have selected a specific company risk premium of 1% to 2%.
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in determining this amount we have had regard to the following:

*« uncertainty in respect of resuits of future developments: In order to meet its future
contractual arrangements, QGC will have to implement an extensive drilling programme,
which results, in terms of timeliness, costs and gas flow rates, remain uncertain

+« limited production history: Whilst QGC has been in existence for seven vears, it has only
recently commenced production; having previously been exclusively a gas exploration
company. There is limited performance-related financial information about QGC
available in relation to the gas sales business

+« competition for sales confracts: QGC's future earnings depend upon its ability to secure
and/or renew fong term contracts with customers. As new competitors in the CSG sector
arise, this could prove to be increasingly challenging.

Pividend bmputation

Dividends patd by Australian corporations may be franked, unfranked, or partly franked. A
franked dividend is one that is paid out of company profits which have borne tax at the
company rate, currently 36%. Where the shareholder is an Australian resident individual or
complying superannuation fund, it will generally be entitled to a tax credit {called an
imputation credit} in respect of the tax paid by the company on the profits out of which the
dividend was paid. Ifthe recipient of the dividend is another company, the dividend will give
rise to a credit in that company’s franking account thereby increasing the potential of the
company to pay a franked dividead at a later stage.

Imputation credits represent the prepayment of company tax and when atilised result in the
sharetiolder receiving dividends that are effectively “untaxed™ at the company level.
fmputation credits result in the shareholders receiving a higher tax cashflow than would
otherwise be the case under the classical faxation system.

We have not adjusted the cost of capital or the projected cashflows for the impact of dividend
imputation due to the diverse views as to the value of imputation credits and the approgpriate
method that should be employed to calculate this value. Determining the value of franking
credits requires an understanding of shareliolders’ personal tax profiles to determine the
abitity of shareholders 10 use franking credits to offset personal income. Furthermore, the
observed EMRYP already includes the value that shareholders ascribe to franking credits in the
market as a whole. In our view. the evidence relating to the value that the market ascribes to
imputation credits is inconclusive.
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Conetusion o cost of cqaity
Based on the above factors we arrive at a cost of equity, Ke, as follows:

Tabla 25: K. applied to valuation of QGC

Risk free rate (%) 589 389
EMRP (%2} 600 600
Selected beta FO0 b D
Specific company risk premium (%6} P00 2.0
Cost of equity capital {Ke) (%} 12.89 14.49

Sowrce: Deloitte Corporate Finance analysis

Cost of debt capiial (d)

The cost of debt is the rate of return required by providers of debt financing. In general terms,
it is a function of the default risk that lenders perceive in the borrower. QGC’s current
weighted average cost of debt {calculated as approximately 9%} reflects the current
perception in the market of QGC’s default risk. However, as QGC continues to expand its gas
production, we would expect the default risk perception to decline. Accordingly, we would
expect QGC’s debt-equity mix to move to a similar mix to that of other more mature players
in the market, such as Origin Energy or Santos {being 25% debt and 75% equity on average).

On this basis, for the discount rate calculation we consider it appropriate to use a cost of debt
reflective of QGC’s likely cost of debt in the long term, rather than its current weighted
average cost of debt.

in order to determine an appropriate long term cost of debt for QGC, we have considered the

following:

«  (QGC’s arranges the funding of its activities in accordance to their inherent risks,
therefore, riskier exploration activities are typically funded with equity

«  GC typically funds its development activities with structured debt schemes, via special
purpose vehicles at a fong term estimate of approximately 175 bpts to 225 bpts over the
current Bank Bill Swap rate

+ the latest credit rating for Santos and Origin Energy, issued by Standard & Poor's is
‘BBB+’
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+« market evidence of the yields of corporate bonds issued by Australian corporate entities
that are rated at ‘BBB’ and ‘A’**. The results are presented in Table 26 below.

Table 28: Yields { spreads

1) vears 5.88% T04% T405%

Sowree: Bloomberg and Deloitte Comporde Finance snajysis
b Based onindices caloulated by Blooimberg
2 Rasis points

On the basis of the above, we have selected a cost of debt range for QGC of 7.50% to 8.00%.

Calenbation of WAL
Based on the above, we have assessed the nominal post-tax WACC for QGC to be:

Tabla 27: WACS applied to valuation of QGC

Cost of equity capital 12.85 14.49
Cost of debi capital 7.58 .00
Pebi io enterprise value ratic 25.00 2500
Fux rale 3006 3000
Weighted average cost of capital 14.98 £2.27
Deloitte Corporate Finance selected WACC FLOO 12.06

Sowrce: Deloitte Corporate Finsnce analysis

" Standard & Poor’s defines a “BBRB’ obligation as one that exhibits adequate protection parameters.
However, adverse economic conditions or changing ciroumstance are more likely (o lead 10 a weakened
capacity of the issuer to meet Hs financial commitment on the obligation. An *A” obligation means the
issuer’s capacity 1o meet Bs financial commitments is strong.
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Appendix 4: Comparable entities

The following table provides analysis of companies with comparable activities 1o QGC:

_Table 28: Reserves multiples - market tradin

QG 661 f R 6936 A

C8G exploration and production

Eastern Corporation Limited 31 11 - - -
Svdney Cras Limited 127 11 58 1.4 308
Sunshine Gas Limited 7 4 - 78 4.84
Eastern Star Gus Limited 116 f - - -
Molopo Auvstralia Eimited 18 2f 28 830 .22
Energy Investments Limited 51 12 - -

Metpasco Limited 67 2 - 220 3405
Arrow Energy NE 674 8 1.0 498 .0 £.34
Average 3.50

Oif & gas exploration and production

Ortgin Energy Limited 141,441 45
Beach Petroleum Limited 1,232 35
Santas Limited 8,064 52

Sonree: Bloombers

Notes:

1. Omoalegal interest basis

2. Reserves valustion meltiples are based on enferprise value divided by simed 2P reserves and presented in $/(H
3. Calewdated as al 28 December 2006

We provide the description for each of the above comparables as follows:
Companies invadved b O8O exploration sud production

Fasters Corporation Limited

Eastern Corporation Limited {Eastern Corporation} is an Australia-based energy company.
The principal activities of the company are the exploration and development of coal in
Australia and New Zealand and CSG in the Galilee Basin near Longreach in Queensland.
Eastern Corporation also holds 61% of Galilee Energy Limited, which is exploring for CSG
as well as conventional petroleum. Galilee holds exploration permits near Longreach.

83
Deloitte: Oueensland Gas Company — Independent expert’s report



Spdaey Gy Limirad

Sydney Gas is engaged in CSG exploration, evaluation, development, production and
marketing in the Sydney Basin. As of 30 June 2006, Sydney Gas had 67 producing wells in
the Camden Project area feeding gas directly into the Moomba-Sydney pipeline. Sydney Gas
entered into a joint venture with AGL in which Sydney Gas sold 50% of its production and
exploration interests. The company, in partnership with AGL, is focusing its exploration and
production efforts in the Camden Project area.

Sunshine Gas Lisdied

Sunshine Gas Limited {Sunshine Gas) is an oil and gas exploration and production company.
The company’s principal activity is exploring for, developing and producing conventional gas
and CSG. it has CSG exploration activities underway and planned across an area of greater
than 33,000 square kilometers in central Queensland.

fastern Niar Gy Limited

Eastern Star Gas Limited {Eastern Star) is principally engaged in exploration for oil and gas,
development and production of natural gas and generation of electricity. The primary focus
of the company's exploration and developiment activities is a 9,100 square kilometres licence
area, whichi contains the prospective Bohena Trough area of the Permo-Triassic Gunnedah
Basin, to the west and south of Narrabri, in north-central New South Wales. In October 2006,
the company acquired an additional 32.5% interest in an area which it operates with Hillgrove
Energy Pty Limited, a subsidiary of Hillgrove Resources Limited, which brought Eastern
Star’s total interest to 65%.

Molopo Ausiralis Lismited

Moelopo is a CSG developer and producer in Queensiand. The principal activities of the
company are investment in petroleum exploration, appraisal, development and production,
particularly CSG. Molopo hias an interests in the Clarence Moreton Basin in north-eastern
New South Wales and in the Gloucester Basin, approximately 100 kilometers north of
Newcastle. Molopo’s original growth strategy has been to build a diversified portfolio of
petrofeum assets at the appraisal or advanced exploration stage.

Funerpy Fovestments Limbtad

Energy Investmenis Limited is engaged in the exploration, evaluation and development of
conventional oil and gas and CSG tenements. in 2006, Energy Investments acquired all the
issued shares of Blue Energy Pty Limited {Blue Energy) and its wholly owned subsidiaries.
Blue Energy has interests in joint ventures in the Cooper Eromanga Basins in South Australia
and interests in tenements in Queensland. Energy Investments also undertakes oil and gas
exploration activities in Papua New Guinea.

Meotouseo Limidtod

Metgasco Limited {Metgasco) primarily invests in appraisal and development of C8G and is
engaged in the development of associated energy infrastructure. The company develops
projects to serve the energy needs of the communities in northern New South Wales and
southeastern Queensiand.

Arvow Frergy NL

Arrow is an Australian company engaged in gas exploration and development activities. The
company is focused on CSG exploration and production in the Surat, Clarence-Moreton and
inswich Basins, the Styx Basin and Nagoorin Graben. Arrow has been carrying out
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exploration/appraisal drilling {over 50 wells) and has proven a large CS8G resource. The
company's projects include Kogan North, Tipton West, Moranbah, Daandine, Dundee, Mt
Lindesay, Silverdale and Boyne River. in June 2006 Arrow acquired CH4 Gas Limited
(CH4).

Chit & gas exploration sud production companies

Ohwigein Energy

Origin Energy is engaged in the supply of natural gas, electricity and liquid petroleum gas to
business and residential customers in Australia, New Zealand and the Pacific reglon. It
operates through four business units. The exploration and production business unit holds
significant producing assets, operates onshore processing facilities and holds a portfolio of
onshore and offshore exploration permits. The retall busingss unit is engaged in the sale of
gas, electricity and energy-refated products and services. The generation business unit owns
and operates a portfolio of power plants with a total capacity of more than 3,000 megawatts.
The networks business unit provides a range of services required o operate and manage gas
and water networks and other infrastructure in Australia. The company has #s major
production interests in the Cooper Basin. [ts other onshore production interests are located in
the Surat, Bowen, Otway and Perth basins.

Beack Perralenem Limited

Beach Petroleum Limited {Beach Petroleum} is engaged in oil and gas exploration,
development and production and investinent in the resources industry. The company’s projects
include the Basker-Manta-Gummy off-shore gas project and Tipton West C8G project. Beach
Petrolenm hias exploration activities in the Cooper and Eromanga Basins, Gippsland Basin,
Surat Basin, Otway Basin, Browse Basin, Carnarvon Basin and Canterbury Basin.

Saatos
Santos is an Australian oil and gas exploration and production company with interests and
operations in Australia and also in the United States, Indonesia, Papua New Guinea,

Kyrgyzstan and Egypt. Santos is a gas producer in Australia, supplying gas to all mainiand
Australian states and territories.
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We provide the descriptions for each of the above comparable transactions, as follows:

Fhe Awstralion Gas Light Company Linvdted's gogelsition of Interese In the
Movanbah U8 flold

The Australian Gas Light Company Limited acquired a 50% interest in the Moranbah CSG
field for a total consideration of $93 million. The Moranbah CSG field is located in the
Bowen Basin, approximately 400km south of Townsville and 170km west of Mackay.
Moranbali is the site of several large coal mining proiects owned by BHP Coal and Anglo
Coal.

Areow 'y geguisitton of CH4 Gos Eimlted

Arrow acquired the entire share capital of CH4 in a transaction valued at $145 million. The
offer was 2.13 Arrow shares for every CH4 share plus two Arrow options for every five CH4
shares. The acquisition was subject to a 90% minimum acceptance condition.

Drlpin Enerey v geguisition of tnferest by Avgvle and Lawven O8U projecis

Origin Energy acquired for $70 million the following interests of Pangaea Oil & Gas Pty
Limited in the Argyle and Lauren {S8G projects:

*  40.625% in ATP 02CP, PLs 179, 228 and 229

+  40.625% in pipeline license PPLIOT

*  20375% in ATP 610P

+  31.250% in ATP 648P.

The remainder of these interests are owned and operated by QGC (refer to Section 4.3).
Begel Petrotenmn's oeaisition of inferest fn Thvton Wesy CRG Froject

Beach Petroleum agreed to fund $33 million of Stage 1 of Arrow’s Tipton West CSG Project
upstream development costs for a 40% interestin PL198 and ATP 6838 in the Tipton West
CSG Project, located 25km south of Dalby. The Tipton West pilot was commissioned in
April 2004.

Angta Cagf (Monral Limbted poad MUsef Mowra Trvestonens Pty Limffed acgulisition
of tnteresty in the Mesra CSG flefd

Anglo Coal {Moura} Limited (Anglo Coal) and Mitsui Moura [avestment Pty Limited
(Mitsui) acquired Origin Energy’s interests in the Moura CSG field, consisting oft

+  100% interest in P! 94 and PPL 26 {Dawson Valley pipeline)

*  50% in 564P and ATP 602P.

The transaction was for & total cash consideration of $22 million and was subiect to
Government approval. 'The Moura USG field is located 150 km inland from Mackay and first
began delivering C8G to the Queensland Gas Pipeline in November 1996 for supply to the
Gas Corporation of Queensland Limited.

Suerton ' goguisition of Tipperary Corparatfon
Santos acquired 100% of the equity in Tipperary Corporation and 160% equity in Tipperary
Oil & Gas Australia for a total of $6{2 million. Through the acquisition Santos obtained 75%

interest in the Fairview CSG field, located to the North East of Injune in the Bowen Basin.
Production of C8G from the Fairview field began in February 1997,
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Appendix 6: Sources of information

in preparing this report we have had access to the following principal sources of information:

-

-

-

€GC annaal reports for the years ending 30 June 2000 to 30 June 2006
€QGC guarterly reports
€IGC’s prospectus for the rencunceable pro rata issue of shares in August 2006

Santos CSG Pty Limited, Bidder’s Statement in respect to the takeover offer for QGC,
dated 24 October 2006

QGC Target’s Statement, first Supplementary Target's Statement and second
Supplementary Target's Statement, in relation to the Santos offer, dated 15 November
2006, 7 December 2006 and 21 December 2006 respectively

various ASX announcements and investor presentations released by QGC
Subscription Agreement between QGC and AGL, dated 4 December 2006

(Gas Market Development Services Term Sheet between AGL and QGC, dated 4
December 2006

Gas Sale Agresment between QGC and AGL, dated 4 December 2006
Memorandum of Understanding between QGC and Incitec

other information made available for viewing by QGC through it's on-site dataroom
cash flow data and related information provided by NSAI

NSAT report {refer Appendix 7)

€GC Gas Market Report, prepared by Core Collaborative, dated December 2006

various industry and economic websites and publications, including those sourced from:

- ABARE - The Australian Gas Association
- ABS ~  The Australian Pipeliner
- Core Collaborative - The Department of Mines and

- Energy Networks Association Energy of Queensland

- NEMMCO - The Nation Institute of Ecenomic
and industry Research
- Pipeline Pubtications -

www pipeliner com au

- Society of Petroleum Engineers

- World Petroleum Council

- Queensland Government

publicty available information on comparable companies and comparable transactions
varicus brokers reports in respect of QGC and the CSG and oil and gas industries.

other publicly available information, including information published by/ available from
Bloomberg, IBiSWorld, Economics intelligence Unit, Access Economics, AGSM,
Mergerstat, SDC Platinum.

in addition, we have had discussions with the board and management of QGC in relation to
the above information and to the Company’s strategic direction, current operations and
prospects.
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Appendix 7: NSAT report

89

Deloitte: Oueensland Gas Company — Independent expert’s report



Cunpisey F et ERR LT CIERMLNTTRE

I METHERLAND, SEWELIL G 2RI RS FE TR AR G EANIY B R
: R B ASSOCIATES, INC. kR B GED ;

- it i 3 Sk i

WORLDWIDE PETRDLEUM CONSULTANTS FREMDENY SO0  jnegn | 6Lk o
THGINEERING « SEGLOGY + GEOPHYSIDS « PETRGPHVSICS EH iSerrrRees NI Bt TR TR (PR LTRPLY

Jariuary 18, 2007

Mr. Michaet Herrington
Queensland Gas Company Limited
Level 11, 307 Queen Street
Brisbane QLD 4000

Austraiia

Dear Mr. Herrington:

Urider engagement with Queensland Gas Company Limited {QGCY, and as instructed by Deloitte Corporate
Finarice Piy Limited {Deloitle}, we have been asked to provide information to Deleitte on particular aspects of the
recent proposat for QGC to form a strategic alliance with AGL Energy Limited (AGL). We have conducted various
sensilivity analyses, as of December 31, 2008, of potential gas flowrates, cperating costs, and capital costs that
might ccour under various gas contract scenarics provided by Deloifte for the QGC interest in certain coal seam
gas {CSG) properties located in Authorities to Prospect (ATPs) 610P, 620P, and 648F and the eastern block of
ATP B32F in the Nertheastern Surat Basin of Queensland, Australia. ATP 820F comprises Petroleum Leases
(PLs) 179, 228, and 229 and Petroleum Lease Application {PLA} 1B0. The eastern block of ATP 832P comprises
PL 201 and PLAs 211 and 212. I is our understanding that a PLA is in progress for ATP 810P. ATP 648F does
not currently have any PLs or PLAs. We have considered QGUC's existing gas supply contracts with C8 Energy
Limited (CSE), Braemar Power Project Ply Lid (BPP), Incitec Pivot Limited {IPL}, and Condamine Power Plant
(CPP). We have also considered sensitivity cases based on prospective gas contract scenarios that may occur in
the future for the QGC interest properties, including the fellowing:

1. Existing gas supply contracts plus the gas supply agreement o be entered into with AGL

2. Existing gas supply contracts plus the gas supply agreement to be entered into with AGL plus
scenarios for possible future contracts

The results of our analyses have previously been provided to Deloitte in digital format. Specifically, we have
provided annuat data for gross gas, net gas, gas revenue, Queensiand royalty taxes, net capitat costs, operating
expenses, net revenue, and niumber of wells drilled for severat different contract velume scenarios. We have also
provided this sensitivity analysis for varying peak rates. Projected gas volumes have been adiusted for fuel and
shrinkage. We have been provided with complete technical information for the four ATPs by the staff of QGC,
including gas and water production history, pressure measurements, gas content measurements, wellbore
schematics, drilling and completicn information, well fogs, and economic parameters. We have visited the QGC
offices in Brisbane to conduct techinical discussions with the QGO staff. For the purposes of this report, we did
rot perform any field inspection of the properties, nor did we examine the mechanical operation or condition of the
wells and their retated faciliies. We have not investigated possible environmental Hiability retated fo the
properties. Our estimates are based on QGC conducting future develeopment cperations in the ATPs consistent
with current operations.

DESCRIPTION OF CSG OPERATIONS

As of December 31, 20086, QGC owns a £0.625 percent interest in ATP 810P, a 58.375 percent interest in ATP
620P, a 90.000 percent interest in the eastern block of AT 632, and a 58.750 percent interest in ATP 648P. As
requested, our analyses are based on projected QGO interests of 70.625 percent in ATP 8108, 59.375 percent in
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ATP 820P, 100.000 percent in the eastern block of ATP 832P, and 88.750 percent in ATP 848P. These interests
assume that QGC eobtains the 10.000 percent share that Sentient Gas Australia Pty Ltd hotds in ATPs 610P,
832P, and 6489,

The QGC-operated Berwyndate South Gas Fleld contains a total of 25 development wells that are producing and
selling approximatety 33 million cubic feet (MMCF} of gas per day. Wells drilled in Berwyndale Scuth Gas Field,
located in FL. 201, and pilots in the four ATPs have encountered ceal in the Kogan, Macalister Upper, Macalister
Lower, Nangram, Wambo, lona, and Argyle seam packages from the Juandah {upper} coal measures of the
Walloon subgroup. Based on gas produced from these coals during the early phases of pilot production and on
the desorption and adsorption analysis of coal cores, it appears the cosls are nearly or fully saturated.
Additionally, the Auburn, Bubwer, and Coridaminie Coals from the Taroom {lower} coal measures of the Walloon
subgroup have been tested and produced in some of the areas.

QGO is actively developing pilets in the four ATPs with #ts 2008/2007 drilling program. in the northern portion of
ATP 820P, including PLs 179 and 229, QGC conducted two CSG pilots referred to as the Argyle and Argyle East
C8G pitots. These two pilot projects hiave a totat of 12 drilled wells, 6 of which, at their peak rates, produced gas
at a combined rate of over 3,500 thousand cubic feet {(MCF) per day before the pilot area was shut in to reduce
gas flaring in May 2005. QGC is drilling developmenit wells to the south of these pilots in an area referred to as
Kenya. As of December 31, 2006, 8 of the 15 plannied Kenya wells have been dritled.

The proposed development plan in PLA 180 and PL 228 of ATP 620F includes two pilots and three pressure
monitor wells. Two CSG pilots, referred to as Lauren and Codie, have been conducted in ATP 620P io test the
Juandah and Tarcom coals. The Lauren 2 well tested at a rate of 576 MCF per day from the Juandah coals and
the Lauren 3 well tested 769 MCF per day from the Taroom coals before the wells were shiut in to prevent gas
flaring. The Codie core well was drilled in October 2006 and tested at 500 MCF per day. QGC is developing a 5
spot pilot surrounding the Codie core well. Also, the Kenya tast C8G pilot is located on the western edge of ATP
848PF and has one pilot well testing at 300 MCF per day. QGC is in the process of installing gas sales lines to
these pilots.

The Berwyndale Scuth Gas Field is currently selling gas under the terms of gas centracls with CSE and BPP.
Gas sales commericed in May 2006 under an early sales option in the contract with C8E, which became effective
on July 31, 2008, for up to 4.40 petajoules {PJ) per year over a 10-year peried. The gas confract with BPP is in
effect for a base volume of 4.00 PJ per vear untit September 30, 2016. Two tranchies were recently added fo the
terms of the BPP contract that will increase sales velumes through November 1, 2007. A gas contract with HPL for
ATP B20F is in place, with gas sales scheduled to commernice on October 1, 2007, for 7.40 PJ per year over a 10-
year period.

QGO has other gas contract opporturiities that could substantiaily increase the available gas sales market from all
four ATPs considered in this reporl. QGO has a tentative contract with CPF to sell 5.00 PJ per vear beginning in
2010 and extending through a primary term of 20 years. i is our understanding that there is the opportunity for an
additionial gas supply agreement with AGL that could substantially increase the sales capacity for the QGC
properties. As requested, we considered several sales scenarios: {1) sales from existing gas supply contracts,
{2} sales from existing gas supply contracts plus the gas supply agreement to be entered into with AGL, (3) sales
from existing gas supply coniracts plus the gas supply agreement to be entered into with AGL plus possible
additional gas sales {Scenario 1}, and {4) sales from existing gas supply contracts pius the gas supply agreemen
to be erntered into with AGL plus possible additional gas sales plus possibie further additional gas sales
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{Scenario 2}. We have not given effect to gas that might be scld under the Gas Market Development Services
Agreement, which we understand may be in the order of 29 PJ over a 3-year period beginning in 2008.

EVALUATION METHODOLOGY

Our assessment of polential fulure gas production rates in the four ATPs is dependent on the following data that
were collected by QGC staff:

+ Historical gas and water production
+ Individual well completion information
+ Digital log data, including density logs from wells in the study area

+ Laboratory reports developed from cariister desorption tests and proximate analysis on representative
samptes of the coals

+« Laboratory analysis regarding the organic properties of the coal rank {gas centent measuremerits

expressed on both a dry ash-free gas basis and on an as-received basis, macerals, rank, fixed
carbon volumes, and vitrinite reflectance and thermal maturity)

= Reservoir pressure data from the wells
= Pertinent maps, including surface geclogy, and cultural data

« Economic information to establish the commerciality of QGC operaticns, including interest factors,
taxes, gas prices and marketing, and operating and capitat costs

Our review of the geology included an analysis of the wellbore logs to determine niet coal pay, structural control,
and lateral continuity. We have prepared niet coal isopach and structure maps for alt coals along with overburden
maps to delineate the depth to the coals. Structural mapping illustrates the general features of the coals with
predominant scuthwest dip. Construction of isopach maps using data from QGC and other project areas and
conventicnal wells demonstrates coal continuity for more than 10 kilometers.
For evaluation of CSG production capabilities, we require adequate documentation regarding:

1. Geoclogic tateral continuity of the coal members

2. Pressure data to confirm connectivity of the coals

3. Production data to establish the capability of the coals to produce gas commercially

The CSG velumes in the four ATPs were assessed using a spacing of 0.75 kilometers between wells, or a
drainage area of 0.5625 square kilometers (km®) per well.

We have estimated the volumetric original gas-in-place {OGIP) for each of the existing and future drilling units in
the four ATPs. The OGIP calculation includes consideration of gas content, coal density, coal thickness, drainage
area, and recovery factor, as expressed in the following equations:
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OGIP perwell (MMCF) = 1,380 " GC D" H ™ A7 1,000,000

Recoverable Gas Volumes (MMCF) = OGIP * Recovery Factor

Where:

OGIF = ogriginal gas-in-place
MMCF = million cubic feet
1,358 = constant for conversion

GC = gas content {scfffon) = V| * Pressure / {P| + Pressure}
D = density of coal {g/cc)

H = net thickness of coal (feet)

A = drainage area per well {acres)

Where Langmuir constants V. and P, define the isotherm curve determined by laboratory
adsorption tests.

Based cn these volumetric parameters, we have calcutated the OGIP for wells drilled and potential well locations
in the four ATPs. A 0.75-km® grid system has been built using Landmark Graphics Corporation's Z-MAP Plus
software for each of the Juandah coals and has been populated with structural tops, ground efevations, and net
coal thickness. A density cutoff of 1.75 grams per cubic centimeter {gfcc) is used to define the net pay of the coal.
The bottomhole pressure was estimated at the approximate mid-point of the coal members, based on a regional
pressure gradient of 0.433 psi per foot of overburden. This pressure was integrated with the estimated Langmuir
volume and pressure to determine the gas content for the spacing units. For the Wambo and all Macalister coals,
550 standard cubic feet per ton {scifton} and 700 psi were used, and for the lona and Argvie coals, 800 scifton
and 740 psi were used.

Gas content was adjusted to account for ash and moisture contents of approximately 24.0 and 4.1 percent,
respectively, for the Wambo and all Macalister seams, and 20.0 and 2.6 percent, respectively, for the lona and
Argyte seams. The estimated OGIP is based on these parameters, using an average ceal density of 1.3 gfcc.
Based on high gas production rates from wells in Berwyndale South Gas Field, we have used a recovery factor of
70 percent of OGIP for wells in that area. For other areas, we have used estimated recovery efficiencies per
spacing unit between 80 and 68 percent of OGIF.

The average gas flow profile associated with each well involves a six-month ramp-up peried, ending with the peak
rate of gas production. (Gas production is then projected to decline at 20 percent for two years, and then decline
between 10 and 12 percent to the eceniomic limit of the well. Our average estimated peak gas production rate is
over 300 MCF per day. The recent performarnice of wells in Berwyndale South Gas Field are demonstrating actuat
average peak rates of 1,400 MCF per day per well, indicating upside potential to our estimates. As such, the
peak gas rates in the type curves used in our study are not sufficiently high to account for this recently improved
performarice.

CAPITAL AND OPERATING COSTS

As requested, we have provided estimates of capital costs and operating cests based on scenarios including
existing gas supply contracts, the gas supply agreement to be entered info with AGL, and possibie future
contracts. Development drilling costs are based on recerit actuat drilling costs utilizing the completion techriique
predominantly utllized by QGC. This lechnigue uses pre-perforaled liners and under-reamed wellbores.
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Operating costs are divided into (1) per-well cosis {2} gathering, compression, and transportation costs expressed
in Australian dollars {$AU) per MCF of gas produced, (3) per-barrel costs of $AUD.075 to dispose of water
produced, and {4} fixed cosis asscciated with field operations.

In evaluating the information at cur dispesal concerning this report, we have excluded from our consideration alt
matters as to which the controliing interpretation may be legal or accounting, rather than engineering and
geologic. As in all aspects of oll and gas evaluation, there are unicertainties inherent in the Interpretation of
engineering and geclogic data; therefore, cur conclusions necessarily represent only informed professional
judgment.

The data used in cur estimates were oblained from Queensiand Gas Company Limited, varicus operatoers of
anatogous properties, public data sources, and the nenconfidentiat files of Netherland, Sewell & Associates, inc.
and were accepled as accurate. Suppeorting geologic, field performarice, and work data are on fite in cur office.
We are independent petfroleum engineers, geclogists, geophysicists, and petrophysicists; we do riot own an
interest in these properties and are not employed on a contingent basis.

Very truly yours,

NETHERLAND, SEWELL & ASSOCIATES, INC.

s/ C.H. {Scott) Rees I}, P.E.

By:
C.H. {Scett} Rees I, P.E.
President and Chief Operating Officer
fs{ Dan Paul Smith, P.E. s/ John G. Hattner, P.G.
By: By:
Dan Paui Smith, P.E. Johni G. Hattnier, P.G.
Seriior Vice President Senior Vice President
Date Signed: January 19, 2007 Date Signed: January 19, 2007
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Pigase be advised that the digital document you are viewing is provided by Netherland, Sewell & Associstes inc. (NSAIY a5 a convenience
to our cients. The digital document is intended to be substantively the same as the original signed document maintained by NSAL The
digital document is subject to the parameters, limitations, and conditions stated in the original document. in the event of any differences
petween the digital document and the original document, the original document shall controd and supersede the digital document.




Appendix 8: Qualifications, declarations and
consents

The report hias been prepared at the request of the Directors of QGC and is to accompany the
Explanatory Memorandum to be given to Shareholders in relation to the Proposal.
Accordingly, it has been prepared only for the benefit of the Directors and those persons
entitled to receive the Explanatory Memorandum in their assessment of the Proposal outlined
in the report and should not be used for any other purpose. Further, recipients of this report
should be aware that it has been prepared without faking account of their individual
obiectives, financial situation or needs. Accordingly, each reciplent should consider these
factors before acting on the Proposal.

The report represents solely the expression by Deloitte Corporate Finance of its opinion as to
whether the Proposal is fair and reasonable having regard to the interests of Shareholders.
Deloitte Corporate Finance consents to this report accompanying the Explanatory
Memorandum.

Statements and opinions contained in this report are given in good faith but, in the preparation
of this report, Deloitte Corporate Finance has relied upon the information provided by the
directors and executives of QGC which Deloitte Corporate Finance believes, on reasonable
grounds, to be reliable, complete and not misleading. Deloitte Corporate Finance does not
imply, nor shouid it be construed, that it has carried out any form of audit or verification on
the information and records supplied to us. Drafts of our report were issued to QGC
management for confirmation of factual accuracy.

Furthermore, recognising that Deloitte Corporate Finance may rely on information provided
by (QGC and its officers and/or associates, QGC has agreed to make no claim against Deloitte
Corporate Finance to recover any loss or damage which QGC may suffer as a result of that
refiance and also has agreed to indemnify Deloitte Corporate Finance against any claim
arising out of the assignment to give this report, except where the claim has arisen as a result
of any proven witful misconduct by Deloitte Corporate Finance.

Deloitte Corporate Finance also relies on the independent specialist report prepared by NSAL
Deloitte Corporate Finance has received consent from NSAT for reliance in the preparation of
this report.

To the extent that this report refers to prospective financial information we have considered
the prospective financial information and the basis of the underlving assumptions. The
procedures involved in Deloitte Corporate Finance's consideration of this information
consisted of enguiries of QGC personne! and analytical procedures applied to the financial
data. These procedures and enquiries did not include verification work nor constitute an audit
in accordance with Australian Auditing Standards, nor did they constitute a review in
accordance with AUS 902 applicable to review procedures.

Based on these procedures and enguiries, Deloitte Corporate Finance considers that there are
grounds to believe that the prospective financial information for QGC included in this report
has been prepared on an appropriate basis. In relation to the prospective financial
information, actual results may be different from the prospective financial information of
QG referred to in this report since anticipated events frequently do not occur as expected
and the variation may be material. The achievement of the prospective financial information
is dependent on the outcome of the assumptions. Accordingly, we express no opinion as to
whether the prospective financial information will be achieved.

a3
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Deloitte Corporate Finance holds the appropriate Australian Fimancial Services licence #o
issue this report and 1s owned by the Australian Partnership Deloitte Touche Tohmatsu. The
employees of Deloitte Corporate Finance principally involved 1a the preparation of this report
were Stephen Reid, Director, M App. Fin. Inv,, B E¢, F Fin, CA, Robin Polson, Director,
BComm, Grad. Dip. App. Fin. Inv., Nicole Corn, Associate Director, BBus (B&F), BA. M
App. Fin, Inv, F Fin, Michel Brun, Client Manager, BA, MBA and Tracey Louey, Senior
Analyst, B.Com. CA. Stephen and Robin are both Directors and Nicole is an Associate
Dirgctor of Deloitte Corporate Finance, Hach have many years experigace in the provision of
corporate financial advice, including specific advice on valuations, mergers and acquisitions,
as well as the preparation of expert repotts.

Deloitte Touche Tobmatso is the internal auditor of Santos and auditor of AGL. We do not
believe that these relationships impair our ability o provide an independent assessment of the
Proposal.

Neither Deloitte Corporate Finance, Deloitte T'ouche Tohmatsu, noy any partner or executive
or employee thereof has any financial inferest in the outcome of the proposed fransaction
which could be considered to affect our abshity o render an unbiased opinion in this report.
Deloitte Corporate Finance will receive a fee of $375,000, exclusive of GS' in relation to the
preparation of this report, This Tee is based upon time spent at our normal hourly rates and 18
aot confingent upon the success or otherwise of the Proposal.

Aboue Deboitee

elodte” refurs to the Australian partnesship of Deloitte Towchs Tohmatsn and ils subnduries. Delostle, one of Austraba’s
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Appendix B
VWAP Transaction Codes

Bafinition of ASX wleme weighted everage price (VWAP) celeulation

WIRAR = 2 Trade Value / L Trade \otume
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Description
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Appendix D
Calculation of purchase price under the CSA

fe)

o}

Calouiation of purchase prive of Sentient Sale Azsels
[

Santient Sale Asseis s calouiaied in accordance with the ollowing formuia:

o

Under the teans of e CEA whils HUCT ATENGRMBNES &M@ 1 iorce, 1he pUrchase price for the

EVx ECx t/9

Wheres:

EV i the

e Value fas defined beld

EC iz the percertage econarmic contribution which the interests haid by QGC in respect of the
Tanmmerds and Unitsed Arezs Bimes Assets makes to 00 s Erterorise Value.

I efiect the Sertient Group is o be paid 01 cash. Shares or a combination of both, an amount equal 1o

cne-riih of e prepcrtion of OGC's Enterprize Value which s represermied by QGECs haldings in the
pewoleun terares and associalad infrastrocture relating to the Unitised Areas and in such assels oulside

the Uritised Araas inowhich both QG0 o its subsiciares and any of the Santiant

Croup have an interest

i joint veniure, inckiding witho dtationr the CT1 Plant and Expot Pineling,

The Erterprise Vake s than mstipd

oy the propcriion jexpressed as a percertage) of thatl value

rgpreseniad Dy tha vaile of the Mirar Assets and whare the Unitisation Arrangements are still in Toroe

5

this vaiie is calotdaied o the basis that QGO hnids s setralaurmn lenures relating o the

-

Unigized Areas in proportian 1

it give

t Saln Assots,

the purchase price of the Sents

ations of the reevant values are made as at the date the Bentiont Groue gives notice axercisng

For examnie, i the Enterprize Value of QGO at that date of exercise of the Put Oction s $900 million and

tha propartion o that value represerted by the Miror Assets is 0%, then the purchase crice cayatle by

a, B9C million.

QGG for e Sentien: Sale Assets would De one-ninth of 8810 milliar,

Befinition of Enterprise Value if OG0 not owned as to more than 45% by one enrtity and/or ts
refmted bodiss corporgte

[ &t the date the Put OpBon is exercised 00 5 0ot owned as 1o more than 45% by one entity ands

o its reinted Dodies corporate then the Enterprise Valueg is the value of OGS calouiated as the sum of

the fofowing:
B G0 market capitalisation,;
o any dept n GGC;

ther agoregaie ssue price of any oreference shares on issue iy G0,

a4 the sgoregate of the difference hetwean the exercise price of each “in the money™ share oction and

ther share price for Shares; and

&4 the markat vaile attsbaiable to the ecuity component of any hyizid securities issued Dy QGC,
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SOHTE VErEIe fa

ioss any cash and cash ecuivaienl assets SG0 may hold,

Diefindtion of Enterprise Value if OG0 owned as to more than 45% by one entity or its refated
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orCOLCTon B CooIming O i relat

o0 1o which there s a development prograen at the date the notice

exarcising e Put Option & givan,

fization Arrangemerds are in force, any determination as 1o the value of those 17 and 2P

serves will e based on OG0 Uinitised Fercentages and not the legal zid benetficial interests of QGO

0 the rmlevant tenures,
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B I
ds Erterprizse Value snd the value of the 17 and 2P Reserves in Q50 petmizum lenures is 10 e made
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Flrtharmore, @ the case of ATF 8480 and ATP §1CF, i for ether of those petmisum 1enures, at the time
the Put Dot

2 value of 1hat tenure wil

I s exercised, e is ne approved develcpment progaam, hen
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rather than the legel or Denefivial nteraats of the wlevant Sentiant compary i the relevant terure o

Forthe pirposes of determining the percertage contribution of the Mirror Assets t0 GCS Enternprise

Value as weak value of OGS gas meerves, the value of SGCs intarests in ATR 810R ATR 620P

ard ATE G and e gas reserves 1 ihose tenwres, wifl be deemed 10 be confined 1o the Shallows and

a0 valie wiE be ascribed to the Deeps of these tenures,
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P Takeovers MEDIA
il Panel RELEASE

No: 121/2006

Tuesday, 19 December 2006

Queensland Gas Company Limited - Panel Decision

The Takeovers Panel (Panel) advises that it has considered the application
(Application) from Santos CSG Pty Lid (Santos) in relation to its off-market
takeover offer for Queensiand Gas Company Limited (QGC and Offer}. Having
regard to the further disclosures agreed to be provided by QGC in a second
supplementary target’s statement, the recent announcements by QGC about the
proposed transaction with AGL Energy Ltd (AGL Proposal} and the proposed
transaction with Sentient Gas {Sentient Proposal) (collectively the Proposals) the
further information to be provided in the notice of meeting and explanatory
memorandum for those Proposals and submissions from QGC and Santos, the Panel
has decided not to make a declaration of unacceptable circumstances in relation to
the Application.

QGC has agreed to provide a supplementary target’s statement to address a number
of issues raised by the Panel which were the subject of the Application and which
also addresses a number of issues raised by Santos. The Panel has also considered
the recent announcements by QGC in relation to the AGL Proposal® and the Sentient
Proposal 2

The Panel considered that the Application must be considered in light of the recent
announcement of the Proposals, which are subject to the approval of QGC
shareholders. QGC announced that it will send the notice of the meeting and
explanatory memorandum to QGC shareholders in January 2007. QGC has also
advised the Panel that it has appointed Deloitte Corporate Finance Pty Ltd {(Deloitte)
to prepare an independent expert's report® to accompany the notice and explanatory
memorandum, advising whether, in Deloitte’s opinion, the AGL Proposal is fair and
reasonable to QGC shareholders. QGC has advised the Panel that Deloitte will
assess the value of QGC shares on a stand alone basis for the purpose of its report.

The Panel considered that QGC's directors will have an obligation to provide proper
disclosure about the AGL Proposal and Sentient Proposal and the basis of their
recommendations for those Proposals in the notice of meeting and explanatory
memorandum for those Proposals.

' As deseribed in QGC's Media Release dated G5/12/06 and QGC’s first supplementary tarpet’s statement dated
07/12406.

2 Sentient Gas is constituted by a number of entities which are part of the Sentient Global Resources Funds
which are managed by the Sentient Group, an independent private equity investment firm specialising in the
global resources industry htip://www.thesentientgroup.com/index.himl .

" The report is for the purposes of ftem 7 of section 611,




The Panel also considered that if Deloitte’s report is prepared on this basis, QGC
shareholders should have sufficient information to be able to assess:

{(a) the value of QGC shares on a stand alone basis; and
(b} the relative merits and demerits of Santos’ Offer and the AGL Proposal;

and information to assist them to assess the Sentient Proposal.

The information package that QGC shareholders will receive for the AGL and
Sentient Proposals will assist QGC shareholders to decide whether or not they
should accept the Santos Offer. Accordingly, the Panel did not consider that QGC
shareholders would be materially assisted by receiving further information in the
form of another supplementary target's statement explaining only the basis of QGC's
directors' recommendation in relation to the Santos Offer. This is fundamentaily
because:

{(a) further information will be provided in mid-late January 2007 in the
forthcoming notice of meeting and explanatory memorandum (including
the Deloitte independent expert's report) in relation to the AGL Proposai ;

(by the closing date for Santos' Offer has been extended to 31 january 2007;

(¢} the meeting to consider the AGL Proposal is not due to be held until
February 2007; and

(@)  QGC shareholders who choose to trade in the current market know that
they are trading in a period prior to significant information releases in
relation to proposals that may change the value of their shares materially.

The Panel advised both Santos and QGC in relation to each of the issues set out
below that if the explanatory memorandum and the Deloitte expert's report are not
adequate or there is a material deficiency of information following the January
releases of information, it would be open for Santos or any other person to make a
further application to the Panel.

Background

Santos submitted that QGC's target statement in relation to the Offer (QGC's
Target’s Statement), contained a number of deficiencies. Santos submitted, amongst
other things, that QGC’s Target’s Statement:

1.  does not provide sufficient information to support the recommendation of
QGC's directors that QGC shareholders should reject the Offer;

2. does not contain a technical expert’s report issued in November 2006,
commissioned by QGC, in relation to QGC’s reserves position (Technical
Expert’s Report); and

3. contains other misieading and deceptive statements.

QGC made an announcement to Australian Stock Exchange Limited (ASX) on 5
December 2006 (ASX Announcement) and issued a first supplementary target’s
statement dated 7 December 2006 (First Supplementary Target’s Statement) in
relation to the AGL Proposal and Sentient Proposal. The ASX Announcement and
First Supplementary Target’s Statement states that the AGL Proposal and Sentient
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Proposal are subject to QGC shareholder approval at an extraordinary general
meeting (EGM) expected to be held in February 2007. QGC states that it will
commission an independent expert to confirm that the AGL Proposal is fair and
reasonable for QGC shareholders.

QGC states in the First Supplementary Target's Statement that it expects that QGC
shareholders will receive a notice of the EGM, explanatory memorandum and
independent expert’s report (EGM Documentation) in early january 2007. QGC
later advised the Panel that it expected the EGM Documentation to be despatched in
mid to late January 2007.

Decision

Basis for QGC's directors” recommendation

The Panel considered that QGC's directors will have an obligation to provide proper
disclosure about the AGL Proposal and Sentient Proposal and the basis of their
recommendations for those Proposals in the EGM Documentation. The IPanel also
considered that if Deloitte prepares its report in accordance with:

1. policy guidance issued by the Australian Securities and Investments
Commission (that is, policy statements 74 and 75 and practice notes 42 and 43};
and

2. Deloitte’s terms of engagement, Deloitte will provide an assessment of the
value of QGC s shares on a stand alone basis,

then QGC s shareholders should have sufficient information to be able to assess:

1.  the value of QGC shares on a stand alone basis; and
2. the relative merits and demerits of Santos” Offer and the AGL Proposal.

The above factors will assist QGC shareholders to decide whether or net they should
accept the Offer.

Accordingly, on the basis of the further information to be provided to QGC
shareholders in the EGM Documentation, the Panel did not consider that QGC
shareholders would be materially assisted by receiving further information in the
form of another supplementary target’s statement explaining only the basis of QGC's
directors’ recommendation in relation to the Offer.

Disclosure of Technical Expert's Report

The Panel considered that as Deloitte will assess the value of QGC shares on a stand
alone basis, it will need to take into account all relevant underlying data about
QGC’s operations, including its reserves position. The Panel expects that in order to
properly conduct the valuation, Deloitte will need to have regard to the Technical
Expert’s Report and any other similar technical expert reports, and form a view as to
the reliability of those reports. The Panel considers that it is a matter for Deloitte to
decide the nature and character of the technical expert information which it will
address in its independent expert report. It is not appropriate for the Panel to pre-
empt the independent expert’s decision in this respect.
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Accordingly, the Panel did not consider that QGC shareholders would be materially
assisted by QGC releasing the Technical Expert’s Report before the EGM
Documentation is despatched to QGC shareholders.

Other Disclosure Issues

Santos submitted a list of other disclosures in QGC's Target's Statement which Santos
submitted were inadequate or misleading. The Panel considered that the further
supplementary target’s statement agreed to be issued by QGC was adequate to
address any concerns that the Panel had in relation to those other disclosure issues
raised in the Application.

The Panei considered that QGC should disclose more information about the Sentient
Proposal, in particular, a more complete summary of the commercial and financial
terms of the Sentient Proposal, the extent to which the Sentient Proposal is
interdependent with the AGL Proposal and what part or parts of the Sentient
Proposal will be placed before the QGC shareholders for their decision. The Panel
considered that this disclosure could be given to QGC shareholders in the EGM
Documentation.

On the basis of the further disclosures agreed to be provided by QGC in a second
supplementary target’s statement, the recent announcements by QGC about the AGL
Proposal and Sentient Proposal and the further information to be provided in the
EGM Documentation, and the submissions from QGC and Santos, the Panel has
decided not to make a declaration of unacceptable circumstances in relation to the
Application. The Panel did not consider it to be against the public interest to decline
to make a declaration of unacceptable circumstances.

The sitting Panel which considered the application is Meredith Hellicar, Norman
O'Bryan SC (sitting President} and Simon Withers.

The Panel will publish its reasons for the decision on its website when they are given
to parties.

Nigel Morris

Director, Takeovers Panel
Level 47, 80 Collins Street
Melbourne, VIC 3000

Ph: <61 3 9455 3501

nicel.morris@takecvers.eov.ay
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QUEENSLAND GAS COMPANY LIMITED
Level 11,307 Gueen Street, Brisbane QLD 4000
GPO Box 3107, Brishane QLD 4001
Tel: 07 3004 1600 Fax: 07 3012 8411
Website: www.goccoms
Email: gec

ASX ANNOUNCEMENT

Second Supplementary Target’s Statement

This 1s a supplementary target’s statentent {“Supplementary Statement”) issued by Queensland Gas Company Limited (*QGC" ) under
section 644 of the Corporations Act 2007 (Cth). h is the second Supplententary Statement issued by QG 1n relatton to an off-
market takeover offer for QG Shares by Santos CSG Py Lid, a wholly owned subsidiary of Samtos Linnted.

This Supplementary Sialement supplements and is to be read together with the Target™s Statement ssued by QGC on

15 Movember 20006 and the first supplementary target’s statement ssued on 7 December 2006, Words defined 10 the Target's
Statemnent have the same meaning i the Supplementary Statement unless the context requires otherwise. This Supplementary
Statement prevails 1o the extent of any inconststency with the Target's Statement,

A copy of this Supplementary Statement has been lodged with ASIC. Neither ASIC nor any of its officers takes any responsibility
for the contents of the Supplementary Statement.

21 December 2006

Dear Sharchoider
TAKEOQVER UPPDATE: YOUR PIRECTORS RECOMMENDATION STANDS — REJE(F THE
SANTOS TAKEOVER OFFER

You will have received QGC's Target's Statement dated 13 November 2006 and first supplementary target
statement dated 7 December 2006 containing important information, including vour Directors’
recommendation to REJECT the Santos Takeover Offer.

Santos has recently released a second supplementary Bidder's Statement containing addifional mformation:

I About the ACCC enquanies 1 relation o the competition effects of Santos™ acquusition of QGC;,
2. Extending the closing date of the offer period antil 31 January 2607, and
3. Noting that Sanfos ‘reserves 14s posifion’ in relation o a number of the conditions of the Santos offer

which have become moapable of being satisfied,

Sharcholders will have noticed that Santos has asserted m 1ts first supplementary Bidder's Statement that
there are a number of “fundamental flaws™ in QOC’s Target's Statement.  You may also have noticed that
Santos has recently made an application to the Takeovers Panel in respect of the Target’s Statement.

Annexed to this document is further information that QGC has either voluntarily agreed to provide as a
result of ongoing negotiations with Santos or, has agreed to provide at the reguest of the Takeovers Panel
and in response to matters raised by the Takeovers Panel with respect to the disclosures made in the Target’s
Satement. QGC s agreement to make these further disclosures forms part of the basis for the Takeovers
Panel decision to decline Santos” application for a declaration of unacceptable circumstances.  Although
QG rejects the Santos eriticisms set out in the paragraph above, QGC has agreed 1o take this conciliatory
step and provide this further information, A prompt resolution s clearly in the nterests of Sharcholders as
proloaged negotiations will only cause QG officers and employees o be diverfed from their evervday tasks
it running QGO and cause QUGC o mour further legat fees.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: (07} 3004 1000
Facsimite: (G7) 3012 8411

Website, WWW.GQC. COM.aut




Your Dircctors continue fo bebieve that the Santos Offer does not adeguately compensale QGC
Sharcholders. On this basis, the QGC Direclors continue (o recommend (hal you REJECT (he Santos
Takeover Ofler.

If vou have any quesiions, please call the QGC Sharcholder Iaformation Line on 1800 643 134 (within
Austrakiz) or +61 2 8307 2433 (outside Austrabia) Monday to Friday between 8.00 am and 6.04 pm
Queensland time, or visil our website al www.gge.com.ag,

Robert Bryan
Chairman
Queenstand Gas Company Limited

For further infermation contact:

Mr Richard Coltee

Managing Director

Queensiand Gas Company Limited
Telephone: {07 3004 1000 .
Facsimile: (07} 3012 8411 e S
Website: WWw.gge.com. au Page 2 of 11




SECOND SUPPLEMENTARY TARGET’S STATEMENT

Queensland Gas Company Limited

Share Price Graph

The Target’s Statement contains a graph on page 7 that represents QGC’s Share price growth from | January
2084 to 9 November 2006, In its decision o decline to make a declaration of unacceptable circumstances as
requesied by Santos, the Takeovers Panel requested that the Supplemeniary Statement inchude a line graph
showmng the movement i the prige of QGC Shares at more regular mtervals, The Takeovers Panel further
requested that QGC update the graph to include the most current Share price information. The amended
graph 1s shown below.

It is aiso aoted that the Share price graph as it appeared in the Target's Statement showed an arrowhead on
the top right hand end of the "CAGR’™ line. The Takeovers Panel has also requested that QGC make some
clarifving statements with respect to the arrowhead, Accordingly, QGC notes that QGC Shareholders may
have interpreted the arrow as indicating that QGC s Share price would continue to increase at the same rate
as 1t has n the past. Your Directors are not m a position to forecast QG s Share price in the future, The
fisture price of QGC Shares 1s dependent not only on QGC's performance but also on factors outside QGC's
coatrod incliling general economic and share market conditions,

o #
o g _g.né" T i g

1 CEGHR b5 the comnpsrend ansend growdh rads of GECs Share ndcsdrem § Banpery 2004 40 19 Desember 2005,

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000
Facsimife: (07} 3012 8411

Waebsite: WWW.Qge.com.ay Page 3 of 11




Reserves graph

This graph was represented on page 5 of the Target’s Statement with an arrowhead appearing on the top
right hand end of the "CAGR’ line, QGC Sharcholders may have interpreted the arrow as indicating that
QGC’s Reserves would continue o increase at the same rate as it has i the past. Although your Directors
have an opinion on QGC's Iikely Reserves posifion in the future, they camot guarantee QGC's Reserves
growth.
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Economic certification for QGC Reserves upgrade

When referning to the Reserves upgrade certified in the NSAI November Report, the Target’s Statement
says:

NSAL 15 cumgentdy conducting an economic analysts 1o confirm that these Reserves volumes can be
commercially produced under the terms of existing gas agreemenis and current cost parameters. Relevanily,
NSAL has stated that 1t expects, based on its economic apalysis as of February 2006, that the Reserves
estimated in the NSAL November Report will hikely be commercial. (inside the front cover of the Target's
Staterment under the heading "NSAL November Report’)

The results of the NSAI November Report were meorporated info the Target’s Statement, NSAI has now
provided, in a report dated 29 November 2006 (NSA! Ecoaomic Report’), economic certification for
QGC s Reserves upgrade which was confirmed by NSAIL 1 the NSAI November Report,

The NSAI Econom:ic Report certifies the commerciality of QGC's 64% volumetric increase 10 Proved and
Probable (2P) coal seam gas Reserves fo 695 P

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000
Facsimife: (07} 3012 8411

Waebsite: WWW.Qge.com.ay Page 4 of 11

.,




NSAI wrate in the NSAI Economic Report that:
[n our report dated November 7, 2006, we set forth our estimates of the proved, probable and possible
reserves, as of Oetober 31, 2006, (o the Queensland Gas Company Limited (QGC) interest in certain coal
seam gas properties located in Authorities to Prospect (ATPs) 610P, 6201, 632P, and 648P In the Northeastern
Surat Basin of Queensland Australia.
As stated in that report, because of time constraints, we did not conduct an economic assessment of the
reserves at that time. In gecordance with vour request, we have now completed our economic analysis and
have determined that there are no material changes in the reserves shown in our November 7 report. We have
concluded these reserves can be commercially produced under terms of existing gas contracts and current cost
parameters.

The NSAI certification is a two-stage evaluation, the second stage of which could not be completed before

QG was required to redease its Target's Statement in response to the Santos Offer.

Based on the resuits of QGC's first six weeks of drilling in the Growth Acceleration Strategy, NSAI

determined major volumetric and coonomic mcreases in Reserves on all the key measures:

« 1P {Proved) reserves increased 55%, from 142 PJ to 228 PI;
« 2P {Proved and Probable} reserves increased 64%, from 423 PJ to 695 PJ;
» 3P {Proved, Probable and Possible) reserves increased 4%, from 2,464 Pl to 2,556 P,

*  Economic Ultimate Recovery (EUR) rate upgraded from 58% to 70% for QGC s oaly cusrent producing
area, the Berwyndale South Gasfield (PL261).

The NSAI Economic Report formally confirms the commerciality of QGC s recently upgraded Reserves as
announced on 8 November 2006 and set out in the Target’s Statement.

Tenement Areas

The second bullet point on page 6 of the Target’s Statement states that “QGC has yet o drill fo certification
standards more than 86% of its tenement areas, which it considers to have CSG potential’.
I order to describe with more accuracy the extent of QGC’s tenements which QGC believes are prospective

and to assist Shareholders to understand the areas to which QGC is referring, QGC has indicated in the map
below:

+ the tenement areas that QGC considers to have CS8G potential and, within that area:
¢ the tenement areas drilled to certification standards; and
¢ the tenement areas not drilled to certification standards

+ the areas that QGC considers does not presently have CSG potential {but may have conventional oil and
gas potential}.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000 b
Facsimife: (07} 3012 8411 s
Waebsite: WWW.Qge.com.ay Page 5 of 1
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Growth Acceleration Strategy

The fifth butlet poiat on page 6 of the Target’s Statement states that “QGC expects to exceed the 1,000 PJ
target for 2P Reserves by August 2007, Sharcholders shouid consider this statement in light of QGC's
proposed (Growth Acceleration Strategy mitiafives as set out n section 3 of the Target’s Statement and the
risks set out in the Annexure to this Supplementary Statement. Although yowr Directors have an opinion on
QGC’s likely Reserves position in the future, they cannot guarantee QGC s Reserves growth,

Unsuccessfully Expiored Areas
The second bullet point on page 10 of the Target's Statement says:

Superior exploration success is evidenced by QG having recently found significant Reserves in arcas which
had previously been unsuccessfully explored.

This reference relates to QGC tenements that bhad been unsuccessiuily explored by QGC's former
management team {not by other gas exploration companies),

For turther information contact

Mr Richard Cotfee

Managing Director
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Finding Costs
The fifil bustiet point on page 10 of the Target's Statement savs:

QG s average cost of finding gas s approximately 3¢/GJ which “QGC believes to be lower than many other
industry participants’.

The part of the statement that is directly quoted above is an opinion of the QGC Directors, Because there is
msufficient publicly available data to verify the statement, QGC withdraws s statement and asks
Sharcholders to give i no weight in considering the Santos Takeover Offer.

Forward-looking statemenis

On the mside of the front cover of the Target’s Statement, QGC explains the nature of the vanious forward-
looking statements contained ia the Target's Statement. Your Directors remain of the view that they have
reasonabie grounds to make the forward-iooking statements they have made in the Target's Statement.

QGC would like to clarify the nature of the forward-looking statements referred to above by replacing the
statement referred to above with the followmg paragraph:

This Target's Statement contains certain forward-looking statements which have not been based solely on
historical facts, but are rather based on current expectations about future ovents and resulis, These forward
looking statements are subject 1o inherent risks and uncertaintics. Such risks and uncerlaintics inchade factors
and risks specific (o the industries in which QG operates as well as general economic conditions, prevailing
exchange rates and iterest rates, conditions 1n the financial markets, government policies and regulation,
competitive pressures and changes n technology.  Actual events or results may differ matenially from the
expectations expressed or implied in such forward-lJooking stalements.  Neither QGC, nor its directors,
officers, amy person named in this Target's Statement or involved in the preparation of this Targel's Statement,
makes any Tepresentation of warranty {express or imphied) as to the accuracy or Hkelihood of fulfillment of
sy forward looking statement, or any events or resul(s expressed or implied in any forward looking statement,
exeept 1o the extent required by law.

Annualised gas sales revenue
The Iast sentence in the second last paragraph on page 6 of the Target’s Statement says.
QGC’s annualised gas sales revenue will be approximately 328-30 million once deliveries have commenced
on all existing contacts,
QGC has not provided a forecast of the profitability of its gas sales contracts because your Directors believe
that they do not have sufficient information to do so. QGC is currently in transition from being an
exploration company to 4 gas production company, Iis original production facilify at Berwyndale South has
only been i production for 6 months. Geven that QGC is 1n this early stage of data gathering, your Directors
believe it is mappropriate to quantify costs at this pomnt. Production costs are depeadent upon a namber of
factors, including the mumber of wells that aeed o be drilled fo supply the contracted volumes (i the fewer
wells that need to be drilied to get the gas necessary o supply the contracted volumes, the lower the
production costs and the higher the profitability of the contzacts). Given that QGC's fHlow rates are still
increasing (and have shown no signs of peaking), QGC cannot reasonably estimate how many wells wil be
requared Tor QGC to be 1n a position fo supply the contracted volumes.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000 S,
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Mr Crommelin — ABN AMRO Morgans Corporate Limited

One of the directors, Mr Timothy Crommelin, is the Chairman of ABN AMRO Morgans Limited
CAAMLTY A subsidiary of AAML, ABN AMRO Morgans Corporate Limited, will receive fees as an
adviser fo QG in respect of the Santos Offer, The quantum or payment of those fees is not dependent on
the success {or Tatlure) of the Santos Offer, however Sharelwlders shouid note Mr Crommelin's interest.

Important risks

QGC Shareholders have previously been advised of relevant nisks, The Bidder's Statement (section 2.4 and
2.3 on pages 6 and 7) contains a discussion of risks associated with QGC’s business.

The Target's Statement {section 7.3, page 49) referred shareholders to relevant additional information,
inchzding the recent QG Rights Issue Prospectus which containg {secfion 3,10, pages 28-30) a discussion of
the principal risks associated with an investment 1 QGC. A hist of the relevant risks to be considered by
Shareholders, which inciude those set out in section 3.10 of the QGUC Rights Issue Prospectus, is produced in
Annexure A to this document.

Taxation consequences

The Target’s Statement made the point that vou may incur a significant tax hability if you accept the Santos
Takeover Offer. You should be aware that you may also mowr a sigaificant tax liabilify 1if you sell your
QGC Share for cash at some other time in the future,

Directors’ authorisation

This Supplementary Target’s Statement has been approved by a resolufion passed by the QGC Board.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000
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Annexure

Principal Risks

The QGC basiness is subject to risk factors, both specific to its business activities and of a general nature.
Individually, or in combination, these might affect the future operating performance of QGC and the value
of QGC. Shareholders should consider relevant risks, both general and specific. Each of the risks set out
below could, if it eventuates, have a material adverse impact on QGC's opersting performance and
prospects, and the market price of the Shares.

General market risks
Share market investments

Like the shares of all ASX listed companies, QGC's Shares are quoted on ASX and their price might rise or
fall. There can also be no assurance that an active trading market will always exist for the Shares. Factors
affecting the price at which the Shares are traded on ASX could include domestic and international
economic conditions. In addition, the prices of many listed entities’ securities are affected by factors that
might be unrelated to the operating performance of the relevant company. Such fluctuations might adversely
affect the price of the Shares.

General economic conditions

QGC’s operating and financial performance is influenced by a variety of general economic and business
conditions including the level of inflation, commodity prices, interest rates and government fiscal, monetary
and regulatory policies. Prolonged deterioration in general economic conditions, including an increase in
interest rates, could be expected to have a corresponding adverse impact on QGC's operating and financial
performance.

Accounting Standards

Australian accounting standards are set by the Australian Accounting Standards Board {AASB) and are
outside the Directors’ and QGC’s control.  Changes to accounting standards issued by AASB couid
materially adversely affect the financial performance and position reported in QGC’s financial statcments,

Taxation risks

A change to the current taxation regime in Australin or overseas may affect QGC and its Shareholders.
Personal tax Habilities are the responsibility of each individual investor. QGC is not responsible either for
taxation or penalties incurred by investors.

Specific risks
Drilling Risk and Welis

There is no guarantee QGC can complete drilling of the wells required fo mplement ifs strategy in a timely
manner of within expected costs. The quality of new and early stage wells and potential peak flow rates
cannet be known or accurately forecast.

Contractual Arrangements

QGC is a party to a number of material contracts. These contracts have been announced to the market. [n
each case, a breach of contract by the relevant party or event of force maleure failure could have a material
adverse effect on QGC. ¥ QGC fails to meet its delivery obligations under contracts to which QGC is a
party, iquidated damages may become payable.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000 :
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Joint Venturers

QGC also operates a number of Joial ventures which are subject to risk of fermination or breach. QG s key
joint venturers within the Undulia Nose are described in section 2 of the QGC Rights I1ssue Prospectus.
Competition

QGC faces competition from domestic and foreign producers.

Project Delay

To the extent that construction and development activities are delaved and production 1n the future cannot
meet the requized estimates, this may have a material adverse effect on QGC.

Cost Fluctuations

Any project in which QGC invests may be subject o cost fluctuations which could have a substantial impact
on QGC s prospects and the value of the Shares.

Environmental Risks

The CSG mdustry mvelves eavironmental sisks QGC incurs considerable cests in environmental
compliance, impacting upon new project developments and ongoing operational costs. 1n the event of an
eavironmental accident, QGC may potentially be found liable fo severe penaliies or civil actions.

Workplace Health & Safety

The CSG operating environment also mvolves inherent risks for field personnel. In the event of a work place
heslth and safety meident QGC may potentiaily be found liable to severe penalties or civil actions.

Legistation, Reguiation and Tehure

QGC s actvities 1 the CSG industry (and future involvement in the Coadamine Power Station) are subject
to legislation, regulations and approvals (‘laws’). The impact of existing or new laws, or their interpretation
in the Courts, could have a material adverse effect on QGC. Further, QGC will, from time to time, require
various government regulatory approvals for its operations and must comply with those laws. There is a risk
of delay, increased cost or failure to obtain such approvals.

Tenements
The loss of granted fenements may have a matenial adverse effect on QGC.
Native title and cultural heritage

Native title claims and cultural heritage issues may potentially impact upon fenements depending on the
nature of the tenement, the date of its grant or proposed grant, and the nature of the underlying land tenures.

Financing

QGC may be required to raise additional equity and/or debt capital in the future. There is no assurance that
it will be able to raise such capital when it is reguired or that the terms associated with providing such capital
wiil be satisfactory to QGC.

Dependence upon Key Parsonneal

QGCs success depends o a significant extent upon s key management personnel, as well as other
management personnel. The loss of the services of such personnel could have a material adverse effect upon
QGC. Fo address this risk QGC has secured a number of keyv persomnel (o service and consaltancy
contracts.

Gas Market Risk

There is no guarantee that QGC will be able to secure coniracts for all of the reserves proved up by the
exploration.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000
Facsimife: (07} 3012 8411
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Power Station Risk

QGC will be liable for payments under a tolling agresment {tolling fee} for the Condamine Power Station.
Payment of tolling fees or overheads may not be able to be met from electricity sales if there are unforeseen
low prices on the NEM. There is no guaraniee that sales of gas switched to the gas markets will cover all of

these costs.
Commodity Prices

The commodities that might be sold by QGC, or any project in which it invests, may be subject to price
fluctuations which may impact on QGC's business and financial condition.

Share Price

Neither your Directors or Santos are in a position to speculate on the future trading price of QGC's Shares if
the Santos offer lapses, or to guarantee any sale price. The future price of (GC Shares is dependent not only
on QGC's performance but also on factors outside QGC's control including general economic and share

market conditions.

For turther information contact

Mr Richard Cotfee

Managing Director

Queensiand Gas Company Limited
Telephone: {07} 3004 1000
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Appendix G
Directors’ Interests in Santos and AGL

Az at 25 Jarmary 20C7, the Directors had relevant interests in the following securities of Santas and its Associales and

AL and its Assocites:
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