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Important notice and disclaimer

Offer

The offer contained in this Prospectus {the "Offer") is an invitation to apply for New Shares in AGL
Energy Limited {ACN 115 061 375) {the "Company”™ or “AGL"} via an institutional placement
made by the Company in limited jurisdictions. There is no general public offer. Following the
Offer, AGL intends to implement a Share Purchase Plan, under which each AGL Shareholder will
be given the opportunity to subscribe for up to $5,000 worth of Shares. The offer under the Share
Purchase Plan is not made under this Prospectus.

Lodgement and Listing

This Prospectus is dated 21 February 2007 and was lodged with the Australian Securities and
nvestment Commission (“ASIC”) on that date. Neither ASIC nor ASX Limited {*ASX"} take any
responsibility for the content of this Prospectus or the merits of the investment to which this
Prospectus relates. The Campany will apply for quotation of the New Shares on ASX within 3 days
after the date of this Prospectus. No securities will be issued on the basis of this Prospectus later
than 13 months after the date of this Prospectus.

Before applying for Shares

You should read this Prospectus in its entirely before investing. In particular, in considering the
prospects of AGL, you should consider the risk factors that could affect the financial performance
of AGL. You should consider these factors in light of your personal circumstances (including
financial and taxation issues). This Prospectus contains general information only and does not take
into account the objectives, financial situation or needs of any potential investors. The information
provided in this Prospectus is not financial product advice. If you have any guestions, you should
seek professional advice fram your stockbroker, accountant or other professional adviser before
deciding to invest. Some of the risk factors that should be considered by potential investors are
outlined in Section 7.

Offer Restrictions

The Offer contained in this Prospectus is available to certain Institutional Investors resident in
Australia, New Zealand, the United Kingdom, Hong Kong, Singapore and certain ather jurisdictions
where it would be lawful to apply under the Offer. Refer to Section 1 regarding selling restrictions
in these jurisdictions. The distribution of this Prospectus (including in electronic form;j in
jurisdictions outside Australia may be restricted by law and therefore persons whao obtain this
Prospectus should seek advice on and observe any such restrictions. Any failure to comply with
these restrictions may constitute a violation of applicable securities laws. This Prospectus does not
constitute an offer or invitation in any jurisdiction in which, or to any persen to whom, it would be
unlawful to make such an offer or invitation.

No action has been taken to register or gualily the New Shares or the Offer or otherwise to permit
a public offering of the New Shares in any jurisdiction outside Australia. In particular, the New
Shares have not been, and will not be, registered under the US Securities Act of 1933 as amended
{"US Securities Act"), and may not be offered, sold or resold in the United States or to, or for the
account or benefit of, US Persons (as defined in Rule 902 under the US Securities Act).

Disclaimer

No person is authorised to give any information or make any representation in connection with the
Offer which is not contained in this Prospectus. Any information or representation not contained
in this Prospectus may not be relied on as having been authorised by the Company or its Directors.



Eiectronic Prospectus

This Prospectus may be viewed in electronic form at www .agl.com.au by Australian investors only.
Persons who receive the electronic form of the Prospectus should ensure that they download and
read the entire Prospectus. The Offer constituted by this Prospectus in electronic or paper form is
not available to investors in any other jurisdiction. A paper copy of the Prospectus may be
obtained free of charge within the Offer Period by calling the Share Registry on 1800 824 522.
The information on www .agl.com.au does niot form part of the Prospectus.

Forward Looking Statements

Certain statements contained in this Prospectus may constitute "forward-looking statements” or
statements about " future matters” for the purpose of the Corporations Act 2001 (" forward
looking statements”}. Such forward looking statements have been based on current expectations
about future events and are subject to risks, uncertainties and assumptions that could cause actual
results to differ materially from the expectations described in such forward looking statements,
Some of these factors are set out in Sections 6 {Financial Informatiory) and 7 {Risks}.

Privacy

if yvou apply for New Shares, you will provide personal information to the Company and the Share
Registry. The Company and the Share Registry collect, hold and use your personal infarmation in
order to assess your Application, service your nieeds as an investor, provide facilities and services
that you request and carry out appropriate administration.

Corporations and tax laws reguire some of the information to be collected. If you do not provide
the information reguested, your Application may not be able to be processed efficiently, or at all.

The Company and the Share Registry may disclose your personal information for purposes related
to your investment to their agents and service providers including those listed below or as
otherwise authorised under the Privacy Act 1988 (Cth) (“Privacy Act” )

— the Underwriters in order to assess your Application;
- the Share Registry for on-going administration of the register; and

- the printers and the mailing house for the purposes of preparation and distribution of
holding statements and for handling of mail.

Under the Privacy Act, you may request access to your personal information held by (or on behalf
of) the Company or the Share Registry. You can request access o your personal information by
telephoning the AGL Shareholder Information Line on 1800 824 522 or writing to AGL through
the Share Registry at Link Market Services Ltd, Level 12, 680 George Street Sydney NSW 2000,

Definitions and abbreviations

Defined terms and abbreviations used in this Prospectus are explained in the Glossary at the end of
this document.

Financial amounts

The financial amounts in this Prospectus are expressed in Australian dollars uniless stated
otherwise.

Incorporation of information by reference

Under Section 712 of the Corporations Act, certain sections of the Old AGL Scheme Booklet and
the Old AGL Supplementary Scheme Booklet are incorporated into this Prospectus by virtue of
their having being filed with ASIC. In addition, the half yearly resulis announcement released by
the Company on 19 February 2007 is incorporated inte this Prospectus by reference under Section
712 of the Corporations Act. Copies of these documents are available on the Company’s website
at www.agl.com.au. Further details of the information which is incorporated by reference is
included in the relevant Sections of this Prospectus.



21 February 2007

CHAIRMAN'S LETTER

On behalf of the Board 1 am pleased to provide you with the opportunity to invest in AGL Energy
Limited, one of Australia’s leading integrated energy companies, and to fund its growth into the
Queensland electricity market.

AGL is issuing approximately 57 million new shares to raise not less than $882 million to partially

fund the acquisition of Powerdirect. The acquisition of Powerdirect, in addition to the acquisition
of Sun Gas on 1 February 2007, gives AGL an immediate and substantial presence in Queensland,
the fastest growing energy market in the Australian National Flectricity Market.

The acquisition of Powerdirect is a significant milestone for AGL as it provides a large Mass Market
customer base in South East Queensiand as well as a substantial amount of contestable customer
load. The acguisition also includes the successful Powerdirect small business electricity retailing
operation. Through strategic marketing and entrepreneurial management, this business has
developed a strong presence in southern NEM markets and provides AGL with a solid platform to
grow its presence within this customer segment. After the acguisition of Powerdirect, AGL will
have a total of 4.1 million custorner accounts and 40.8 TWh p.a. of load, confirming its position as
the largest electricity retaller in Australia by customer account.

AGL estimates that the purchase price for Powerdirect reflects an EBITDA multiple, in the first full
year of operating on AGL's national operating cost base (2008/09), of 9.8 times. The acquisition 1s
expected to have an immaterial impact on an adjusted EPS basis and is expected to have an
immatetial impact on gearing.

The Board believes that the acguisition of Powerdirect supports AGL's strategy by:

¢ providing a Queensland retail base to support both future electricity generation developments
and further equity interests in gas supplies;

¢ enhancing AGL's market position as the largest energy retatler in Australia,
¢ enhancing AGL's competitive position by reducing its average cost per customer account; and

¢ diversifying AGL's exposure to wholesale electricity costs.

On behalf of the Board of Directors of AGL, 1 commend this offer to you and encourage you to
participate in this next important stage of AGL's growth.

Yours sincerely

Mark lohnson,

Chairman

[N}



Key information

Oftfer details

AGL is raising $933,075,000 million via an institutional placement of New Shares in limited
jurisdictions {the “Offer”}). The Offer is fully underwritten by Goldman Sachs JBWere (" GSIBW”},
1.P. Morgan Australia Lirnited ("JPMorgan”) and UBS AG, Australia Branch {("UBS”) {together the
“Underwriters”).

Number o‘f New Shares io be zssued under Lhe Offer e 56 550 OOO_
Number o{ Shares Curremiy on ssue -377 0{}5 467_

Number of Shares on issue foEEowmg the Offer? o - 433 555, 467'

T;metab!e

Summary of key dates I e e T e

Bookbuaid compieted 39 20 Febmary 200?_

Aiiocataons rot n‘zed by ‘Lhe Underwnters L '-._by 9 OOam 2? February 2007__'

Prospectus date

Appttcataon Eorms due (O'ﬂr er per;ocj) 21 Febmary 2{}{}7_.

Settiement

B T e February 2007

Aiiotment of New Shares S R Y Febm'ary 2007

Dispatch OE H{}iding Siatements ............................................. . AR 27 Februaw 20{:}7

Trading in New Shares commences 27 February 28{}7

These dates are subject to change and are indicative only. AGL, in consultation with the
Underwriters, reserves the right to amend the indicative timetable. AGL reserves the right, subject
to the Corporations Act and the ASX Listing Rules, to close the Offer early, or 1o accept late
Applications or to cancel, reduce or increase the size of the Offer.

The application procedure will be advised by the Underwriters. There is no general public offer.

The proceeds of the Offer will be used to partially fund the acguisition by AGL of Powerdirect from
the Queenstand Government for a total consideration of $1,200 million.

' Excluding any Shares issued under the Share Purchase Plan



Investment highlights

Diverse business profile with large customer base and base load

¢ Powerdirect comprises four distinct businesses {retail, small contestable, large
customers/wholesale and power generation / cogeneration) providing AGL with 473,200
additional cusiomers and 19.1 TWh of additional load across four States

Table 1 Powerdirect summary

Eleciricity retading wit

Eleciricity retailing with:

Trichy retaiting with:

4 pendce? generation plants in

# 431,200 franchise residential, + 37 .B0O0 SWME contesiable + 3,800 accoumist covering Queenstand with®
rural ard SME accounts in accowints’ contestabée and franchise &2 o combined capacity of
o e v OperationsinNsw,vic, sa,  * 144 TWhload ¢ Long lerr power puichase
3.4 Tveh foatd and Queensland post FRC in 1+ Operations in Queensland, i Rollng agream
* FaTwnioa suly 2007 NSV, VD and SA
*  Llocated in South Zast
Queensland region ceniaiming
several growth carridars
oarticulasty along the Bruce
Fighway to Cabooliure,
heareoctydore and Caloundra

Notes:

1 Load figures for all segments are estimated for year to 30 June 2007 except for large customers which are based on
annualised foad as at January 2007, NE the aggregate of individual numbers may net equate to tolal numbers due to
rotnding

2 Retasl franchise customer numbers are estirnates as at 30 June 2007, just prior to FRC commencernent

3 SME and residential contestable account nambers are as af January 2007 from Powerdirect and represent N,

4 As st Jlanuary 2007

5 KR Castlernaine project s not owned by Powerdirect, Powerdirect has the rights to energy capacity and green products
proviuced.

Figure 1 Powerdirect electricity Figure 2 Powerdirect electricity
customer accounts by customers by consumption
segment! (000’s) (TWh)

i Large
small - 3 Retail
ire
Total = 19.1
Total = 473.2
fetail 14.4
431.8

Notes: Motes:

1 fetail franchise customer numbers are estimates as st 30 t Load figures for all segrments are estirmnated for year fo 30
June 2007, ML and residential cortestable account fune 2007 except for farge customers which are based on
nurnbers are &3 at lanuary 2007 and represent NMIs. Large anruzlised load as st January 2007 NB aumbers raay aot
custorners as at January 2007, NB numbers may not add add due to reunding

due to rounding



The acquisition provides a substantial business platform in Queensland

L4

Powerdirect will provide AGL with substantial exposure to the Queensland electricity market via
its large Mass Market customer base, Queensiand I&C customer load and Queensiand
generation/co-generation assets

The Powerdirect load s approximately 20% greater than the Sun Retail load

AGL will have approximately 32% of the Mass Market customer accounts in the Energex
distribution region in South East Queensland (refer to Figure 29)

Queensland is expected to be the fastest growing energy market in the NEM

Queensland is forecast to have stronger economic and population growth than other States. This
economic and population growth is expected to drive growth in electricity consumption in
Queensland {and South Fast Queensiand in particular).

L4

Stronget economic growth: The Queensland economy has experienced the highest economic
growth in the NEM at 4.4% per annum between 2000 and 2006. This growth is forecast to
remain strong at 3.8% over the next five years.

Stronger population growth: South East Queensiand has experienced the highest population
growth in the NEM at 2.4% per annum between 2000 and 2006, and is expected to have the
leading population growth rate in the country over the next five years at an average of 2.0%
per annurm.



Figure 3 Economic growth, Figure 4 Population growth,

Queensland and other NEM Queensiand and other NEM
states (annual % growth states {annual %
rate)! growth rate)’
5.0% 2.5%
404 2.0%
304 3.5%
B 3.0%
0.5%
1.0%
0.0%
0.0 SEGID  Total  VIC  NSW- SA TAS  MNEM
Tatal LB VIC NSW SA T4S NEM Qip ACT
ACY
EHistorical 2000 - 2006) & Foreeast (FY2007 - FYZ012) EEHistorical (2000 - 2006) FeForecast (2007 - 2032)
P Extracted from MMA report (see Section 8); NIEIR 2006 MNEM P Sauth East Queensland: MMMA estimates {zee section &)
report {forecasty, ABS, Australian National Accounts, State Rest of Austraka: MMA estimates; ABS, “Alstralian
Accounis, Publication 5220.0, Novernber 2003 (historical) Dermagraphic Statistics”, Publication Ne 3101, published

Decermnber 2005, Trensmission Planning Reports

¢ Electricity consumption: electricity load in South East Queensiand grew at an average of 4.3%
per annum between 2000 and 2006, and is forecast to grow at approximately 3.4% per
annum over the next five years.

Figure 5 Total electricity delivered - Queensland and South
East Queensland

Forecast CAGR
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B Rest of Queensland & South East Queensiand

Source: WML (e Section & for Tull MRMA report)



The Acquisition is expected to deliver AGL increased economies of scale

¢ The Acquisition will augment AGL's position as the largest energy retailer in Australia with a
total of approximately 4.1 million gas and electricity customer accounts?,

Figure 6 AGL" & Powerdirect combined customer profile?

324

&G 5

Electricity Gas Elzctricity Gas Elzctricity Gas Electricky Electricity

Note:

1 ircludes 100% of joint veniure customer accounts. AGE has a 30% inderest in the ActewAGL oint venture and a 33%
mterest in AlintasGl

2 Customer namibers caleulated ag at 31 Decermber 2006 for AGL custorners in addition to Powerdirect custormers as per
Table 1

Source: AGL managemant estirmates

¢ The Acquisition will increase the scale of AGL's retail business and enhance its competitive
position by reducing the average cost per account across its entire retail business

¢ AGL's Praoject Phoenix will rationalise systems and processes to provide a reduction in operating
costs and improved services to customers. Once AGL ceases to use services provided by
Energex under the TSA, cost reductions under Project Phoenix are estimated to be $23 million
of cost savings per annum (in real dollars) on an ongoing basis following full implementation of
the Phoenix system and after integration of Powerdirect’s smail contestable customer business
in mid 2010.

“oineludes 100% of joint veniure customer accounts. AGL has a 50% mterest in the ActewAGL joint veniture and g 33% interest in
Alirtan Gl



High vaiue customers

¢+ Powerdirect residential customer accounts, on average, are expected to consume more
electricity per customer account than AGL's residential customers in its other service areas in
Victoria, Southy Australia and New Souih Wales.

Figure 7 Forecast average consumption (2007) in South East Queensland and
select NEM states - MWh / annum per residential customer account

SE L kA LA W

Sougce: MMA (South Cast Queensland] thased on average consumption for Energex residential customers, which is
considered by MMS to be a reasonable proxy for comparison with Powerdirect residential custormers); AGL
raanagemertt estimates (AGL custoraers in select NEM states)
¢ low customer density in the Powerdirect service area and high organic growth in Queensiand
provides AGL with the opportunity to grow the Powerdirect customer base and maintain
market share.

Business opportunity to further penetrate SME market

Figure 8 AGL and Powerdirect Figure 9 Blustrative profitability
complementary business dynamics
focus
. low profif per customer figh profit per customer
4Gt 2nd major % rmargin —
€ 8.0 retager forus @
miltion
customers __
ir NER :
direct has 37,800 SME ; ;
hctonts ft G0, N3W, SA, residential
ALY and VIC
Poverdrect
[ ShAE
‘OppCs tunity
! o
Ravidential e Powerdirect usagg
¢ Powerdirect provides a platform to + Despite lower % margin, SME customers
significantly grow AGL's national SME have greater usage and contribute on
business average substantially more EBITDA ($) than

¢+ Powerdirect complements AGL's traditional residential customers

focus on Mass Market customers

Solgce: Total MEM custormers, NEMMCO, SME customers, Axiom



Strategic fit

¢ The Acquisition is consistent with AGL's integrated energy strategy to match downstream retail
requirements with upstream energy supply.

¢ In combination with Sun Gas, the Acquisition positions AGL to pursue dual fuel opportunities
it Queensiand

Figure 10 Strategic fit of Powerdirect with AGL’s existing business

upstreams  agl existing downstream agl existing

3,1 70MWT of o 1,538,000 slectricity |
generation customens? (Vic, i
capacity (Vic, SA, NOW, SA, ACT, WA
electricity ;’:;V W and
25808 of & 2066000 gas
comdractad Customers?
vl (1,600,000 duat
gas , , fued) [OLD, Vic,
equity stakes in NSW, S4, ACT,
Moranbah, Sydney WA}

CSM andd PRG

Netes: 1 Equity generation including the propesed acgaisition of Torrens 1sland Power Station, joint veniures, offtake agreements and
plarts under constraction and the exclision of Hallett Power Station

2 includes 100% of joint venture custormer accounts (AGL has a 50% interest i the ActewAGL oint venture and a 33% interest
iy AlintafGL) and Sun Gas customers

¢ The Acquisition, in combination with the acquisition of Sun Gas, provides AGL with a
Queensiand retall portfolio base which will support:

- future generation developments and participation in any future privatisation of generation
facilities in Queensiand; and

- further equity ownership of gas supplies to support retail gas demand and gas fired
electricity generation.

Figure 11 Future Queensiand opportunities

electricity




Portfolio benefits
¢ The Acquisition substantially increases the size of AGL's wholesale electricity trading book

¢ This provides AGL with access to two distinct diversity benefits:

- the combination of a large Mass Market customer load and an I&C custorner load in
Queensiand provides intrastate diversity benefits; and

- a large Queenstand load provides interstate diversity benefits with AGL’s NSW load, with a

low/rmoderate correlation of peak demand in extreme temperature conditions {particularly in

sumimer)

¢ In aggregate, the intrastate and interstate diversity benefits are expected to reduce AGL'S
aggregate cap purchase reguirements {(when compared to the standalone case) by up to
150MW p.a.

In addition the earnings risks associated with low electricity sales from mild weather are reduced
due to temperature diversity across different states.

Figure 12 Queensland intrastate Figure 13 Interstate diversity benefit
diversity benefit exampie examplie
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Figure 14 AGL retail profile!
AGL pre-acquisition AGE post-acquisition

electricity—21.7 TWh alectricity—40.8 TWh

pResidenti = srmall businese

Customer Customer (@ Residantial and small business
type sdndustrial and commarcial ype It il and commerciat
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Geography Geagraphy
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Note:
1 AGL custormer voiurnes as at 30 June 2006
Sourge: Custormner data: AGL management estimates

MEM market share data: ESAL, Electricity Gas Australia 2006 {Electricity}

Purchase price supports AGL’s financial outlook

¢+ The acquisition by AGL of Powerdirect for $1,200 million (“the Acquisition”} is initially
expected to be dilutive on a reported EPS basis but, once adjusting for one-off integration costs
and non-cash amortisation as a result of acquisition accounting under A-[FRS, will have an
immaterial impact on an Adjusted EPS basis?

¢ AGL estimates purchase price tc EBITDA multiples of:
- 14.6x in the 2007/08 financial year; and
- 9.8x in the 2008/09 financial year being the first financial year after the majority of the

business moves onto AGL's national operating cost base
¢ Expecied to have an immaterial impact on geating?

¢ No change to AGL's 2007 distribution policy

¥ Adjusted EPS eqguals basic reported EPS adjusted for significant non-recurring iterns and acquisition
accounting related non-cash amortisation

4 Gearing defined as net debt divided by net debt plus market capitalisation {based on a placement of $882
miliion and an SPP of $75 milliom



Surmmary of Key Risks

¢+ Wholesale electricity prices: The current Powerdirect electricity hedge portfolio may not
provide sufficient protection from electricity wholesale prices during peak demand periads. In
addition, adverse movements in the cost of future hedging contracts or continuation of
drought conditions may increase future electricity costs. See Section 5.4.2 for details on the
hedging and risk management policies of AGL and Powerdirect.

¢+ Demand growth: Lower than expected economic growth, customer consumption and/or
population growth may negatively impact growth in demand for electricity in South East
Queensiand and other States where it has been assumed that Powerdirect will be able to
acquire SME customers and load.

¢ Systems integration: The migration of Powerdirect customers to AGL's Phoenix system is
critical to delivering synergy benefits assumed by AGL. The Phoenix systern may not provide
the anticipated cost benefits to the Powerdirect businesses. See Section 3.4 for further
information on AGL's integration strateqy.

¢ Maximum Uniform Tariff: The annual increase in the MUT may not match the annual increase
in underlying costs incurred by Powerdirect. Furthermaore, Powerdirect may be reguired to
comply with additional unforeseen regulatory requirements that are not currently in place.
These changes may have an adverse impact on AGL's future financial performance.

¢ Full Retail Competition: The Queensland Government has announced that it will intraduce FRC
for electricity and gas from 1 July 2007. Subsequent levels of customer “churn”, where
customners elect to switch between retailers, may be affected by the marketing activities of
other retailers as well as AGL. This may have an adverse impact on earnings where customers
switch to other retailers. However, this will also give AGL the opportunity to win new
customers from other retailers {Origin/Sun Retatl in particular). See Section 4.2.4.1 for further
information on the introduction of FRC.

¢ Transition Services Agreement: Under the TSA {which is summarised in Section €.3), AGL has
limited ability to control the fransition services provided to its Queensiand Mass Market
custamers by Energex. Furthermore, AGL has limited rights of recovery should Energex fail to
provide setvices under the TSA in accordance with reguired service levels.

¢ Business separatior:. During the term of the TSA AGL will have limited access to Energex’s
information technology systems and may therefore be unable to verify the completeness and/or
accuracy of Powerdirect Mass Market customer information.

¢+ SME Assumptions: There can be no guarantee that the growth experienced by Powerdirect in
the SME market will continue to be achieved. A reduction in achieving expected SME growth
will adversely impact the profit contribution from SMFE customers.

¢ 1&C Assumptions: There can be no guarantee that 1I&C customers will continue 1o purchase
electricity from Powerdirect when their contracts expire. A higher churn out rate than that
anticipated by AGL will adversely impact the EBITDA contribution from 1&C customers.

Further details of these risks and additional risks that should be considered before investing in New
Shares are set out in Section 7.



SECTION 1

Details of the O



1. etails of the Offer

1.1 Description of the Offer

The Offer is a placement to raise $933,075,000 by way of the issue of approximately 57 million
New Shares. The gross proceeds of the Offer are $933,075,000 million based on the Offer Price.

There is no public offer of New Shares under this Prospectus and no New Shares will be issued or
made available 1o retall investors.

The Offer is being made only to certain sophisticated and professional investors in Australia and
certain foreign jurisdictions who have received this Prospectus from the Underwriters.

The Offer Price of $16.50 per New Share was determined following the Bookbuild conducted on
19 and 20 February 2007.

New Shares are not entitled to the interim dividend of 9.5 cents per share declared for the period
to 31 December 2006.

The Offer has been fully underwritten by the Underwriters at the Offer Price. This Prospectus has
been prepared for the issue of New Shares under the Offer. New Shares issued under this
Prospectus will not be subject to secondary sale restrictions under Australian regulatory
requirements.

Separately, AGL Shareholders will have the opporiunity to participate in an offer to acguire New
Shares under a Share Purchase Plan (see section 1.8). That offer is not made under this Prospectus
and detalls of the Share Purchase Plan will be sent separately to shareholders.

1.2 Offer proceeds

The Offer Proceeds will be used to partially fund the Acquisition by AGL of Powerdirect for
$1,200 million.

The remainder of the Acguisition costs will be financed by a Share Purchase Plan seeking to raise
up to $75 million and from general corporate debt facilities.

1.3 Sources and application of funds

The sources and application of funds are set out in the following table:

Table 2 Sources and uses
Sources Uses

Alm ASm
Offer 8’82 Acguisition of 1,200

Powerdirect’

Share Purchase Plan 75
Corporate Debt Faciiity®? 269 Transaction expenses 26
Total 1,226 Total 1,226
Aote:

T Includes stamp duty

2 The amount bemg drawn under the Corporate Debt Facility will be increased to the extent the amount rased under the Share
Purchase Plan is less than $75 miflion

3 There are no conditions precedent to drawdown under the Corporate Debt Facilty.

The Acquisition is subject to a binding Share Sale Agreement with only one condition precedent
{within AGL's control). The Acquisition is expected to complete on 1 March 2007.



The Powerdirect Sale Agreement (including the condition precedent) is summarised in Section 9.
The Directors are not aware of any reason why the Acquisition would not complete.

The issue of New Shares is not conditional on completion of the Acquisition. In the highty unlikely
event that the Acguisition does not complete, the proceeds of the Offer will be used to repay
existing debt.

1.4 Application monies and withdrawal
Applications must be made in accordance with the instructions provided by the Underwriters.
Application Monies must be paid in cleared funds on 26 February 2007.

AGL resetves the right not to proceed with the Offer at any time before the issue of New Shares. If
the Offer does not proceed, Application Monies will be refunded. 1f permission for quotation of
the New Shares is not granted by ASX within one week of the date of this Prospectus, the New
Shares will not be issued and Application Monies will be repaid in full as soon as possible.

No interest will be pald on any Application Monies refunded as a result of the withdrawal of the
Offer or otherwise. Any interest earned on Applications Monies prior to withdrawal or repayment
will belong to AGL.

1.5 Allocation policy

The allocation policy for New Shares will be determined by agreement between the Underwriters
in consultation with AGL. AGL and the Underwriters together have an absolute discretion
regarding the basis of allocation of New Shares under the Offer and there is no assurance that any
applicant will be allocated any New Shares or the number of New Shares for which it has bid.

Details of arrangements for the notification and settlement of allocations will be provided to
participants in the Offer by the Underwriters.

1.6 Allotment and ASX trading

AGL will apply for official quotation of the New Shares on ASX no fater than three business days
after the date of this Prospectus.

it 15 expected that New Shares will be allotted and issued on 27 February 2007 and that trading
will cammence on that day.

Application will be made for the New Shares to participate in CHESS. AGL maintains an elecironic
issuer sponsored subregister and an electronic CHESS subregister.

1.7 Selling restrictions

No action has been taken to register or gualify this Prospectus, the Shares or the Offer or
otherwise permit a public offering of the Shares in Australia or any jurisdiction ouiside Australia.
This Praspectus does not constitute an offer or invitation in any country in which, or to any person
to whom, it would niot be lawful to make such an offer or invitation.

Each person to whom the Offer is made under this Prospectus (including each person in Australia
to whom the Offer is made) will be required to represent, warrant and agree in its Application as
follows {and will be taken to have done so if i makes a bid in the Cffer):

¢ it acknowledges that the Shares have not been, and will not be, reqistered under the US
Securities Act and may not be offered or sold in the United States or to, or for the account or
benefit of, US Persons;

¢ itis not a US Person and, if the person is in the United States, it is not acting for the account or
benefit of a US Person;



¢ it is a professional or sophisticated investor within the meaning of Section 708 of the
Corporations Act; and

¢ by applying for New Shares under the Offer it will not be breaching or causing AGL 1o breach
any securities laws in Australia or any other jurisdiction

No person is authorised to provide any information or make any representations other than those
contained in this Prospectus and, if given or made, such information of representations will not be
retied upon as having been authorised by the Company or the Joint Lead Managers any other
person, nor will any such persons have any Hability or responsibility in relation to them.

United States

The Shares have not been, and will not be, registered under the US Securities Act and may not be
offered or sold inn the United States, or to, or for the account or benefit of, US Persons.

Hong Kong

No action has been taken to register or to authorise the registration or issue of this Prospectus {or
any other advertisement, invitation or document relating to the New Shares) in Hong Kong. Each
of AGL, the Underwriters and their advisers has not offered or sold and will not offer or sell, and
no action has been taken to authorise any offer or sale, in Hong Kong, by means of any
document, any New Shares other tham: (a) to “professional investors” as defined in the Securities
and Futures Ordinance {Cap. 571} of Hong Kong and any rules made under that Ordinance; or (b}
in other circumstances which do not result in the document being a “"prospectus” as defined in
the Companies Ordinance {Cap. 32) of Hong Kong or which do not constitute an offer to the
public within the meaning of that Ordinance.

Each of AGL, the Underwriters and their advisers has not issued or had in its possession for the
purposes of issue, and will not issue or have in its possession for the purposes of issue, whether in
Hong Kong or elsewhere, any advertisernent, invitation or document relating to the Shares, which
is directed at, or the contents of which are likely to be accessed or read by, the public of Hong
Kong (except if permitted to do so under the securities laws of Hong Kong) other than with
respect to Shares which are or are intended to be disposed of only to persons outside Hong Kong
or anly to "professional investors” as defined in the Securities and Futures Ordinance (Cap. 571) of
Hong Kong and any rules made under that Ordinance.

Singapore

This Prospectus has not been registered as a prospectus with the Monetary Authority of Singapore.
Accordingly, this Prospectus and any other document or material in connection with the offer or
sale, ar invitation for subscription or purchase, of Shares may not be drculated or distributed, nor
may Shares be offered or sold, or be made the subject of an invitation for subscription or
purchase, whether directly or indirectly, to persons in Singapore other than {i} to an institutional
investor under section 274 of the Securities and Futures Act, Chapter 283 of Singapore (the
“SFA”), (i) to a relevant person, or any person pursuant to section 275(1A}, and in accordance
with the conditions, specified in section 275 of the SFA or (i)} otherwise pursuant to, and in
accordance with the conditions of, any other applicable provision of the SFA.

Where the Shares are subscribed or purchased under section 275 by a relevant person which is:

{a) a corporation {which is not an accredited investor (as defined in section 4A of the SFA})} the
sole business of which is to hold investments and the entire share capital of which is
owned by one or more individuals, each of whom is an accredited investor; or

{b) a trust (where the frustee is not an accredited investor) whose sole purpose is to hold
investrments and each beneficiary of the trust is an individual who is an accredited investor,

shares, debentures and units of shares and debentures of that corporation or the beneficiaries’
rights and interest {howsoever described) in that trust shall not be transferred within 6 months



after that corporation or that trust has acguired the Shares pursuant to an offer made under
section 275 except:

M to an institutional investor {for corporations, under section 274 of the SFA) or to a relevant
person defined in section 275(2) of the SFA, or to any persan pursuant to an offer that is
made on terms that such shares, debentures and unils of shares and debentures of that
corporation or such rights and interest in that trust are acquired at a consideration of not
less than $$200,000 (or its equivalent in a foreign currency) for each transaction, whether
such amount is to be paid for in cash of by exchange of securities or other assets, and
further for corporations, in accordance with the conditions specified in section 275 of the

SFA;
(23 where no consideration is or will be given for the transfer; or
(3 where the transfer is by operation of law.

Dubai International Financial Sector

This statement relates to an Exempt Offer in accordance with the Offered Securities Rules of the
Dubai Financial Services Authority. This statement is intended for distribution only to persons of a
type specified in those rules. it must not be delivered to, or relied on by, any other person. The
Dubai Financial Services Authority has no responsibility for reviewing or verifying any documents in
connection with Exernpt Offers. The Dubai Financial Services Authority has not approved this
document nor taken steps to verily the information set out in it, and has no responsibility for it.
The securities 1o which this document relates may be illiquid andfor subject to restrictions on their
resale. Prospective purchasers of the securities offered should conduct their own due diligence on
the securities. H you do not understand the contents of this document you should consult an
authorised financial adviser.

Japan

The New Shares have not been and will not be registered under the Securities and Exchange Law
of Japan {the "Securities and Exchange Law™). Accordingly, each purchaser has represented and
agreed that its has not, directly or indirectly, offered or sold and will not, directly or indirectly, offer
or sell any New Shares in Japan or to a resident of Japan except pursuant to an exemption from
the registration requirements of, and otherwise in compliance with, the Securities and Exchange
Law and other relevant laws and regulations of Japan.

As used in this paragraph, “residents of Japan” means any person resident in Japan, including any
corporation or other entity organized under the laws of Japan.

New Zealand

No action has been taken to register this Prospectus in New Zealand. No New Zealand Investment
Statement has been prepared. The New Shares are not being offered to the public in New Zealand.
it is conternplated that the New Shares may be offered to certain institutional investors in New
Zealand.

United Kingdom

Neither this Prospectus nor any accompanying letter or any other documents have been delivered
for approval to the Financial Services Authority in the United Kingdom and no prospectus (within
the meaning of section 85 of the Financial Services and Markets Act 2000 {"FSMA")) has been
published or is intended to be published in respect of the Shares. Accordingly, the Shares may not
be offered or sold in the United Kingdom by means of this document, any accompanying letter or
any other document, except to persons which are qualified investors within the meaning of section
86(7) of FSMA.
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in the United Kingdom, this document is being distributed only to and is directed only at (a)
persans who have professional experience in matters relating to investments {alling within article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the
"Order"} or (b) high net worth entities falling within Article 4902} of the Order and {¢} any other
persons 1o whorm it may otherwise lawfully be communicated, {all such persons together being
referred to as "relevant persons"). This document must not be acted on or relied on by persons
who are not relevant persons. Any investment or investment activity to which this document
refates is available only to relevant persons and will be engaged in only with relevant persons. Any
person who is not a relevant person shiould not act or rely on this document or any of its contents.
This document must not be distributed, published, reproduced or disclosed (in whole or in part) by
recipients to any other person.

Switzerland

The New Shares are being offered by way of a private placement to a limited number of
institutional investors without any public offering in or from Switzerland. This Prospectus and any
other offering material relating to the New Shares are intended solely for the recipient, the
information therein is strictly confidential and may not be distributed to any third party or to the
public in general.

Denmark

The distribution of this Offering Mermorandum (including electronically} in Denrmark may be
restricted by the Securities Act. Persons who come into possession of it should seek advice on and
observe any such restrictions. Any failure to comply with such restrictions may constitute a
violation of applicable securities law. This Offer document does not constitute an offer in Denmark
to any person to whom it would not be lawful to make such an offer including investors who are
not gqualified investors within the meaning of the Securities Act.

France

The distribution of this Prospectus (including electronically) in France is limited 1o gualified
investors. Persons who come into possession of it should seek advice on and observe any such
restrictions. Any failure to comply with such restrictions rmay constitute a violation of applicable
securities laws. This Prospectus does not constitute an offer in France to any person to whom it
would not be lawful to make such an offer, including investors who are not qualified investors
within the meaning of the Code Monétaire et Financier.

The New Shares are not admitted 1o listing on a regulated market in France and no such admission
to listing in France is currently being considered. The New Shares are not and shall not be issued
nor sold to the public in France through publicity, solicitation, credit establishments or investment
services providers,

No prospectus subject to the approval (visa) of the Autorfté des marchés financiers has been
prepared in connection with the Offer. The New Shares may not be offered nor sold, directly or
indirectly, to the public in France and neither this Prospectus nor any other offering material or
information contained therein relating to the New Shares may be released, issued or distributed or
caused to be released, issued or distributed to the public in France or used in connection with any
offering in respect of the New Shares 1o the public inn france. The New Shares are exclusively
offered to gualified investors acting for their own account and to licensed portiolic managers as
defined under and in accordance with articles 1411-2, D411-1 to D411-4, D734-1, D744-1, D754-
1 and D764-1 of the Code Monétaire et Financier. The direct or indirect resale to the public in
France of any New Shares acguired by such gualified investors or partfolio managers may be made
only as provided under articles 1411-1, L411-2, 1412-1, 1621-8 and 1621-8-1 to L621-8-3 of the
Code Monétaire et Financier and applicable regulations hereunder.

Persons into whose possession this Prospectus or any amendment, supplement or replacement
thereto come must inform themselves about and observe any such restrictions.
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The Prospectus does not constitute an offer and may not be used for or in connection
with an offer to solicit anyone to whom it is unlawful to make such an offer.

Germany

This Prospectus has been prepared on the basis that all offers of New Shares will be made
pursuant to an exemption under the Prospectus Directive, as implemented in the member states of
the European Economic Area ("EEA”), from the requirement to produce a prospectus for offers of
Shares in accordance with law of Germany. Accordingly, any person making of intending to make
any offer within the EFA of New Shares which are the subject of the placement conternplated in
this Prospectus should only do so in circumstances in which no obligation arises for the Issuer or
any of the Managers to produce a prospectus in Germany for such offer. Neither AGL nor the
Underwtiters have authorised, nor do they authorise, the making of any offer of New Shares
through any financial intermediary, other than offers made by Underwriters which constitute the
final placement of New Shares contemplated in this Prospectus.

Ireland

In relation to each Member State of the Furopean Economic Area which has implemented the
Prospectus Directive {each a "Relevant Member State") with effect from and including the date
on which the Prospectus Directive was implemented in that Relevant Member State (the
"Relevant Implementation Date"), there may not have been made and may not be made an
offer of New Shares to the public in that Relevant Member State prior to the publication of a
prospectus in relation to the New Shares which has been approved by the competent authority in
that Relevant Member State or, where appropriate, approved in another Relevant Member State
and notified to the competent authority in that Relevant Member State, all in accordance with the
Prospectus Directive, except that there may, with effect from and including the Relevant
Implementation Date, be made an offer of New Shares 1o the public in that Relevant Member
State at any time:

{aito legal entities which are authorised or requlated to operate in the financial markets or, if not
5o authorised or regulated, whose corporate purpose is solely to invest in securities;

{b}to any legal entity which has two or more of (1) an average of at least 250 employees during
the last financial year; (2} a total balance sheet of more than €43,000,000 and (3} an annual net
turnover of more than €50,000,000 as shown in its last annual or consolidated accounts; or

{Cyin any other circumstances which do not require the publication by the Company of a
prospectus pursuant to Article 3 of the Prospectus Directive.

For the purposes of this provision, the expression an "coffer of shares to the public” in relation to
any New Shares in any Relevant Member State means the communication in any form and by any
means of sufficient information on the terms of the offer and the New Shares to be offered so as
to enable an investor to decide to purchase or subscribe the New Shares, as the same may be
varied in that Member State by any measure implementing the Prospectus Directive in that
Member State and the expression "Prospectus Directive”™ means Directive 2003/71/£C and
includes any relevant implementing measure in each Relevant Member State.

No offer, sale, underwriting or placement of the New Shares in, from or otherwise involving
freland shall occur other than in conformity with the provisions of the Investment Intermediaries
Act, 1995 of Ireland, as amended, including, without limitation, sections 9 and 23 {including
advertising restrictions made thereunder) thereof and the codes of conduct made under section 37
thereof or, in the case of a credit institution exercising its rights under the Banking Consolidation
Directive (2000/12/EC of 20" March, 2000) in conformity with the codes of conduction or practice
made under section 117{1) of the Central Bank Act 1988, of lreland, as amended.
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Italy

The offering of the New Shares in the Republic of Haly {"Haly”") has not been authorized by the
Commissione Nazionale per le Societa e la Borsa ("CONSOB™) pursuant to the ltalian securities
legisiation and, accordingly: (i} the New Shares cannot be offered, sold or delivered in ltaly in an
investment solicitation {"sollecitazione all'investimento) within the meaning of Article 1,
paragraph 1, letter (1) of Legisiative Decree no. 58 of 24 February 1998, as amended ("Decree
58/98"}, (i} the NewShares cannot be offered, sold andfor delivered, nor the Praspectus or any
document relating to the New Shares can be distributed, either in the primary or secondary
market, to individuals resident in aly, and (iii) any offer, sale and/or delivery of the New Shares
and distribution of copies of the Prospectus and of any document relating to the New Shares in
ftaly will only be:

{a} made to ltalian institutional investors {investitori istituzionali™), as defined in Article 100 of
Decree 58/98 by reference to Article 31.2 of CONSOB Regulation no. 11522 of 1 July 1998, as
amended {'Regulation 11522/98"");

{b}) made in compliance with any other Halian securities, tax and exchange control and other
applicable laws and regulations and any other applicable reguirement or limitation which may be
imposed by CONSOB, the Bank of italy or any other competent ftalian authority; and

{c) made by an investment firm, bank or financial intermediary permitted to conduct such activities
in ftaly in accordance with Decree 58/98, Decree 385/93, Requiation 11522/98 and any other
applicable laws and regulations.”

Luxembourg
NOTICE TO RESIDENTS OF LUXEMBOURG

The New Shares may not be publicly offered or sold in the Grand-Duchy of Luxernbourg, except
for New Shares for which the requirements of Luxembourg Law concerning offer of securities to
the public have been met. The New Shares are offered to a limited number of investors not
exceeding 99 in numbers and/or to qualified investors as defined in the Law of 10 July 2005, in ail
cases under circumstances which would preclude the necessity of producing a prospectus. This
Prospectus may not be used to make an offer of New Shares 1o the public in a member state of
the Furopean Economic Area which has implermented the Prospectus Directive, which would
require the publication by the issuer of a prospectus pursuant to article 3 of the Prospectus
Directive. This International Offering Memorandum may not be reproduced or used for any
purpose, or furrished to any person other than those to whom copies have been sent.

The Netherlands

In the Netherlands, the New Shares may only be offered, sold, transferred or assigned, as part of
their initial distribution or at any time thereafter, to natural persons who or legal entities which are
Professional Market Parties (as defined in section 1-a, third paragraph of the Exemption Regulation
pursuant to art. 4 of the Act on the Supervision of Securities Trade (" Wet toezicht effectenverkeer
19957y}, as referred to in section 1-¢, first paragraph, under a of the said Exemption Regulation. In
the event of a solicitation, acguisition or offering of New Shares made to or by Professional Market
Parties as mentioned above, no subsequent offering may be made of such New Shares in a
secondary offering by such Professional Market Parties in the Netherlands to individuals or entities
other than such Professional Market Parties, unless such occurs in reliance on section 1-¢, first
paragraph, under ¢ of the Exemnption Regulation. The New Shares may not otherwise be offered,
directly or indirectly, in the Netherlands.
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Spain

The offer of New Shares in Spain is addressed solely to "gualified investors” as defined and
construed in article 30.bis. 1. of Law 24/1998, of July 28, on the Securities Market (Ley del
Mercado de Valores) and in articles 38.1.a) and 39.1. of Royal Decree 131072005, of November 4,
on securities admission to trading on secondary official markets, public offerings of selling or
subscription and prospectus reguired to such effects, and it does therefore not constitute an offer
to the public under Spanish faw.

Consequently, this offer is excepted fram the obligations of gproviding a prospectus or fulfiling any
other formal requirements with the Spanish Securities Regulatory Authority (Cornision Nacional del
Mercado de Valores).

Sweden

This offering is in Sweden directed 1o a limited number of investors who receive this Prospectus
directly from the Company and who may not disclose the information herein 1o any third party.
This Praspectus is not registered with the Swedish Financial Supervisory Authority (Sw.
Finansinspektionen) and is not intended to and shall not be deemed to constitute a prospectus
within the meaning of the Financial Instruments Trading Act {(Sw. Lag (19971980} om handef med
tinansiella instrument).

1.8 Share Purchase Plan

Following the Offer, AGL intends to implement a Share Purchase Plan, under which each AGL
Shareholder resident in Australia and New Zealand at the relevant record date will be given the
opportunity to subscribe for up to $5,000 worth of Shares.

Shares will be offered under the Share Purchase Plan at the Offer Price. Total proceeds from the
Share Purchase Plan will be capped at $75 million and applications under the Share Purchase Plan
in excess of this amount may be scaled back. The Share Purchase Plan will not be underwritten.

The offer under the Share Purchase Plan is not made under this Prospectus.

1.9 Capital structure

The table below sets out the capital structure of AGL as at the date of this Prospectus and
following the issue of New Shares under the Offer.

Ordinary shares 377,005,467 433 555 467
Share Performance rights 204,086 204,086

This does not include Shares which could be issued under the Share Purchase Plan {which is
capped at $75 million} which could result in the issue of an additional4, 545,455 Shares.
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2. AGLoverview and business strategy

2.1 AGL overview

Under section 712 of the Corporations Act, Section 1 “Profile of AGL Energy” of the Old AGL
Scheme Booklet is incorporated into this Prospectus. The Scheme Booklet has been lodged with
ASIC.

Section 1 of the Old AGL Scheme Booklet provides an overview of AGL including a description of
the profile and assets of AGLU's retail, wholesale eleciricity and wholesale gas businesses, and
details of the Board and senior management.

In addition, under section 712 of the Corporations Act, Section 2.3 of the Old AGL Supplementary
Scheme Booklet is incorporated into this Prospectus by reference. The Old AGL Supplementary
Scheme Booklet has been lodged with ASIC. Section 2.3 of the Old AGL Supplementary Scheme
Baoklet provides details of the new directors of AGL who were appointed upon the Old AGL
Scheme becoming effective.

The Old AGL Scheme Booklet includes a reference to the PNG upsiream Gas Project. On 1
February 2007 AGL provided an update 1o the market on the status of the project when it
announced that the conditional gas supply agreement it had entered into with Esso Highlands
Limited and the other PNG Gas Project participants to take PNG gas had lapsed.

Under section 712 of the Corporations Act, the half yearly results announcement released by the
Company on 19 February 2007 is incorporated into this Prospectus. The half yearly results contain
an update on the AGL business and prospective acquisitions.

2.2 AGL business strategy

2.2.1 Strategy overview
AGL's business strategy is to deliver growth in EPS and total shareholder returns by:

¢ becoming a major market participant in both upstream supply and downstream retail for
electricity and gas;

¢ extracting value from opportunities in the contestable growth segments of the electricity and
gas sector, namely upstream gas, power generation and energy retail;

¢ managing wholesale price risk and earnings volatility through an integrated approach in
matching upstream and retall exposures; and

¢ leveraging its position as one of the largest purchasers of wholesale gas and electricity in
Australia to reduce both supply costs and average cost to serve per customer.
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Figure 15 Extracting value across the energy supply chain

Noter 1 Includes electricity custorners in the Powerdirect business and 100% af AGL's joint veniure custormer accounts. A5 has a
50% interest in the ActewAGL joint veniure and a 33% interest in AlintaAGL.

2.2.2 Eiectricity generation

AGL intends to further develop its generation portfolio in order to strengthen its hedge position
against wholesale price risk and to capture a greater share of the upstream generation profit pool.

AGL's total equity generation, including the access to 43MW of additional capacity acquired as
part of the Acquisition, together with off-take agreements and plants under construction s
approximately 3,200MW (including TIPS but excluding Hallet). Including generation plants in the
planning stage. AGL's potential, total equity generation including off-take agreements and 100%
of joint ventures is approximately 5,300MW.

2.2.3 Cost saving initiatives

AGL has commenced a major cost saving program known as Project Phoenix, which is focused on
rationalising retall processes and customer systems. AGL has estimated total cost savings within its
existing business {excluding the Powerdirect business) of $60 million to $70 million® per year to be
achieved, with the net contribution expected to materially impact results from the 2008 financial
year onwards. The 2007 full financial year cost savings target is approximately $20 million on an
annualised basis and as at the interim balance date of 31 December 2006 approximately $9 million
of actual savings had been achieved.

in November 2006 AGL announced a corporate cost reduction initiative to achieve approximately
$55 million per annum of savings. The 2007 full financial year corporate cost reduction target is
approximately $50 million on an annualised basis and as at the interim balance date of 31
December 2006 approximately $30 million had been achieved on an annualised basis. These
annualised savings do not include redundancy costs.

Under section 712 of the Corporations Act, Section 2.8 “Cost saving programs” of the Old AGL
Scheme Booklet is incorporated into this Prospectus. The Scheme Booklet has been lodged with
ASIC. Section 2.8 of the Old AGL Scheme Booklet sets out further details of Project Phoenix
including anticipated costs savings and the capital required for the various elements of the
programme.

*Inciudes $10 raillion of corporate cost savings relating to [T efficiencies
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2.2.4 Other opportunities
Recent acquisitions

2247 Sun Gas

On 1 February 2007, AGL completed the acquisition of the Sun Gas retail gas business in
Queensland, for a purchase price of $75 million. The business includes approximately 70,800
residential and industrial and commercial gas customers located primarily in South-Fast
Gueensland.

Prospective acquisitions / transactions

2242 Queensiand Gas Company Limited ("QGC”)

On b December 2006 AGL announced an agreement with QGC to take a cornerstone investment
of 27.5% of QGC's issued share capital for a maximum price of $292 million. As part of the
transaction, AGL will also enter into a 540P) 20 year gas supply agreement with QGC, with an
option to purchase an additional 200P). Both agreements are subject to approval by QGC
shareholders. QGC has subseguently issued an Explanatory Memorandum to shareholders giving
notice of a general meeting of its shareholders to be held on 2 March 2007,

On 15 February 2007 Santos made an alternative offer to QGC shareholders. That offer is subject
to ACCC approval. The ACCC announced on 20 February 2007 that it will oppose Santos’
proposed acquisition of QGC. AGL is considering what response, if any, implications this may have
for their Offer.

2243 Forrens Island Power Station

On 29 January 2007, AGL announced that it will purchase the 1,280MW Torrens Island Power
Station from TRUenergy including all development, gas storage and gas transportation rights for
$417 million. As part of the transaction, AGL has agreed to sell the 180MW Hallett Power Station
to TRUenergy for $117 million. Both transactions are expected to complete on 1 July 2007. The
acquisition of Torrens Island Power Station will increase AGL's total generation capacity, after
allowing for the sale of Hallett Power Station, by 1,100MW. This transaction is still subject to
ACCC approval.

2.2.4.4 Origin Enetgy Limited

On 4 January 2007, AGL announced it had approached Qrigin Energy Limited {Origin} in relation to
a proposed nil-premium scrip merger of AGL and Origin. On that day, Origin confirmed that it had
received an unsolicited approach from AGL and was undertaking an evaluation of the proposal in
order 1o assess whether to proceed with discussions.

On b February 2007, Origin confirmed that it had entered into discussions with AGL regarding its
proposal 1o merge the two companies.

AGL believes that the business case for a merger of eguals is compeliing and that the benefits
which would be released to both sets of shareholders are only available from an AGL/Origin
merger and cannot be uniocked by either company alone.

AGL also believes that the proposed merger will deliver material and sustainable benefits to the
shareholders of both AGL and Origin through the creation of a leading Australian integrated
energy company with substantial financial strength, robustness in earnings and ranking in the top
20 of the ASX.

Due to the highly complementary nature of the two businesses, AGL believes that the merger
could create approximately $150 million of annual synergies through the removal of duplicated
effort alone and would result in EPS accretion in excess of 10% for shareholders of both
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compantes. If it is able to work jointly with Origin, AGL believes that it could identify synergy
benefits substantially in excess of these duplication benefits.

AGL remains committed to the merger of equals proposal and believes that the benefits of this
proposal have been widely recognised by the market. However, given the status of discussions, a
range of outcomes remain possible and there is no certainty that these discussions will result in an
agreed merger of equals being announced.

ACCC implications

in order to overcome potential ACCC concerns regarding its proposal for the merger of AGL and
Origin, AGL is considering the divestment of a stand-alone generator/retailer with customers across
Australia (including Queensland), generation interests, gas supply and transport contracts, a
medium term gas and electricity hedging portfolio and necessary IT and call centre infrastructure,
AGL believes that the acquisition of Powerdirect will provide the merged entity with greater
flexibility with respect to optimising the ACCC solution. AGL i3 consideting an PO of the
generatot/retatler in order to maintain the independence of the newly created business and
maximise the value of the divestment,

To date, AGL has not engaged in substantive discussions with the ACCC, nor has it benefited from
Origin’s input into its ACCC proposal.
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3. etails of the Acquisition and rationale

3.1 The Acquisition

On 26 April 2006 the Queensiand Government announced s intention to privatise a substantial
part of the Energex and Ergon Energy retail energy businesses in two parts:

¢ First, the sale of Sun Retail and Sun Gasé and

¢ Second, the sale of Powerdirect Australia and Powerdirect Utility Services {together
“Powerdirect” .

AGL has executed a binding Share Sale Agreement to acquire Powerdirect from the Queensiand
Government for $1,200 million.

Powerdirect comprises four discrete businesses:

¢ Retail: 431,800 franchise residential, rural and SME accounts in Queensland and contestable
residential accounts in other states. Total load of 3.4 TWh:

¢ Small contestable business: 37,800 SME contestable accounts and 1.3 Twh of load:

¢ Large customers / wholesale: 3,600 customer accounts (including contestable and franchise
I&C customers) with 14 .42 Twh of load; and

¢ Power generation: access to four planis with total installed capacity of 43MW and the ability to
generate RECS and GECS.

A more detailed description of the Powerdirect businesses is set out in Section 5.

3.2 Restructuring

in late 2006, the Powerdirect retail business was restructured (together with the Sun Retall and
Ergon Energy Corporation Limited retail businesses) via:
¢ the transier in to Powerdirect from Sun Retail of:

- approximately 320,000 Queensiand Mass Market customers (together with associated
debtor balances, unbilled electricity liabilities and security deposit obligations); and

- hedge and green products (GECs and RECs) relating to the above customers.
The above transfers were effected by a State of Queensland Government transfer notice dated 1
November 2006.
¢ the transfer out (io Ergon Energy (Queensiand) Limited) from Powerdirect of:

- approximately 600,000 Mass Market customers in regional Queensland (together with
associated debtor balances, unbilled electricity liabilities and security deposit obligations),

- hedge and green products relating to the above customers;
— 26 power purchase agreements; and
- shares in certain subsidiaries and related assets and obligations.

5 Note: whilst the sale processes for Sun Retail and Sun Gas were ruh concurrenily, these assets were not
sold as a package. Origin Energy was the successful bidder for Sun Retail and AGL was the successiul bidder
for Sun Gas.

" Note: Powerdirect Australia and Powerdirect Utility Services were sold as a package

& Estimated as at January 2007
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The above transfers were also effected by a Queensiand Government transfer notice dated 1
November 2006,

3.3 Strategic rationale

The following outlines the key strategic benefits for AGL in undertaking the Acquisition.
3.31 Acquire significant scale in fast growing Queensland market

2317 Significant presence in Queensland electricity retail market

The Acquisition provides AGL with a significant electricity customer base in Queensland. AGL
believes that an acquisitive growth strateqgy, rather than an organic growth strategy, is
advantageous as it provides:

¢ significantly higher and earlier scale benefits;

¢ significant market share that would be difficult to achieve, even in the longer term, as a new
entrant: and

¢ asubstantial base of "sticky” customers who are unlikely to switch retailers, even in the longer
term.
2312 Consolidate AGL’s position as leading Australian energy retailer

Prior to the Acguisition, AGL had the largest retail customer base in Australia with 3.6 million gas
and electricity accounts nationally (including 100% of retail joint venture customer accounts, being
its 50% interest in ActewAGL and 33% interest in AlintaAGL).

As the below chart shows, the Acguisition will increase AGL’s customer base to approximately 4.1
mitlion gas and electricity customer accounts, confirming AGL's leadership position as the largest
energy retailer by customer accounts in Ausiralia.

Figure 16 AGL" & Powerdirect combined customer profile?

Electricity as Electricity 3 Electricity  ©

Sourge: AGL managerment estimates
Note:

1 incladdes 100% of joint venture customer accounts, AGL has a S0% interest in the ActewAGL joint venture and 2 33% intersst
in AfirtaaGL

2 clstorner nurabers caleulated as a1 31 Decermnber 2006 for AGL customers in addition to Pewerdirect customers a4 per Table 1

3.3.2 Improves AGL's cost competitiveness

The Acquisition will increase the scale of AGL's retail business and enhance its competitive position
by reducing the average operating cost per Mass Market custorner account across its entire
business by approximately 4%.
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AGL's Project Phoenix customer management and billings systemns are expected to provide a
reduction in operating costs for Powerdirect over AGL’s estimated “day-one” costs, which includes
costs under the TSA, of around $23 million of cost savings per annurn {in real terms) on an
ongoing basis following full implementation of the Project Phoenix program and post integration
of the small contestable customer business in mid 2010.

Figure 17 Timeline for systems integration of Powerdirect

1 March 2007 ~ March 2008 Mid 2009
Financial close for the Expected migration of Qld Full implementation of
acquisition of franchise customers under Project Phoenix cost

Powerdirect TSA to AGL billing piatform savings program

Source: AGL managernent estimates

Due to its ability to operate the Powerdirect business on an incremental cost basis after migration
to the Phoenix system, the Acquisition will also reduce the average cost to serve per account for
AGL's existing customer base. As the chart below illustrates, AGL is expecting to capture two cost
savings on its average cost per account. First, the average cost per account is expected to reduce
from approximately $31 per account to approximately $68 per account as a resuft of the
implementation of the Phoenix system. Second, because a substantial portion of the AGL cost
base is comnprised of fixed costs, the addition of a further 431,800 customers from the Acquisition
will further reduce AGL's average cost per account.

Figure 18 AGL’s cost per account post transaction

Lot per account
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Sourge: AGL managernent estimates. Note graph not drawn to scale
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333 Higher value electricity customers than other competitive markets

Powerdirect’s residential electricity customers are expected to, on average, consume more
electricity per customer than AGL's customers in its current service areas of Victoria, South
Australia and New South Wales. This is largely due 1o the low level of gas penetration with only
around 160,000 of the South East Queensland Mass Market customers consuming both gas and
electricity.

Figure 19 Forecast average consumption (2807) in South
East Queensland and select NEM states -
MWh / annum per residential customey

SECLE WS S WL

Sourge: MMA (South East Queensland) (based on average consumption for Energex

residerstial customers, which is considerad by MMA {0 be a reasonzbie proxy

for comparison with Powerdirect residertial customersy, AGL ranagement

estirnates (AGL custormers in select NEM states)
Growth in electricity consumption is also forecast to continue to be strong. During the period 2000
- 2006, annual electricity consurnption grew by 4.3% per annum in South Fast Queensland. This
strong growth trend is set to continue with electricity consumption predicted to grow at
approximately 3.4% per annum over the next five years. In the period 1999 to 2005, average
residential consumption growth in South East Queensland was substantially higher than the
Australian average. Powerdirect’s service area contains several growth corridors, particularly along
the Bruce Highway to Caboolture, Marocochydore and Caloundra.

Figure 20 Total electricity delivered -~ Queensland and South East
Queensland
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Sougce: AL egtirnates {see Section 8 for fulf text of the MBAA report)

Powerdirect is expected to maintain or grow its market share in the Queensland contestable
market post the introduction of FRC. Including organic growth, Powerdirect expects 1o acquire at
least as many customers as it loses from contestability as Sun Retail provides a substantially larger
customer base from which to win new customers. Churn in the Powerdirect service area is
expected to be lower than the rest of the Energex distribution area given lower customer density.



AGL therefore expects to maintain its market share and increase its customer base in this fast
growing energy market.

3.3.4 Business opportunity to further penetrate SME market

Powerdirect's small contestable business has experienced considerable success, targeting SME
customers since commencing operations. The Directors believe that this can largely be attributed
to its strong product and service offering, matching business needs with targeted value adding
products.

Powerdirect provides AGL with a solid platform to grow its SME presence. The Powerdirect
business s focussed on the SME segment and the Directors believe that its success is driven by:

¢ strong understanding of SME value drivers;

¢ cffective channel management;

¢ highly developed sales processes;

¢ purpose built billing systerns;

¢ an entrepreneurial management team; and

¢ targeting customers that benefit from moving off the regulated tariff.

AGL plans to continue to operate the Powerdirect small contestable customer business as a distinct
business unit in accordance with the following business model:

¢+ Targeted SME business: the small contestable business will focus only on growing the
successful SME business, capitalising on its core competencies. Future contestable residential
activity is 1o be pursued within AGL’s current business structure

¢+ New business unit within AGL: the small contestable business will be managed separately
from AGL’s Mass Market customer operations to support the discrete SME business focus. This
will include having separate billing capability, sales and marketing and management teams.
Entrepreneurial sales and marketing employees will aiso be incentivised to continue to grow
the business

¢+ Integrate into AGL when business matures: Powerdirect’s cost per contract is currently
greater than $200. Integration into the AGL business {and Phoenix system) in the medium
term would realise significant operating cost savings. This is currently planned for 2010.

3.35 Integration of existing and potential developments in Queensland

The Acquisition is consistent with AGL's integrated energy strategy of matching downstream retatl
requirements with energy from upstream assets. The Powerdirect Queensland customer base
provides AGL with 19.1 TWh p.a. of demand and is expected to underpin opportunities to develop
or acquire electricity generation assets in Queensiand.
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Figure 21 Strategic fit of Powerdirect with AGL’s existing business
upsiream agl existing agl existing
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notes:
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plarts under constraction and the exclusion of Hallett Pawer Station
Z. imclades 100% of joint venture customer accounts (AGL has a 50% interest in the ActewAGL joint venture and g 33% interest in
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AGL is currently progressing plans to develop generation capacity in Queensiand, including:
¢+ Townsville, a 370 MW gas fired generation located at Townsville; and

¢+ Mica Creek power station, a joint venture with CS Energy to upgrade the 325MW Mica Creek
power station and an associated 70-100MW expansion.

The Acquisition will provide AGL with a Queensland retail customer base that will support future
generation development and participation in any future privatisation of generation capacity in
Gueensland.

The Acquisition also provides opportunities 1o unlock dual fuel benefits by marketing dual fuel
products to both Sun Gas and Powerdirect customers. AGL has approximately 70,800 gas
customers located in the Sun Retall service area.

3.36 Strong portfolio benefits with existing AGL business

Powerdirect has a total customer load of 19.1 TWh, compared to AGL's existing customer load of

21.7 TWh. The acquisition of this significant customer load, spread across several States, gives rise
to interstate and intrastate portfolio diversity benefits.

¢ Alarge 1I&C customer load complements a large Mass Market customer load due to the
different load shapes of each customer type. The effect of aggregating the two loads flattens
the total foad shape and reduces AGL's total hedging requirement across the portfolio {the
intrastate portfolio benefit).

¢+ The low/moderate correlation in extreme temperature conditions across the major cities
{particularly in summer) reduces AGL's need to purchase peak period cap contracts for a
national portfolio compared 1o the standalone case {the intersiate diversity benefit)

¢ The earnings risks associated with low electricity sales from a rmild summer are reduced due 1o
temnperature diversity across different States

The combined effect of these benefits creates significant value across the AGL wholesale portfolio.



Figure 22 Load comparison
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3.4 Transition and integration of Powerdirect
3.4.1 Transitional Services

The approximately 390,000 customers transferred to Powerdirect from Sun Retail will continue to
require services provided by Energex and its related companies until migration of those customers
to AGL systems. Before this date, those approximately 390,000 customers will be subject to the
terms of:

¢ ihe Transition Services Agreement {"TSA");
¢ tihe Retail Allocation Agreement ("RAA™};, and

¢ other related agreements, such as the knergex Interim Coordination Agreement (" Energex
ICA™).

AGL intends to fully integrate Powerdirect’s Mass Market customers and I&C customers into its
Phoenix system as soon as possible. Powerdirect’s SME customers will be integrated into the
Phoenix system at a later date (see section 3.4.2).

Powerdirect has also identified that some services will be required from Ergon Energy for a short
transitional period following Completion, including:

¢ billing support for I&C customers; and
¢ 1T services in relation to infrastructure and applications support.

These services will be provided under the terms of the Powerdirect Sale Agreement.

3.4.2 Retaii Allocation Agreement

Energex’s legacy Mass Market customer billing and information systern, FACOM, cannot separately
recognise the Queensiand Mass Market customners of Sun Retail and Powerdirect. Energex is
currently undertaking a program of work to allow FACOM to identify different retailers for
Queensland Mass Market customers. Accordingly, for the period up until migration from FACOM
{by the expected introduction of FRC on 1 July 2007), Energex must continue to invaoice the
Gueensland Mass Market customers of both Sun Retail and Powerdirect, receive all Queensiand
Mass Market customer payments and make payments on behalf of Sun Retail and Powerdirect to
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NEMMCO, Energex and the Queensiand Government (for community service obligation payrments).
This arrangement is facilitated by the terms of the RAA.

A further conseguence of not being able to separate FACOM is that Sun Retail and Powerdirect
have been required to enter into an arrangement with NEMMCQ governing the deemed allocation
of financial responsibility to NEMMCO for electricity consumption by Queensland Mass Market
customers within the Energex distribution network. This allocation methodology is also facilitated
by the RAA and addressed in related documentation with NEMMCO,

Table 3 Key transition arrangements

Further details of each of these agreements are set out in Section 9.

AGL expects 1o achieve fuil migration of Powerdirect’s Mass Market customers to the Phoenix
system by March 2008.

Powerdirect's SME customers are currently supported by dedicated Powerdirect systems (ie, they
are not subject to the TSA arrangementis) and will be migrated into the Phoenix system by 30 June
2010. As part of the SME customer business plan, these operations will remain separate for an
extended period to promote the strong growth in this segment and support Powerdirect's current
sales and service structure.
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3.4.3 Restructuring and integration costs, cost savings and synergy benefits
AGL has provided for one-off costs relating to:

¢ resiructuring the Powerdirect business to drive labour efficiencies and reduce non-labour direct
costs: and

¢ integrating the Powerdirect customers into the Phoenix system. It is expected that migration to
the Phoenix system will take place by mid 2008, with full integration of the SME customer
business into the Phoenix system by mid 2010.

Integration costs to be incurred by AGL are estimated to total $31 million.

Table 4 Integration activities

Sourge: AGL managermert

Table 5 Integration planning

Sourge: AGL raanagernent estimates

35 Acquisition funding

The total purchase price for the Acquisition is $1,200 million. AGL is proposing to fund the
Acquisition using the following sources of funds:
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Table 6 Sources and uses

Sources Uses

Abm ASm

Offer 882 Acguisition of 1,200
Powerdirect’
Share Purchase Plan 75
Corporate Debt Fadility?? 269 Transaction expenses 26
Total 1,226 Total 1,226
Note:
1 Imcluddes starmp duty
z The amourt being drawn under the Corporate Debt Faciliy will be increased to the extent the amount raised under the Share
Purchase Plan is fess than $75 million

3 There are no conditions precedent to drawdown under the Corporate Debt Facility.
3.6 Sale and purchase agreement

The Acquisition is the subject of a Sale and Purchase Agreement with the Queensland Government

and Ergon Energy, the current owner of both Powerdirect Australia and Powerdirect Utility
Services. Completion of the Acquisition is expected to occur on 1 March 2007 and is subject only
to the release of Queensland Treasury Corporation from certain guarantee obligations provided to

NEMMCQO and contract counterpatiies on behaif of Powerdirect.

Further details of the Powerdirect Sale Agreement are set out in Section 9.
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This Section provides an overview of the Queensland electricity market. This is the primary market
in which Powerdirect operates and is also the only market serviced by Powerdirect in which AGL
did not, prior to the Acguisition, have substantial existing operations.

4.1 Introduction

Electricity consumption in Queensland {and particularly South East Queensland has experienced
strong historical growth, a trend that is expected to continue into the future. Queensland has
exhibited the highest population and housing growth rates in Australia which has driven strong
growth in electricity consumption. A greater number of households and increased use of air
conditioning have led to higher levels of peak demand and higher frequency of such demand
during summer months.

While current Queensland generation capacity is expected to be sufficient to meet forecast peak
electricity demand in the immediate future, MMA’s forecasts suggest that an additional 350MW of
generation capacity will be required in Queensland by 2012. The full text of the MMA Report is
set out in Section 8.

4.2 Queensland electricity sector

4.2.1 Key drivers of electricity demand

Key drivers contributing to Queensland’s strong growth in electricity demand include the
following:

¢ cconomic growth;,

¢ population growth;

¢ growth in number of residential dwellings; and

¢ growth in average household electricity consumption.

These drivers are discussed in further detall below.

42117 Economic growth

Over the past decade, the Queensiand economy has consistently outperformed the economies of
other NEM states? and is forecast to continue to do so over the next five years. Strong global
demand for Queensland’s resource exports and high world commodity prices have encouraged
strong growth in engineering, construction, mining and other trade related industries, and have
supported continued business investment into Queensland.

Estimates of Gross State Product by ABS show that the Queensland economy grew by
approximately 4.4% per annum between 2000 and 2006, compared with a rate of 2.8% per
annum in other NEM states. According to MMA, economic growth farecasts show that
Queensland is expected to remain strong at 3.8% per annum over the next five years compared
with a rate of 2.7% per annum in other NEM states.

The following chart sets out historical and forecast economic growth by state, and shows that
even though economic growth in Queensiand is forecast to reduce slightly from historical levels, it
is still expected to remain strong over the next five years relative to other NEM states.

# Statistical data relating to other AEM states is calculated on a weighted average basis
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Figure 23 Economic growth, Queensland and other NEM states {annual % growth
rate)
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MNIESR 2006 NEM repoert (forecast); ABS, Australian Mational Accounts, State Accounts, Publication 5220.0, Novermnber 2005
historical)

4212 Population growth

Consistent with the trend in economic growth, Queensland has also exhibited strong population
growth. Qver the period 2000 - 2006, Queensiand has experienced average population growth of
2.1% per annum compared with a rate of 1.2% per annum in other NEM states. Over the same
period South Fast Queensland exhibited higher population growth of 2.4% per annum.

Although forecast to decline slightly over the next five years, the population growth rate in
Queensland is expected to remain strong at 1.9% per annum compared with a rate of 1.0% per
annum in other NEM states. Population growth in South East Queensland is also expected to
remain the highest in NEM states over the next five years at 2.0% per annum.
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The following chart sets out historical and forecast population growth in the NEM state.

Figure 24 Population growth, Queensiand and other NEM states (annuai %
growth rate)
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4213 Dwelling growth

Strong population growth has resulted in Queensland having higher growth in residential dwelling
investment than other NEM states. In addition, the number of people per household has reduced
over iime leading to further growth in the number of residential dwellings. Average growth in
residential dwellings for the period 2000-2006 was 2.6% per annum for Queensland and 2.7%
per annum for South Fast Queensland, compared with a rate of 1.8% per annum in other NEM
states.

The rate of growth in the number of residential dwellings in Queensland is forecast o decrease
stightly over the period 2007-2012, but is still expected to remain the highest level of growth of all
NEM states.

Figure 10 shows that between 2000 - 2006 Queensiand and South East Queensland experienced
higher growth in the number of dwellings than other NEM states, and that this trend is forecast to
continue over the next five years with growth rates of approximately 2.3% per annum for
Queensland and 2.2% per annum for South East Queensland, compared with a growth rate of
1.5% per annum in other NEM states.
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Figure 25 Growth in Number of Dwellings, Queensland and other NEM states {annual
% growth rate}
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Source:  Extracted from MBMA report {see Section 8 for fuil text af the MKA report);
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4214 Growth in average household electricity consumption

According to MMA, a combination of strong economic growth and increasingly affluent
households has given rise to increased average household consumption, with average household
consumption in South East Queensiand increasing by 1.7% per annum over the period 1999-
2005 compared with a growth rate of 0.4% per annum in the NEM over the same period. South
East Queensland’s growth is primarily related to the increased use of air conditioning and other
high energy use appliances combined with the increased frequency of usage of such appliances.

As outlined in the MMA Report, while average household consumption is expected to continue
growing over the longer term, the forecast growth rate is expected to moderate somewhat
compared with historical rates due to factors such as:

¢ air conditioning penetration approaching market saturation; and

¢ the Queensiand Government’s Sustainable Housing Initiative which reguires new homes to be
more energy efficient.

4.2.2 Impact on Queensiand electricity consumption

The combination of the above electricity consumption drivers has produced the high levels of
growth in Queensland electricity consumption, with South Fast Queensiand being the fastest
growing region in the state.

During the period 2000 - 2006, annual electricity consumption grew at approximately 4.3% per
annum in South East Queensland and 2.9% per annum in the remainder of the State. This strong
growth trend is set to continue with forecast electricity consumption over the next five years
expected to grow at approximately 3.4% per annum in South East Queensland and 2.4% per
annum in the remainder of the State. The following chart sets out historical and forecast electricity
consumption in South East Queensiand and the remainder of the State.

= Refers to growth in average usage per customer in the South £ast Queensiand (Energex region) residential markeat (as oldlined in the
MBAA veporty
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Figure 26 Total electricity delivered — Queensiand and South East Queensiand
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4.2.3 Suppiy/demand balance

Queensland currently has approximately 10,000MW of instalied generation capacity,
approximately 8,000MW (or 80%) of which is base load. Given the anticipated growth in demand
for electricity, MMA predicts that approximately 950MW of new generation capacity will be
required by 2012 (in addition to already cornmitied generation). Much of this will need to be met

with peaking capacity due 1o the faster growing peak demand requirements. See Section 8 for full
text of the MMA Report.

MMA's forecast supply-demand outlook for Queensland is set out in the chart below, and shows
that, given the current planned generation profile, additional generation capacity will be required
in 2010 to meet a3 maximum dermand rate with a 50% probability of exceedance and additional

capacity will be required in 2009 to meet a maximum demand rate with a 10% probability of
exceedance,

Figure 27 Queensland summer demand supply outlook
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The following chart depicts the AFMA forward electricity contract curve by State for calendar years
2008-2011, which reflects industry participants’ views on the cost of hedging their forward pricing
exposure during this period of time. The chart tHustrates that it is expected that Queensland’s
peak and off-peak forward prices will remain the lowest of all kastern States. This view Is
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consistent with MMA's expectation that generation and transmission capacity will be sufficient to
support Queensiand’s load requirements in the foreseeable future.

Figure 28 AFMA forward electricity contract prices
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4.2.4 Regulatory environment

Currently the Australian electricity industry is requiated at both State and national levels. State and
Territories regulate some or all of the following:

¢ distribution networks, retail licences, retall tariffs, and environmental standards; and
¢ cligibility and timetables for customer contestability.

The Queensland electricity industry is governed by a comprehensive legistative framework, which is
currently undergoing a number of changes in preparation for the introduction of full retad
competition ("FRC”) on 1 July 2007, under which all retadl electricity customers will be eligible o
select their retailer of choice. A final draft of the revised Flectricity industry Code was released on
6 February 2007 setting out many of the new measures that will support the implementation of
FRC.

Management believes that the key regulatory elements impacting Powerdirect are the introduction
of FRC and maximum uniform tarif! policy. These are discussed in further detail below.

4241 Full Retail Competition

Consistent with the trend in other NEM States, larger IRC customers {i.e. those using 100MWHh per
annum or more) in Queensland have been progressively released for contestability over the past
nine years. Custorners have the option, but not the obligation, to elect to move from a tariff
pricing structure onto market contracts.

In Queensland, electricity customers have historically been broadly divided into two groups:

¢ [&C customers consuming greater than 100MWh per annum

- This customer base consists of both franchise and market contract customers. While all large
I&C customers have been released for contestability, for a broad variety of reasons, many
remain on franchise tariffs rather than electing to become contestable customers and
entering into market contracts

¢ Residential and SME customers consuming less than 100MWh per annum

- these customers are subject to tariff prices {see Section 4.2.4.2) and, in general, cannot
currently choose their own electricity retailer

- The Queensiand Government has announced that it will introduce FRC for electricity and gas
from 1 July 2007. On the introduction of FRC, all electricity customers who have not
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previously been released for contestability {i.e. residential and SME customers) will be eligible
to elect 1o become contestable and enter into market contracts. Accordingly, these
customers will have the option, but not the obligation, (o move from tariff pricing to market
contracts with their retailer of choice

Under FRC, electricity retailers may experience churn as customers will be able 1o choose
alternative electricity retailers {'churn out’). Likewise, electricity retailers will also be in a position to
win customers from competing electricity retatlers (‘churn in).

4242 Maximum uniform tariff (“MUT”)

As outlined above, tariff pricing is currently applied to Mass Market customers and 1&C customers
who have not elected to move to a market contract.

The Queensiand Government’s MUT policy sets the maximum tariff that may be charged by
Queensland electricity retailers to customers not yet on market contracts. Under the MUT, prices
will be approved annually by the Queensiand Minister for Mines and Energy with the MUT being
escalated each year in accordance with the annual movement in the “Total Retall Cost Index”.
The Total Retail Cost Index will be determined by the Queensland Competition Authority (QCA)
and will take account of changes in wholesale costs, network charges, retail costs and other costs
that the QCA considers 1o be relevant.

it is expected that the MUT price for FY2008 will be approved by the Minister in June 2007.

The current MUT will form the basis for FYO8 tariffs, by being escalated in accordance with the
total Retail Cost Index determined for FYO7.
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5. escription of Powerdirect

5.1 Overview

Powerdirect consists of four discrete businesses, as described below.

Table 7 Summary of Powerdirect!
Retail

Small contestable

Large tustomers / wholesale

Power generation

1 Load figures for all segments are estisnated for year ta 30 June 2007 except for large customers which are as at January 2007

z Retzil franchise custoraer account numbers are based on premises as at 30 June 2007, st prior to FRC commencemerst

3 Cortestabde residential accounts and SME contestable accounts are at January 2007 and represent NMIs. includes NMIs in
tranisfer process

4 Estimated as at January 2007

5 The asset are not owned by Powerdirect but it has the righis to energy and green products produced by the assets

5.2 Retail

5.2.1 Powerdirect Retail customer base

Powerdirect’s Retail electricity customer base comprises a portfolio of approximately 431,800 Mass
Market customer accounts, comprising:

¢ 365,800 Queensiand franchise residential and rural accounts;
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¢ 30,400 Queensland franchise SME accounts; and

¢ 35,600 contesiable residential accounts in other states.

The majority of the Powerdirect franchise customers reside in the high population growth region
of South Fast Queensland, including northern Brisbane and along the Bruce Highway to

Caboolture, Maroochydore and Caloundra.

Figure 29

Powerdirect Mass Market area of supply

The composition of Powerdirect’s retail electricity customer base by number of customer accounts

and by consumption is provided below.
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When FRC is introduced {which is expected to be on 1 July 2007}, all Queensiand Mass Market
customers {i.e. residential and SME customers) will become contestable, including the Mass Market
customers of Sun Retall and Ergon Energy {Queensiand) Limited. These Mass Market customers
will be able to select their retailer and/or choose to move from a regulated tariff to a market
contract. Under the Queensland market rules, small customers {ie. customers consuming less than
100MWh per annum) who have entered into a market contract are permitted to revert (o a
regulated tariff on the expiry or termination of that market contract.

5211 Expected growth

South Fast Queensiand Mass Market customers are estimated to have higher average consumption
per capita than Mass Market customers in other NEM States, which is due to reiatively low gas
penetration.

Queensland is also the fastest growing market in the NEM, with population, consumption per
capita, dwelling, and economic growth rates well above the NEM average see section 4. The
Powerdirect service area benefits from the high growth experienced inn South East Queensiand in
particular, and contains several growth corridors, particularly along the Bruce Highway to
Caboolture, Maroochydore and Caloundra. Electricity demand growth in South East Queensland is
forecast to be 3.4% per annum for the next five years {see section 4.

AGL expects to benelit from the strong organic growth in the region and has a strategic plan to
capture this growth.

5212 Expected chum activity post FRC commencement

Including organic growth, AGL expects to acquire at least as many Mass Market customers as it
loses through churn given that the Sun Retail franchise area represents a considerably larger
customer base from which Powerdirect can win new customers. As Powerdirect’s Mass Market
customers are less geographically concentrated, it is anticipated that churn in the Powerdirect
service area will be lower than churn in the Sun Retail franchise area. In addition to this lower
chum position, AGL expects to benefit from the strong economic growth forecast in the South
East Queensland region, providing strong organic growth opportunities.

Figure 32 Historic electricity churn rates — Queensland market
churn expected to commence high and settle in iong-
term at about 15%
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5213 Scale benefits and additional synergies

The 431,800 strong customer account base will afford AGL the opportunity to achieve significant
scale benefits, in addition to the cost savings expected from Project Phoenix. The migration of the
existing Powerdirect Mass Market Queensland customers under the TSA to the Phoenix system is
scheduled 1o occur in March 2008, Powerdirect’s residential customers in NSW, Victoria and SA
will be migrated onto AGL’s billing platform by June 2008.

The transition onto the Phoenix system, combined with the scale benefits derived from the
Acquisition is expected to reduce AGL’s average cost per account significantly below the current
levels of around $91 {(see section 3).

5214 Dual fuel opportunities

With its acquisition of Sun Gas on 1 February 2007, AGL s inn a position {o market dual fuel
products to its approximately 70,800 Sun Gas customers located in the Sun Retall franchise area
and to the Origin Energy gas custorners located in the Powerdirect service area.

5.3 Small contestable business

The small contestable customer business comprises 37,800 contestable SME customer accounts
spread across NSW {including ACT), VIC and SA. Strong growth is expected from winning
customers in the Sun Retall franchise area in Queensland when FRC commences.

Powerdirect’s small contestable business is based on the former Australian Energy business
acquired by Ergon Energy in April 2006 and is centred on an SME focused business model which
provides business customers with tailored products and service levels best suited to their needs.
The Directors believe that Powerdirect has been successful in targeting customers that benefit from
moving to “time of use” tariff, offering lower tarifis to customers that require electricity outside of
peak periods as there is an associated lower cost of supply.

Management has built an operational platform with highly trained staff, sales and marketing
campaigns and [T systems to continue to capitalise on growth opportunities in this SME segment.
5311 Business mode/

Powerdirect’s small contestable customer business provides AGE with a market ready entry
platform. Success has largely been achieved through:

¢ Strong understanding of SME value drivers;

¢ FEffective channel management;

+ Highly developed sales processes,;

¢ Purpose built billing system;

¢+ An entrepreneurial management team; and

¢ Targeting customers that benefit from moving off regulated tariffs.

Powerdirect’s small contestable business model complements AGL's strength in residential Mass
Market customer retailing. To preserve the business model and provide the maximum opporiunity
for success, the small contestable business will be kept operationally separate during the initial
growth period to capitalise on its core competencies and to allow it to continue to follow its
current strategy. When the business reaches maturity, presently anticipated to be in 2010, it will
be integrated into the Phoenix system and benefit fully from the lower AGL cost base.
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5.4 Large customer / wholesale business

The large customer / wholesale business is a key supplier of electricity to large I&C customers
across the NEM. The current customer load is 14.47 TWh per annum spread as follows:

¢+ 8.8 TWh Queensland load (8.4 TWh contestable, 0.4 Twh franchise)

¢ 3.5 TWh NSW contestable load

¢ 1.7 TWh Victoria contestable load

¢+ 0.4 TWh South Australia contestable load

This load compares to AGL Energy’s existing total load of approximately 21.7 TWh per annum.

Although all IRC customers are currently contestable, some Queensland 1&C custormers have
chosen to remain on MUT pricing rather than entering into market contracts. Within the
Powerdirect business, these franchise 1&C customers will account for 0.4 TWh in FY2007.

Figure 33 Electricity customers Figure 34 Electricity customers by
accounis by segment (‘000) consumption (TWh)

Total = 14.4

Tetal = 3.6 NSW

NSV 35

2.4

5.4.1 Portfolio benefits

Flectricity consumption by Mass Market customers and 1&C customers often peaks at different
times during the day. As with other States where AGL has load in both of these segments,
Queensland Mass Market customer and 1&C customer load profiles give rise to diversity benefits
through the aggregation of those customer loads. The overlay of a large flat I&C customer load on
a peakier Mass Market customer load has the effect of reducing relative volatility in the entire
Queensland portiolio and thereby reducing the cost of hedging.

The effect of acquiring a business with large scale load presence across several states gives rise to
geographic interstate diversity benefits. This results from the low/moderate correlation in extremne
temperature conditions across the major cities {particularly in summer) which reduces the need to
purchase peak period hedge contracts for a national portfolio compared to the standalone case.

In addition, the earnings risks associated with low electricity sales from rmild weather are reduced
due to temperature diversity across different States.

The combined effect of both benefits realises significant value across the AGL portfolio.
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5.4.2 Eiectricity hedging arrangements

Historically, Powerdirect {Under each of its previous ownership structures) has managed its
electricity pool price risk through the use of electricity hedges, including over-the-counter
derivatives, futures and structured products. 1t is intended that Powerdirect’s portfolio of wholesale
electricity hedging contracts will be integrated with AGL's existing national hedge portfolio.

Powerdirect’s wholesale position is substantially hedged until June 2007. Some residual exposure
exists thereafter but it is considered manageable and within risk tolerances. AGL has further
mitigated this risk through the acquisition of hedge cover for 2008 to 2010. AGL will secure
additional cover to hedge Powerdirect’s expected electricity demand. Onice integrated into AGL’s
existing hedging portfolio:

¢+ AGL will manage Powerdirect’s hedging position 1o ensure it is aligned with AGL’s strict
hedging policy; and

¢ AGL's strict earning at risk limits will apply.

In addition to financial hedging arrangements to manage exposure to wholesale prices, AGL
intends to leverage its vertical integration strategy through greenfield gas and renewables
generation development. AGL has a long term strategy to own generation assets in Queensland
which will assist in the management of this load in the future.

5.5 Power generation business

Powerdirect Utility Services owns three generation plants and has rights to one other in
Queensland with a combined capacity of 43MW. All plants are covered by long term PPAs or
tolling agreements and have in place long term fue!l supply arrangements. Two of the plants use
biormass as a principal source of fuel.

The power generation business will provide AGL with access to this growing and important
technology and enhance its portfolio of renewable generation assets. The Directors consider that
developrment in this market segment will also help mitigate any future impost coming from a
carbon constrained environment. Powerdirect Utility Services contains the following stable of
projects:

¢+ Moranbah Gas Project — 12MW gas fired power plant, developed in two stages, with
commissioning for each stage in October 2004 and April 2005. The project is covered by a 15
year tolling agreement. Gas is supplied to the plant via a supply agreement with AGL and CH4
Pty Ltd, who are also the principal offtakers;

¢ Isis Project — 25MW cogeneration plant, commissioned in June 2006. The project is covered by
a 20 year PPA. The plant generates electricity from steam supplied by the Isis Central Sugar
Mill, primarily using bagasse as fuel. The project had experienced blade failures during
commissioning which are currently being rectified by the supplier under warranty;

¢ Suncoast Gold Project — 1.5MW cogeneration plant, commissioned in October 2003, The
project is covered by a 20 year tolling arrangement. The plant is fuelled by nut shells supplied
by Suncoast Gold Macadamias (Australia) Ltd; and

¢+ KR Castlemaine — 4 5MW cogeneration plant, commissioned in November 2006 and operated
by DDC Energy Services Pty Limited. The project, located on the site of the KR Castlemaine
Foods Pty Ltd ("KR Castlemaine") abattolr, is covered by a 15 year energy supply agreement.
The plant is fuelled by gas purchased from Origin. KR Castlemaine has advised that it will be
relocating its smallgoods production from Toowoamba during 2007 and will concurrently be
seeking to sell its abattoir. The impact of this change is still being assessed by Powerdirect and
is not expected to be material (Powerdirect does not own the relevant generation facility and is
therefore largely insulated from stranded asset risk).
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Figure 35 Location of generation assets
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6. Financial Information

6.1 Overview

This Section contains pro forma financial information of the combined businesses of AGL, Sun Gas
and Powerdirect, and comprises the:

¢ Pro forma Income Staternent of AGL for the half year ended 31 December 2006 prior o the
impact of Sun Gas and Powerdirect;

¢ Balance Sheet of AGL as at 31 December 2006 prior to the impact of the acquisition of Sun Gas
and Powerdirect, and the funding thereof ;

¢ A pro forma combined balance sheet adjusted to reflect the anticipated impacts of:

- the acquisition of Sun Gas (“Sun Gas Fair Value Balance Sheet”) and the acqguisition of
Powerdirect {“Powerdirect Fair Value Balance Sheet”) {"Pro Forma Acguisition
Adjustments™}; and

- the funding of the acquisitions of Sun Gas and Powerdirect through the Offer and the draw
down of debt (" Pro Forma Funding Adjustments")

assuming such transactions had occurred as at 31 December 2006 (“Pro Forma Combined
Balance Sheet”);

The pro forma financial information has been prepared in order to provide investors with an
indication of the potential impact of the acquisitions on the financial position and net debt of AGL
Companies. The pro forma financial information does not illustrate the financial position that
would have been in place had the acquisitions occurred at 371 Decemnber 2006, nor does it
tHustrate the financial position that will be in place upon completion of the acquisitions principally
because:

¢ the assets and labilities of Sun Gas and Powerdirect to be acquired will be those in existence as
at the date of transaction completion, which is expected to occur in February 2007 and March
2007 respectively; and

¢ the determination of the fair value of the assets and liabilities acguired, including intangible
assets, will need to be finalised. As discussed at Section 6.3.2, the valuation of assets, in
particular intangible assets, can be a complex and time consuming exercise that will need to be
completed by AGL post transaction. For the purpose of preparing the Pro Forma Combined
Balance Sheet, the unaudited book values of Sun Gas and Powerdirect assets and liabllities
have been used. These values have then been provisionally restated to their estimated fair
vaiue by AGL management.

it is not expected that the financial position of AGL upon compietion of the acquisitions will be
materially different to the Pro Forma Combined Balance Sheet presented in this Prospectus.

The pro forma historical financial information presented does niot include any historical financial
information in relation o the earnings and cash flows of Sun Gas and Powerdirect as the Directors
believe that the significant structural and operations changes proposed to the Sun Gas and
Powerdirect businesses render the limited unaudited historical financial information made available
to AGL by Queensiand Treasury during the sale process to be potentially misleading to potential
investors.

Under section 712 of the Corporations Act, the half yearly results announcement released by the
Company on 19 February 2007 are incorporated into this Prospectus by virtue of their having been
filed with ASIC. This announcement contains detailed information about the Company’s financial
performance and financial position for the haif year to 31 December 2006, including the balance
sheet, profit and loss statement and cash flow statements.
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6.2 Basis of preparation

The pro forma financial information that is presented in this Section has been prepared in
accordance with the measurement and recognition principles of A-IFRS.

The pro forma financial information is presented in an abbreviated form and does not comply with
all the presentation and disclosure requirements of A-IFRS and the Corporations Act.

6.3 Pro Forma Balance Sheets

Table 8 below sets out the AGL Companies Balance Sheet and Pro Forma Combined Balance
Sheet.

The AGL Companies Balance Sheet has been extracted from the AGL Appendix 4D for the half
year ended 31 December 2006. This information has not been subject to audit but was reviewed
by Deloitte Touche Tohmatsu. The Pro Forma Combined Balance Sheet has been prepared using
the same accounting policies as disclosed in the AGL Appendix 4D for the half year ended 31
December 2006.

The Pro Forma Acqguisition Adjustments were compiled by AGL management based on limited
unaudited financial information made available to AGL by Queensland Treasury during the Sun
Gas and Powerdirect sale processes. Refer to Section 7 of the Prospectus for risks associated with
this information.

The Pro Forma Funding Adjustments were prepared by AGL management based on the terms of
the Offer and expected drawdown of debt under existing debt facilities.

The Pro Forma Combined Balance Sheet does not reflect the proposed acquisition of a 27.5%
interest in QGC (refer to Section 2.2.4.2 of the Prospectus) or the proposed acquisition of the
Torrens Istand Power Station and the sale of the Hallet Power Station. These transactions have
been excluded from the Pro Forma Combined Balance Sheet on the basis that they are subject to
the approval of the QGC shareholders and the ACCC respectively.

Table 8 Summary Pro Forma Balance Sheets as at 31 December 2006
$ miflion AGL ' Sun Gas Fair .. -Pro Forma |
Companies Valug - i - Combinad

Balance - Balance - e Balancs -

Shaet
Curront Asseats
Cash and cash equivalents 1466
Trade and other receivables 8298
tnventories 218
Other financial assets 3784
Other assels 0o
Total Current Assats 1,3886.7
Non-Current Assets
Trade and other receivables 04
investments accounted for using the equity method 3412
Exploration and evaluation assets 859
Ol and gas assats 5528
Properly, plant and equipment 1,1334
intangible assets 21147
Other financial assets 4240
Other assels 215

2 Reflects the acquisition of Sun Gas and the funding of this acquisition by means of the drawdown of debt.

¥ Reflects the acquisition of Powerdirect and the funding of this acquisition by means of the Offer $921.1
million (comprising gross proceeds of $936.0 million from the Offer less transaction costs of $14.9 million
{after tax)y and the drawdown of deb? of $291.0 million
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% miffion AGL ' Sun Gas Fair .. Powerdirect . "Pro Forma .

Companies """ “Valug - FairValug . Combinad -
Balance ., _'_Balanca (ooooBalance . Balance -
Sheet Sheet” Sheat™ Sheet
Total Nen-Current Assats 4,653.9 716 1,220.7 58462
Total Assets 6,040.6 1011 1.432.7 75744
Current Liabilities e e e T T T e
Trade and other payables 4857 . TH47.0 -
Borrowings 374 A I
Provigions 24.8 T30
Current tax payables 326 328
Other financial kabilities 3723 -
Other habilities 08
Total Currert Liabilities 1,233.6
Non-Current Liabilities
Trade and other payables 0.0
Borrowings 1.403.1
Provisions AR
Other financial abllities 401
Deferred tax liabilities 180.5
Other habilities 218
Total Nen-Current Liabilities 18717 853 2898.7 20558
Total Liabilities 2,8053 1011 511.8 3,518.0
Net Assets 3,435.3 - g24.1 40864
Equity
tesued capital 28240
Reaserves 469
Retained earnings 164.4
Total Equity 3,135.3
6.3.1 Description of material adjustments

The pro forma adjustments made to the AGL Companies balance sheet as at 31 December 2006
{extracted from the Appendix 4D for the half year ended 31 Decernber 2006) in preparation of the
Pro Forma Combined Balance Sheet, are summarised below:

6.3.1.1 Pro Forma Acquisition Adjustments

¢ The acquisition of Sun Gas for an initial purchase consideration of $75 million, plus direct costs
incurred in consummating the acquisition of $1.9 million, and an estimate of the working
capital adjustment of $2.6 million resulting in a total cost of acquisition of $79.5 million.

¢ The acquisition of Powerdirect for total purchase consideration of $1,200 million, plus direct
costs incurred in consummating the acquisition of $6 million, resulting in a total cost of
acguisition of $1,206 million.

¢ The assumed acquisition and consolidation of the unaudited balance sheet of Powerdirect as at
31 December 2006 increased AGL's net assets by $921.1 million, including the recognition of
intangible assets {including goodwilly of $1,088.8 million.

¢ The actual nature and guantum of identifiable intangible assets and residual goodwill to be
recognised in AGL Companies’ financial statements will be determined with reference to the
fair value of all assets, liabilities and contingent liabilities acquired at the date of transaction
completion. A formal analysis of the fair value of the net assetls acquired will be performed
post transaction completion, and will assess the value of all assets, liabilities and contingent
liabilities acguired.  Any adjustment to these fair values will likely have an equal and opposite
impact on goodwill recorded on the acquisition of Sun Gas and Powerdirect. Accordingly, any
such adjustments will likely have no impact on the aggregate net assets of AGL but could have
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an impact on any potential amortisation charges in future financial periods. A description of
the nature of potential intangible assets which rmay be identified is set out in Section 6.3.2.

6312 Pro Forma Funding Adjustments

¢ Theissue of 56,555,000 New Shares at an assumed price of $16.55 per New Share under the
Offer, raising gross proceeds of $936 million. Upon completion of the Offer, AGL will have
433 555 467 Shares on issue.

¢+ The draw down of $291 million of debt under existing debt facilities.

¢ The payment of transaction costs directly related to the Offer of $21 million {(before tax),
recorded as an offset against the amount of equity raised

As noted in Section 1.8, AGL intends to provide AGL Shareholders with an opportunity to
participate in an offer to acquire shares under a Share Purchase Plan. The Share Purchase Plan
offer, which is yet to be made to AGL Shareholders, is not the subject of this Prospectus and
accordingly has not been reflected in the Pro Forma Combined Balance Sheet.

Upon completion of the Share Purchase Plan offer, net proceeds raised will be a further source of
funding for the Powerdirect Acquisition, and will reduce the debt drawn under the Corporate Debt
Facility at transaction completion.

6.3.2 Acguisition accounting

Provisional fair values of Sun Gas and Powerdirect net assets at 1 February 2007 and 1 March
2007 respectively have been used for the purpose of preparing the Pro Forma Combined Balance
Sheet. Under the Australian accounting standard AASB 3 Business Combinations, alt of the Sun
Gas and Powerdirect identifiable assets, liabilities and contingent liabilities, induding intangible
assets, will need to be identified and recorded at fair value. The purchase price will then be
allocated to the fair value of these assets, labilities, and contingent liabilities with any residual
allocated to goodwill.

The identification and valuation of such assets can be a complex and time-consuming process that
may require specialist skills and detailed information about the businesses acquired, which
currently is not avallable to AGL. In addition, each of the identifiable intangibles acguired may
have a limited life and must be amortised over that life in contrast to goodwill, which is not
amortised under A-IFRS. The identification and valuation process will therefore be undertaken
after the acquisitions of Sun Gas and Powerdirect complete.

The types of intangible assets that may be acquired as part of the acquisitions of Sun Gas and
Powerdirect are set out below. These examples are not intended to be exhaustive:

- customer contracts

- customer lists

- supplier contracts

- computer software and technology
The final determination of the fair value of assets, liabilities and contingent liabilities acguired may
significantly vary the carrying value of the assets and liabilities acquired. The
amortisation/depreciation of certain assets may impact the profitability of the business going
forward.

6.4 Pro Forma Income Statement (excluding Powerdirect and Sun Gas)

The controlled entities of AGL as at 31 December 2006 were acguired by the Company at various
dates prior to the completion of the demerger transaction on 25 Octaber 2006. Therefore, the
statutory results for the half year ended 31 December 2006 are not representative of what the
reported results would have been if the controlled entities had been held by the Company for the
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entire half year period. The following pro forma Income Statement presents the results of the
Company and its subsidiaries as if these subsidiaries had formed part of the group for the entire
haif year ended 31 December 2006.

Table 9 AGL Pro Forma Income Statement for the half year ending 31 December
2006
L Pro forma
. 'December 2006 -
& months to {millions}
Bavenue e -2,224.4 "
boemes e 18109
ERITHARW : 4141
Coir S

- Retall {Table 10)

- Merchant {Tabls 11) . s )

- Ene{gy Investrents e - a5z

Ccomente 2
Total EBITHW -
Einance costs® IR -._.(28.1}
Taemenss® (1018
Profit after income tax ST 197.4 -
Less: significant tems® (62.5)

NEAT (pro forma)

Underlying basic Eps® . :
Underlying basic EPS pre significant items U T aR 2

interim dividend per share™ B
Franking 100%
6.4.1 Pro forma Income Statement Adjustments

{1) The AGL statutory result {as per ASX Appendix 4D) for the six months ended 31 December only
reflect subsidiary comparies in the AGL Group during that six month period. Not all of these
subsidiaries were in AGL for the full six month period {refer Note 13 statutory accounts per ASX
Appendix 4D} as they were transiticning in at varying dates in preparation for demerger.
Accordingly and where applicable pro forma (interim) numbers for the six months ended 31
Decernber 2006 have been detailed in this table.

{2} AGL in the half year ending 31 December 2006 and going forward, has elected to report
financial results externally as it reports and manages iis business internally. Accordingly the
numbers reported in this presentation are on the same basis as reported in the Old AGL Scheme
Booklet {dated 29 Auqust 2006} with regard transfer pricing for wholesale energy costs between
the merchant energy and retail energy business units. Under these transfer pricing arrangements
the benefit flowing from AGL’s gas and electricity trading activities are retained in the merchant
energy business unit. The transfer pricing methodology previously adopted by The Australian Gas
Light Company (i.e. Old AGL) in its external profit reporting to market and as detailed in the
‘management vs statutory reconciliations/commentary’ in the demerger scheme booklet release
presentation (29 August 2006) and in the supplementary scheme booklet (dated 27 September
2006) is now redundant.

(3) Excluding significant items {refer to note 7}

{4} Includes corporate costs calculated by aggregating the actual corporate costs post demerger to
31 December 2006 and corporate costs calculated by allocating 70% to AGL and 30% 1o Old AGL
from 1 July 2006 to the date of the demerger as set out in the Old AGL Scheme Booklet dated 29

August 2006
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{5) Finance costs are calculated by combing the actual interest expense post demerger to 31
December 2006 ($20.3 million} with the additional scheme booklet interest from 1 July to
demerger (7.8 million).

(6} Tax expense is calculated as 29% of EBIT for all business units with the exception of PNG which
is 55%

{7} Significant items comprise:

Demerger/ Merger costs $70.5m
Redundancy/ Restructuring cost $12.7m
PNG FEED costs $6.0m
Significant items before tax $89.2m
Less applicable tax $(26.6Mm
Significant ttems after tax $62.6m

{8) The weighted average number of ordinary shares used to calculate underlying basic EPS is
427.2 million. This weighted number of ordinary shares was calculated by reference to the number
of shares on issue by The Australian Gas Light Company up to the demerger date and the number
of shares on issue by AGL post demerger.

{9) The Directors have dedared an interim dividend of 9.5 cents per share for the half year, franked
to 100%. This dividend relates to earnings of AGL Energy Limited for the period 26 October 2006
until 31 December 2006. A dividend of 25.5 cents per share was paid by the Australian Gas Light
Company on 23 October 2006 in respect to earnings of The Australian Gas Light Company for the
period 1 July 2006 o 25 Octoher 2006. The record date to determine Shareholders” entitlements
to the interim dividend is 3 March 2007 with payment on 22 March 2007. Shares will commence
trading ex-dividend to the interim dividend on 5 March 2006.

6.4.2 AGL Retail Energy and Merchant Pro Forma Income Statements

Table 10 Retail Energy — Pro Forma Income Statement (excluding significant items)

AGL's retall energy business is responsible for serving and AGL's downstream gas and efectricity
markets. Retall Energy currently services residential, small business and commercial customers
across New South Wales, Victorla, South Australia and Queensiand, and customers in ACT and
Western Australia through joint venture arrangements.

The table below presents the pro forma results of AGL's retail energy business for the half years
ended 31 December 2006 and 2005 respectively:

Pro Forma Pro Forma Change

Dacember Dacember {%)
2006 2005
6 months to Sm Sm
Revenue ISR % - - T 1,714.3 {10
Expenses™ e {1,586.0) (1,593.3) (2.3
EBITDA SRR VI 121.0 16.9
D&A Sy 6:8)
EBIT ST 4368 115.4 18.4
ERIT / Sales % 8.0 6.7

* The half year period ending 31 December 2005 has been adjusted to exclude corporate head office
charges for which there is no equivalent charge in the hailf vear ending 31 December 2006,
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Table 11 Merchant Energy - Pro Forma Income Statements (excduding significant
items)

AGL's merchant energy business involves power generation, electricity trading and hedging,
upstream gas and oil production, gas trading, managing a portfolio of gas supply and transmission
contracts as well as providing services to major and commercial customers.

The table below presents the pro forma results of AGL's merchant energy business for the half
years ended 31 December 2006 and 2005 respectively

Pro Forma Pro Forma Change

December December {%}
2006 2005

6 months to™ Sm Sm
Wholesale Energy and Power Generation DR

- Wholesale Electricity 459 {16.8)
- Generation Assets™ 17.9 110.7
- Hytro 18 nia
- GEAC 8.8 1428
- Wholesales Gas 251 338
- Ensrgy Services 36 50.0
- Sundry {5.4) {46.3)
Upstream Gas

- PNG - nfa
- CSM 08 nia
- HC Extractions 51 {21 6}
- Gas Dev HO {8.9) s
EBITDA 100.4 1636
D&A {10.6}

Fair value 65

EBIT 8963 107 .8

6.4.3 Other Pro Forma key information

The fallowing tables provide further information relevant to the performance of AGL for the
periods ending 31 December 2006 and 2005 respectively.

** Segrments are based on AGL's internal management structure

¥ includes $20.5m Hailett Wind Farm development fee
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Table 12 Retail Energy - Key performance measures
Pro Forma December Change
December 2005 {%)
2006 Sm
6 months to Sm
Electricity
Volume (GWh) 10,070 (5.0%)
Mass Market accounts (000} 1,451 {4.5%)
Ravenue ($m) Mass Market (57%) and C&! (43%) 1,070 {5.8%)
Gross Margin
bass Market 89.7 18.4%
Commercial & Industrial 188 {25 3%}
Total Gross Margin ($m) 1083 8.2%
Gross Margin % 10.1%
Gas
Volume (P 70.1 8.7%
Mass Market accounts (000} 1,340 {1.3%)
Ravenue ($m) Mass Market (71%) and C&! (29%) $22 £.8%
Gross Margin {Sm)
bass Market 91.0 12.1%
Commercial & Industrial 158 {17.7%}
Total Gross Margin ($m) 1066 7.7%
Gross Margin % 7A%
Table 13 Retail Energy - Key performance measures by state
Electricity Gas
December December December December
2006 2005 2006 2005
6 months to {GWHh) {GWh) {P1} [{J)]
Mass Market e T R
- Victoria 2,389 180
- South Australia 1,874 06
- New South Wales 548 145
Total 4,913 34.1
C&l
- Victoria 2,365 141
- South Australia 1,506 31
- New South Wales 1,875 18.8
- Queensiand 311
Total 6,057 36.0
Table 14 Retail Energy — market share {6 months to Dec 2006)
Gas Efectricity Dual Fuel Market Product/
share customer
Victoria Customer accounts {17,762} (31,8000 (8,590 26% 146
ta 492,980 Wwe73.512 733,286 . Jun 08 30% Jun 06: 1.44
Market chum rate 26.8% 2861% o
Jun 08: 22.1% Jun 08 24 2%
South Customer accournts +7 270 -31.986 - +13738 50% 111
Australtia to 80,045 502228 0 o 07,888 | Jun D8 52% Jun 08 1.08
Market chum rate 26.2% 266%
Jun 08: 27.5% Jun 08: 20.9%
Maw South Customer accounts {4 970 +20,142 - 13,220 24% 118
Wales ta 769,791 0208907 - {0273,150 0 Jun 0B 24% Jun 06: 1.18
Market chumn rate 4 2% 12 0% e
Jun 06: 4 1% Jun 08 9.5%
Total actounts (15.462) {43714y +17,068 29% 126
to 1,322,818 to 1,384,847 LUt . Jun D8 30% Jun 06: 1.25
1,114,4004
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Table 15 Merchant — wholesale electricity measures

December December

2006 2005
6 months to Sm Sm
Volumes sold {to Retail Ensrgy) T
- Victoria 4,754
- South Australia 2,423
- Mew South Wales 3,480
- Queensland 311
Total sold velumes {(excl ACTEW} 10,870
Purchased volume - ACTEW 1,257

Table 16 Merchant — wholesale electricity generation volumes and prices
Volumes Prices

December December December December

2006 2005 2006 2005

6 months to {GWh) {Gwh) {($/MWh)’  ($/Mwh)'
HalleHt N Th & .. 159 - 205
Somerton 23 3 L : 283
Kiswa Scheme 229 50
Bartmouth schems 17 183
Eidon 28 07
Rubicon 31 28
NSW Schetme 53 41
Total weighted average 367 64

1 Based on average prices for period 1 July 2006 — 31 December 2006 and 2005 respectively

Table 17 Merchant — wholesale gas metrics

December December
6 months to 2006 2005
Volumes sold {(PJ)
- Victoria 330
- Mew South Wales 388
- South Australia 37
- Wholesale customers 230
Total volumes 98.3
Begree Days
- Victoria £19
- Mew South Wales 287
- Queensland 552

Table 18 Merchant — PNG Metrics

December
6 months to 2006
Liftings (kbbi}) :
Production {kbbl}
fnventory (kbbi}
Post — hedge price US$/bbi

Production Cost (AS/HLH
Operating {cash) expenses
D&A

Exchange rate (EBIT YTD)
Effective tax rate




6.5 Acquisition multiples and underlying assumptions

6.5.1 Estimated acquisition multiples

AGL estimates that the purchase price reflects an EBITDA multiple of 14.6x in 2007/08 and 9.8x in
2008/09 {the first year after the TSA).

The valuation attributed by AGL to each of the underlying businesses is detailed inn the table below.

Table 19 Summary of valuation
Large
customers / Power Powerdirect -
Retail Small contestable wholesale generation total
Amount! $570 million $265 rmillion $295 miilion 370 million $1,200 million
Valuation $1,300 per 23-24% EBIDA 6-7x EBHDA 8-9x EBITDA G.8% EBITDA
metric? custorner account ipre integration in

9-10x EBITDA AGL's cost stracture)

1 Represents the valuation atiribited to each of the businesses by AGL

2 EBITDA multiples are based on purchase price allocated to estimated EBITDA far 200809 for each of the businesses, which is the
first finrancial year under AGL's cost struciure for retail, large customers and wholesale, and power generation. Srmall contestaple
husiness is expected 1o move o AGL's cost structure in 2010711

Key assumptions regarding Powerdirect used to calculate the estimated purchase price to EBITDA
multiples for 2007/08 and 2008/09 are set out below. This information is intended to assist
investors in assessing the reasonableness and likelihood of the assumptions occurring and is not a
representation that the assumptions will occur. Potential investors should be aware that the timing
of actual events and the magnitude of their impact might differ from that assumed in preparing
this information, and that this may have a positive or negative impact on Powerdirect's EBITDA,
and hence AGL's financial performance. Investors are advised 1o review the Key assumptions in this
section in conjunction with the sensitivity analysis in Section 6.4.4 and the Risks identified in
section 7.

Operating cost synergies and portfolio benefits have been included in estimating the acqguisition
multiples and reflect an incremental acquisition of Powerdirect by AGL.

6.5.2 General assumptions

The AGL directors have made the following general assumptions:

¢ An average increase in the Consumer Price Index of 2.5%;

+ No significant changes in legisiation, requiatory requirements or government policy, or the
political or environment in Australia in which Powerdirect operates;

¢ No significant industrial, contractual, competitive or political disturbances impacting
Powerdirect and the continuity of its operations; and

¢ No significant change in the competitive landscape of the energy industry in which Powerdirect
will have an interest.

6.5.3 Business specific assumptions

6.53.1 Retail

Assumptions for the Retail business are for Queenstand franchise accounts unless otherwise stated.

Market churn rate
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Market churn rate is assumed o be 20% and takes into consideration available headroom in the
current regulatory tarifis, the anticipated impact of full retail contestability and the current market
chum levels experienced in other markets. Refer to Figure 32 for recent market chum levels in
other relevant NEM markets (NSW, South Australia and Victoria)

Market customer growth

Residential customer numbers in the Energex region, where Powerdirect’s customers are located,
are assumed to grow at 2.1% per annum. This assumption is consistent with conclusions set out
in Section 5.3 of MMA Expert Report

AGL customer market share

AGL's market share is assumed to be maintained at approximately 32% reflecting, amongst other
things, the anticipated market churn rate (see above) and AGL’s expected ability to win new
customers based on experience in other NEM states.

Average customer consumption

Average consumption per customer is assumed to grow at 0.7% p.a. This assumption is
consistent with the conclusions set out in Section 5.3 of MMA Expert Report.

Customer tariffs

Existing customers are charged the regulated tariffs (desaribed as the Maximum Uniform Tariff)
and are based on the published regulatory tariffs applicable to June 2007 and escalated as per the
framework set out in the Benchrnark Retall Price Index as described in the Electricity and Other
Legislation Amendment Act 2006 (which has been passed but not yet proclaimed). The most
significant components of the Benchmark Retail Price Index are transmission and distribution
charges. Estimates of increases in transmission charges have been based on capital expenditure
proposals made by Powerlink to the Australian Energy Reqguiator {ACCC). Estimates for increases
in distribution costs have been based on aggregate network charges for Queensland as outlined in
the Queenstand Competition Authority Final Determination in 2005 and Energex’s application for
additional capital expenditure in 2006. Refer to Section 4 {or further details in relation to the
applicable regulatory framework.

Customers wor “churn in” by AGL are estimated 1o be charged a discount o the regulated price
and reflects AGL's experience of applicable discounts provided in other NEM rmarkets.

Operating costs

Operating costs are based on the Transition Services Agreement {“TSA”) between Energex and
Powerdirect which provides for the provision of "business as usual” 1T, call centre and billing
services and until March 2008, Refer to Section 3.4.1 for the further details relating to the TSA.

After March 2008, the retail customers are assumed to be fully migrated onto AGL’s national retall
platform as part of Project Phoenix. The operating cost to serve these customers post migration is
expected to be less than AGL's previously disclosed target of $68 per account reflecting the scale
benefits of spreading AGL’s total fixed costs across a larger customer base as a result of the
Acquisition which is expected to reduce AGL's cost per account by approximately 4%. Refer to
Section 2.2.3 for a description of Project Phoenix and Figure 18 for an fHustrative diagram of AGL's
expected operating costs per account post the Acquisition.

Contestable residential customers outside of Queensiand - customer retention and margins

AGL has made assumptions about customer margins are based on AGL's experience in other NEM
markets. No growth is assumed in this customer base, resulting in an expected net loss of
customers 1o AGL.
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6.5.3.2 Small customers
Customer margins

Current gross margins are assumed o continue.

Customer growth

Powerdirect’s market share of the SME market is assumed to grow from approximately 4% to
approximately 7% and reflects sirilar growth experienced by Powerdirect over recent years in the
SME market.

Operating costs

Powerdirect’s initial cost structure is estimated to be more than $200 per account. This cost
structure is significantly higher than AGL's current cost structure. The Powerdirect cost per
account is expected to reduce until 2009 as scale benefits are expected to be realised from
expanding this customer base.

5533 Large customers
Customer margins

Actual margins are based on existing contracts which have an average contract term of
approximately 2 to 3 years. Assumed margins on new contracts are based on AGL's experience for
simiar customers.

Customer growth

Customer retention is based on AGL's current experience. Customer load is assumed to slightly
decline in Queensland. In the other states, decline in customer load is assumed o be greater
reflecting no new growth targeted in these states.

Diversity benefits

Intrastate and interstate diversity benefits are assumed to reduce the cap purchase requirernents by
up to 150 MW. The diversity benefits reflect the effect of aggregating different mass market and
large customer load in Queensland (intrastate diversity benefit) and the poor state correlation in
extreme temperature conditions {particularly in summer) resulting in a reduction of hedge
requirements {interstate diversity benefit).

6.534 Power generation

Revenue and operating cost estimates are based on terms of respective long term tolling and other
applicable agreements. Refer 1o section 5.5 for description of contractual arrangements.

6535 Electricity prices

Determination of applicable electricity prices are relevant for each of Retail, small contestable
customers and large customers businesses identified above. Electricity prices have been based on
current wholesale forward contracts adjusted for peak and off-peak consumption, current hedges
in place and incremental hedges entered into by AGL. AGL has entered into incremental hedging
activity from 2008 and beyond to cover part of the ouistanding exposure associated with the
Powerdirect customer load.

The total cost of electricity assumed is inclusive of all hedging costs required to adhere to AGL's
current risk management policy.

Refer to Figure 28 for indicative forward electricity prices provided by AFMA.
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6.5.4 Sensitivities

The estimated EBITDA underlying AGL's acquisition multiples for the Acquisition is sensitive to key
assumptions used in preparing that information. The sensitivity analysis below dermonstrates the
polential impact of possible changes in some of those key assumptions on Powerdirect’s EBITDA in
2008 and 2008. Care should be taken in interpreting this sensitivity analysis. The analysis treats
each change in the specific assumption in isolation to the others, whereas in many cases changes
may be interdependent, with associated changes having cumulative or mitigating impacts. The
analysis presented is no indication of the likely level of variation that could occur in relation to each
assumption. Proportional variations of the changes presented may not result in a proportional
change to the estimated impact.

Table 20 Summary of Sensitivities

impact on impact on

Estimated Estimated

Powerdirect Powerdirect

Assumption Sensitivity 2008 EBITDA 20069 EBITDA
Market churn rate’ +- 5% +/-1.3% +-1.6%
AGL operating costs? +/- $5 per account p.a. +-0.9% +-1.9%
Gross margins for small contestable business? +- 1% +/-1.3% +-1.7%
Srall contestable growth? +/- 0.5% of market +-1.1% +-1.9%

share
Gross margins on large customers® +/- $0.25 per MWh +/-1.8% +/-2. 1%

3 Changes in market charn rates effects Powerdirect "customers lost” and increases charn costs. This is partly mitigated by
"custamers won”,

4 Sepsitivity refers to a change of 35 in 2ach respective year and is not compounded. An increase in assurned AGL operating costs
has a larger imgact in 2009 than 2008 given the presence of the T54 in 2C08.

5 Sensitivity reflects 2 1% change in gross marginy in 2008 and a 1% change (not compounded) in gross margins in 20039,

& Sensitivity reflects a change of market share of 0.25% in 2008 and 0.5% change in market share in 2009

7 Sensitivity reflects a $0.25/MWh change in 2008 and 2 30.25/MWhH change {not compounded) in 20049,

6.5.5 Accretion statement

On a reported EPS basis, the transaction is dilutive largely due to income statement charges for
nori-cash amortisation as a result of acquisition accounting under AIFRS. The majority of the non-
cash amortisation charges are caused by the acquisition of Powerdirect’s “in-the-money’ hedges.
These hedges have an upfront capitalised amount estimated at $90-100 million (at bid date),
which is recognised as an asset and amortised during the tenor of the hedge {largely amortised
over three years). In addition, approximately $20 million per annum (in the near termy) of non-cash
amortisation results from the amortisation of identifiable intangible assets, such as customer
relationships.

In addition, one-off integration and redundancy costs of approximately $13 million are expected to
be expensed in the short term.

To reflect the impact of acquisition accounting and one-off iterns, the EPS impact has been
calculated on an adjusted basis. Adiusted EPS is calculated by adding back to reported EPS the
nor-recurring integration and redundancy costs and the non-cash amortisation charges as
described above."’

The AGL directors believe that in this circumstance adjusted EPS 5 a better measure to illustrate
the underlying performance of the acquisition. The transaction is expected to have an immaterial

V¥ Due to the permanent tax differences, approximately $20 miliion of amortisation is non tax deductible for
accounting purposes
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impact on an Adjusted EPS basis. Furthermore, the Acguisition is expected to have an immaterial
impact on gearing and there is no change to AGL's 2007 distribution policy.

6.6 Credit rating

Standard & Poor’s has confirmed AGL's BBB long term corporate credit rating and stable outlcok,
following the acquisition of Powerdirect. Ratings are statements of opinion, not statements of fact
ofr recommendations to buy, hold or sell any securities. Ratings may be changed, withdrawn or
suspended at any time. In Australia, credit ratings are assigned by Standard & Poor’s, which does
not hold an Australian financial services licence under the Corporations Act.
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7. isks

7.1 Introduction

There are a number of risks associated with the Acquisition which may have an impact on the
future performance of AGL and/or Powerdirect. These risks are important for AGL Shareholders to
understand and are summatised in further detail below.

Under section 712 of the Corporations Act, Section 5.3 “Risks affecting AGL Energy’s business
generally” of the Old AGL Scheme Booklet is incorporated into this Prospectus. The Old AGL
Scheme Booklet has been lodged with ASIC.

Section 5 of the Old AGL Scheme Booklet provides a summary of the risks applying to the AGL
business generally. These risks will also apply with respect to Powerdirect following the Acquisition
as part of the AGL business. Additional risks not presently known to AGL, or if known, not
considered material, may aiso have an adverse impact.

7.2 Risks arising from the Acquisition and integration of Powerdirect

7.2.1 Business separation

AGL will have limited access to Energex’s information technology systems and may therefore be
unable to verify the completeness and/or accuracy of the Powerdirect customer Mass Market
customer information during the term of the TSA.

1.2.2 Management control

Under the TSA (which is summarised in Section 2.3), AGL has limited ability to control the
customer management services provided to Powerdirect’s Mass Market customers. This may
impair AGL’s ability to manage the service needs of these customers in the manner that it would
tike during the term of the TSA.

Powerdirect has limited rights of recovery with respect to Energex’s failure 1o provide services
under the TSA in accordance with required service levels.

7.2.3 Information technology systems

The TSA provides a framework to negotiate close out and customer migration protocols. The
ability to successfully integrate Powerdirect data and information systems with AGL systems will be
heavily dependent on resource availability and knowledge at Energex, Powerdirect and AGL. AGL
is undergoing a number of important information technology initiatives and particular focus and
effort must be applied to ensure a successful integration.

Powerdirect is at an advanced stage of upgrading its billing system in preparation for FRC in
Queensland. AGL will be relying on the FRC capability of Powerdirect to acquire customers from
the commencement of FRC until December 2007, The implementation of a FRC compliant system
may not be achieved in the reguired timeframe. This may negatively impact the ability of
Powerdirect to win Queenstand Mass Market customers once they are eligible to churn on
commencement of FRC.

7.2.4 Integration risks

AGL and its advisors have undertaken substantial due diligence and prepared a detailed financial
analysis of Powerdirect in order to determine the attractiveness of the Powerdirect businesses.
However, in preparing this analysis, AGL has relied on information provided by Powerdirect and
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Ergon Enerqy. To the extent that the actual results achieved by Powerdirect are lower than those
indicated by AGL's analysis, there is a risk that AGL's {uture profitability could be reduced.

in particular, AGL may not be able to successfully integrate its operations with those of
Powerdirect of to realise over time the full benefits that AGL anticipates. The Acquisition involves
the integration of businesses that have previously operated independently.

Integration is a key aspect of the Acguisition and a significant undertaking of itself. The process of
integrating operations could, among other things, divert management’s attention, interrupt or
reduce the performance of the activities of one or maore of the businesses, or result in the loss of
key personnel, any of which could have an adverse effect on AGL's business and financial
condition. There is also a risk that the customers of Powerdirect may react adversely to the
Acquisition.

To address these risks, AGL has developed a comprehensive {fransition and integration plan, which
is described in further detall in Section 3.4, A transition and integration team comprising seniot
executives from AGL has been established. AGL considers the successful integration of acquired
businesses as a core skill that has contributed to its growth over the last five years. However, there
can be no assurance that it will be successful in integrating AGL and Powerdirect.

1.25 Phoenix cost savings
The Phoenix system may not provide the anticipated cost benefits to Powerdirect.

AGL will not have the full cost savings benefits of Project Phoenix at the date FRC is introduced.
This may impact cost savings and profitability per customer prior to full implementation of Project
Phoenix. During this period, Powerdirect's Queensiand Mass Market customers will continue to
have the {relatively} high cost base imposed by the TSA charging structure.

7.2.6 Information risks

As a result of the sale process conducted by Queensliand Treasury, AGL and its advisers were
provided with financial information on Powerdirect that was unaudited and in certain instances
significantly imited in nature. The financial and other information contained in this Prospectus
relating to Powerdirect has been derived from this limited information.

No assurance can be given as to the accuracy or completeness of the information provided by or
on behalf of Powerdirect as part of this due diligence, of assessed by AGL from its knowledge of
the industry. Due to the limited access to information provided to AGL in relation to Powerdirect it
is possible that additional liabilities that have not already been provided for may emerge.

7.2.7 Powerdirect Sale Agreement

The Acguisition is governed by the Powerdirect Sale Agreement, summarised in Section 9.2.
Under the Powerdirect Sale Agreement, Ergon Energy as vendor provides certain warranties and
indemnities in respect of Powerdirect. These warranties and indemnities are subject to various
lirnitations as to time and amount, as more fully described in Section 8.2. There is a risk that
breach of the relevant warranties or indemnities may result in loss to AGL that is not fully
recoverable under the Powerdirect Sale Agreement.

7.2.8 Wholesale hedging strategy

The current electricity hedge portiolio of Powerdirect may not provide sufficient protection from
electricity wholesale prices during peak dernand periods. In addition, adverse movements in the
cost of future hedqing contracts or continuation of drought conditions may increase future
electricity costs.
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7.2.9 Wholesale contract liquidity

The Powerdirect hedge portfolio may be exposed o a lack of hedge liquidity at certain times due
to the large size of the portiolio relative to the Queensiand market.

7.2.10 Customer and average consumption growth

The South East Queensiand region is currently one of the fastest growing regions in Australia.
However, it is possible that an economic downturn may negatively impact customer and/or
average consumption growth rates.

7.2.11 Churn

Churn levels in the Powerdirect service area may be higher than expected. Unless Powerdirect is
able to replace customers lost through churn to other retailers, overall demand and profitability
mat be reduced.

7.2.12 SME Assumptions

There can be no guarantee that the past growth performance that Powerdirect has experienced in
the SME market will continue into the future. A reduction in achieving SME growth will adversely
impact the profit contribution from SME customers.

7.2.13 I&C Assumptions

There can be no guarantee that 1&C custormers will continue to purchase eleciricity from
Powerdirect when their market contracts expire. A higher churn out rate than that anticipated by
AGL will adversely impact the profit contribution from I&C customers.

7.2.14 South East Queensland drought

South East Queensland is currently experiencing drought, which may result in higher wholesale
electricity prices in Queensiand, increasing Powerdirect’s electricity purchase costs.

7.2.15 Reguiatory/legal

7.2.15.1  Compliance with environmental schemes

AGL may have underestimated the cost of complying with environmental schemes such as the
Queensland 13% Gas Scheme. |In addition, further potential developments in environmental
policy and reguiation have the potential to increase costs associated with compliance with
environmental regulations.

7.2.15.2  Notified electricity tariffs for non-market custometrs

Both before and after the introduction of FRC Powerdirect will have a statutory obligation to
supply certain customers in Queensiand with electricity retail services at tariffs set by government
authorities. Prior to the introduction of FRC the relevant tariffs are set by the Minister for Mines
and Energy. After the introduction of FRC they will be set by the QCA.

Regulatory control of these tariffs may have an adverse impact on earnings if tariffs are set at a
level lower thar that assumed by AGL.

in addition, in determining the benchmark retail cost index, the QCA may not take into
consideration all of the costs associated with servicing Powerdirect's Mass Market customers. This
may restrict AGL's ability to recover all of its costs. The combination of these risks may negatively
impact AGL’s earnings.
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7.2.15.32 FRC legislation

The final form of legislation and regulation for FRC has not yet been finalised. The final form of
these arrangements, which is beyond the control of AGL may have an adverse impact on AGL's
future financial performance.

7.2.16 Power generation business

The portfolio of generation assets are operated and maintained by third parties. Operating costs
and capital expenditure required to maintain these assets in good working order over their
expected useful life may exceed assumed cutgoings.

The viability of the co-generation assets is dependent on the upstream assets which provide
feedstock for electricity generation. There is a risk that the suppliers of inputs for the production
of energy may either reduce or cease production
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EXECUTIVE SUMMARY

McLennan Magasanik Associates (MMA) has been engaged by AGL to provide a short
form report for the purposes of inclusion of a public prospectus for an equity capital
raising to fund the acquisition of Powerdirect.

MMA has agreed to provide a review of the modeliing assumptions of the base case
scenario as conducted in an earlier assignment with a focus on South East Queensland and
highlighting possible growth prospects of Powerdirect.

The following sections discuss forecasts of economic variables that drive forecasts of
electricity supply and demand which would influence a retailers’ business outlook in

Queensiand.
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1 CAVEATS

The forecasts contained in this Prospectus represenit MMA’s best judgement based solely
on information in the public arena and the Information Memorandum. We have
undertaken reasonable endeavours to verify all information provided to us. However, we

do not warrant the accuracy of that information.

Since all interpretations and evaluations are opinions based solely on inference from
available data, MMA cannot and does not guarantee the accuracy or correctness of any
interpretation and evaluation and shall not be liable or responsible to third parties for any
loss, cost, damages, or expenses that may be incurred or sustained resulting from such or

any other interpretations or evaluations.

B
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2 INTRODUCTION

McLennan Magasanik Associates (MMA) has been engaged by AGL to provide a short
form report for the purposes of inclusion in a public prospectus for an equity capital
raising to fund the acquisition of Powerdirect.

MMA has agreed to provide a review of the modeliing assumptions of the base case
scenario as conducted in an earlier assignment with a focus on South East Queensiand (SE
Qld) and highlighting possible growth prospects of Powerdirect.

The following report provides an explanation of key assumptions and methodology used
to derive the following iterns:

» Economic growth

¢ Population growth

+ Housing growth

¢ Residential electricity consumption

s Forecast of underlying electricity consumption

» Queensland generation and transmission capacity
¢ Queensland gas market

Years referred to this report refer to financial years ending in June. The reporting period is
for the vears 2000 through to 2012, All quoted growth rates are compound average annual
quoted in percent per annurn (pa) and are on the basis of year end to year end calculations
for the period stated. All items set out in this report are determined using a base case
scenario which is generally consistent with that provided by MMA to AGL. The base case
genteration scenario provided to AGL was based upon the 2005 demand forecast whereas
the data provided in this report generally reflects the more recent 2006 electricity demand
forecasts. The update of the demand forecasts does not have a material impact on
expected market developments.
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3 SOURCES OF DATA AND ASSUMPTIONS

31 WEMMCo Statement of Opportuanities

The National Electricity Market Management Company {NEMMCo) has commissioned
the National Institute of Economic and Industry Research (NIEIR) to prepare economic
forecasts for the states of Australia participating in the NEM to allow all the states’
transmission bodies to prepare load projections for each year using a consistent economic
basis and assumptions. The load data are then used by NEMMCo to prepare the armual
Staternent of Opportunities (SO0} which is reflected in MMA’s Strategist National
Electricity Market (NEM) model.

NIEIR has released its 2006 economic forecasts for the NEM! (NIEIR 2006 NEM report} for
use by all transmission bodies to prepare and release their load projections for 2006.
Economic data for the NEM regions contained in this report reflect the more recent

economic assumptions used in the 2006 SO0.

Figure 3-1 provides a comparison between the two sets of economic assumptions of Gross
State Product {GSP) for the NEM states. Queensland is expected to be the highest growth
region in the NEM, which does not include Western Australia {WA)} or the Northern
Territory (INT).

Figure 3-1 Annual average compound growth rates in GSP from 2002-2015
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Source: National Institute of Economic and Trdustey Research reports to NEMMCo 2005 and 2006

b NIEIR, report to NEMMCo, “The economde outlook for the NEM stabes to 2005-167, April 2006
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3.2 Other sources

Apart from using the NEMMCo SOO data and NIEIR 2006 NEM report, MMA has relied
on a number of information sources, referenced in the following sections, for the historical
and forecast economic and demographic parameters provided as indicators within this
report. There may be some inconsistency between the numbers provided from different

S0OUrces.

Hel: 11461 £LO, 19 February 2007 3 Setennan Magasanil Associates



AL

4 KEY ECONOMIC AND DEMOGRAPHIC INDICATORS

41 Feomomic Growth

The following graphs present the historical and forecast growth rate of GSP from 2000 to
2012 for all Australian states and territories and the historical and forecast Gross Domestic
Product for Australia. The forecasts are sourced from the NIEIR 2006 report for the NEM
states and from the individual transmission planning bodies for WA and the NT2
Historical data is sourced from the Australian Bureau of Statistics (ABS)?. Note that NIEIR
reports NSW and ACT together as one entity which is consistent with the SOO
methodology.

Figure 4-1 Average annual GSI growth rates from 2000-2012
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Although SE Qld GSP data are not separately available it should be noted that SE Qld
forms approximately two thirds of the Queensland population and a substantial
proportion of the economy and that the SE Qld region, therefore, has a significant
weighting in the Queensland GSP.

2

Forecast NT growth rates from 2000 bo 2012 were estimabed due to lack of data.
P Agstralian Burean of Stabistics, Australian National Accounts, State Accounts, Publication 5220.0, November 2005,
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Over the period 2000 to 2012, Queensland is expected to have the highest annual average
growth rate of 4.2%pa, followed by WA with the rest of the states expected to grow at a
significantly slower pace. This can be attributed to significant growth in the mining,
commodities and resource sectors which has seen growth rates in Queensland and WA
being much higher than in the other regions over the past few years. This trend is forecast
to continue. The NIEIR 2006 NEM report also states that the Queensland GSP will be
driven by strong population growth, domestic expenditures and government and business
investiments over this period.

In Figure 4-2, the 2000 to 2012 growth rates have been separated into two periods,
historical 2000 to 2006 and forecasts 2007 to 20124, Although GSP growth in Queensland is
forecast to reduce slightly from recent levels, Queensland is expected to remain one of the

fastest growing sfates.

Figure 4-2 Historical and projected average annual GSP growth rates
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t o Although some of the figures for 2006 may have been estimates or forecast. Growth rates for the period 2006 to 2007 have
not been included.
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4.2 Population Growth

Population growth rates have generally been obtained from the NIEIR 2006 NEM report.
Where these have not been provided in the NIEIR report we have used either the ABS5 or
material in the Transmission Planning Reports. Historical data for SE Qld was obtained

from the ABS? for the period 2000 to 2005 and projections from the Queensland Office of
Econormic Statistical Research from 2006 onwards?.

Average anrual population growth rates for all the states and regions over the period 2000
to 2012 are presented in Figure 4-3. Queensland and SE Qld show by far the highest
population growth.

Figure 4-3 Average annual population growth rates from 2000-2012
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It Figure 4-4, the average growth rates have been separated into historical and projected
growth®. Queensiand population growth is expected to remain the highest among the
states and territories. Population growth in SE Qld is again expected to exceed that for
Queensland as a whole and all other states and tersitories.

P Agstralian Burean of Stabistics, “Augstralian Demographic Statistics”, Publication No 3101, published December 2005,
Some Hygures wore Hnearly inkerpolated bebwoen the ABS projecked data points.

& Australian Bureau of Stakistics, “Regional Population Growth, Australia - compandon data”, Category No. 32180.55.001,
publcations released between 2003 and 2006,
Queenstand Office of Bconomic Statistical Research, "Queensland Government Population Projections”, 2006. Population
forecasts have been linearly trenided bebween the supplied data points for 2006 and 2016,

# Although some of the figures used for 2006 may have been estimates or forecast. Growth rates for the period 2006 to 2007
have 110t been included.

Hel: 11461 £LO, 19 February 2007 # Setennan Magasanil Associates



AL

Figure 4-4 Historical and projected average annual population growth rates
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£33 FHouschold Crowth

Growth in household numbers for the all states and territories has been sourced from the
ABS* and are based on the 2001 census. For SE Qld we have used the projections for
Brisbarne from that publication!®. Average annual growth rates for the period 2000 to 2012
are provided in Figure 4-5.

Figure 4-5 Average annual housing growth rates from 2000-2012
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Growth divided into the periods 2000 to 2006 and 2007 to 2012 is illustrated in Figure 4-6'7.
Again Queensland and SE Qld show the highest forecast growth rates, consistent with
population growth.

¥ Australian Bureau of Stakistics, “Flousehold and family projections Australia, 2001 o 2026”7, Publcation No. 3236.0, fJune
2004,

o Although not completely consistent with the SE Qld region we consider these reasonably representative of the growth
rate for the Energex reglon,

1 Teshould be noted that the growth from 2001 is all projected and.that the growth rates for the period 2006 to 2007 have
ot been included.
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Figure 4-6 Historical and projected average annual housing growth rates
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6 FORECAST OF UNDERLYING ELECTRICITY
COMNSUMPTION

51 Queensland electrictty demand forecast

MMA was commissioned by AGL to provide forecasts for total electricity demand for
Energex and Ergon, the distribution businesses in Queensland, and these forecasts have
beenn adopted in this report. It is noted that Powerlink, the Queensland power
transmission company, also provides electricity demand forecasts for Queensland as a
whole and for its sub-regions. Powerlink's most recent forecasts project growth of 4.8% pa
for SE Qld and 2.5% pa for the rest of Queensland between 2007 anxd 2012'2. This is higher
than MMA's forecasts of 3.4% for SE Qid and 2.4% for the rest of Queensland over the
same period. The differences between Powerlink's and MMA's forecasts appear to be due
to a combination of: slightly higher GSP growth rates assurmed by Powerlink; higher
uptake of new home inifiatives assumed by MMA, discussed in sectionn 5.3; and the
inclusion of distribution losses by Powerlink but not by MMA.

MMA's forecast electricity demand for the Energex (SE Qld) and Ergon (Rest of
Queensland) regions can be seen in Figure 5-1. Total electricity demand in the 5E Qld
region is forecast to grow faster than the rest of Queensland for the period 2007 to 2012.

Figure 5-1 Total electricity demand, historical {2000-2006) and forecast {2007-2012)
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2 Powerlink, “Annual Planring Report 20067, 2006
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52 Energex and Sun Retail - South Fast (Queensiand

The Powerdirect franchise customers (approximately 390,000 customers!?) were originally
part of the broader Sun Retail business which supplied electricity to the 1.2 million
franchise customers on the Energex distribution network which services all of SE
Queensland,

It order to forecast underlying growth in electricity demand for the Powerdirect franchise
customer base, MMA has forecast underlying demand for the Energex distribution
network as the Powerdirect franchise area is aligned with the Energex distribution
network.

The historical data from which the forecasts are largely derived are based on material
available in the public arena and include estimates of consumption by market for the years
2004 and 2005.

Additionally, from July 2007 all customers are expected to be contestable. This means that
the customer base and demand experienced by any individual retailer is uncertain.

53 Energexresidential market

The Energex residential market in 2006 is estimated to have been about 8100 GWh,
representing about 40% of consumption in the Energex network. Between 2000 and 2006
the Energex residential market grew at about 4.1% pa. This growth was made up of a
growth in residential customer numbers of 2.5% pa and a growth in average usage per
customer of 1.5% pa. Data derived from the Electricity Supply Association of Australia
reports!® indicate actual growth in average residential eleciricity usage in Australia and the
NEM to be 0.9% and 0.4% pa respectively, compared to MMA's SE Qld estimates of 1.7%
pa over the period 1999 to 2605.

Growth in residential customer numbers has been due both to increasing population and
to the number of people per household reducing over time -~ a trend common across
Australia. Growth in average usage per customer is related to a combination of strong
economic growth and increasingly affluent households both buying more electricity-using

appliances {for example air conditioners} and using their appliances more often.

Growth in residential electricity consumption is expected to moderate over the period 2007
to 2012 to about 2.8% pa. This is due to a slowing in customer number growth to about
2.1% pa!® and a reduction in the growth of average usage per customer to about 0.7% pa.
The latter is due largely to air conditioning penetration approaching market saturation
and housing sustainability requirements imposed by the Queensland Government on new
houses. Such initiatives include the requirement that new homes incorporate more

B Ag ak hune 2006

# The Sun Retail business was split, with Origin Energy completing the acquisition of around 840,000 franchse customers
in February 2007

5 Electricity Supply Association of Australia, "Electricity Gas Australia” and “Electricity Australia”, published between
2000 and 2006,

6 Based on forecasts from the ABS.
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greerthouse efficient hot water systems {such as solar or gas-fired) and use more energy
efficient lighting. MMA has derived an appliance model to model forecast average energy
usage per residential customer over time. SE Qld average energy usage per residential
customer in 2007 is forecast to be about 7402 kWh.

Historical residential electricity consumption in the Energex network and MMA's forecast
of residential consumption until 2012 are provided in Figure 5-2.

Figure 5-2: Residential, non-residential and total energy consumption in the Energex
network, historical (to 2005) and MMA forecast in GWh pa
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Source: Historical and projected data were obtained from a recent MMA study for AGL.

54 Energex non-residential market

The norrresidential market is made up of usage by business customers, including
commercial, industrial and farm customers. The Energex non-residential market in 2006 is
estimated to have consumed about 12,200 GWh, representing about 60% of total
consurnption in the Energex network. Between 2000 and 2006 the Energex non-residential
market grew at about 4.5% pa, higher than the residential market.

Historical growth in the Energex non-residential market has been shown to correlate well
with economic growth for the state as a whole as measured by G5P. MMA has used this
relationship as the basis for forecasting non-residential growth. Queensland GSP over the
period 2006 to 2012 is forecast by NIEIR and economic forecaster Econtech to remain solid,
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although somewhat slower than it has been over the period from 1998. In line with this,
non-residential sales are forecast to continue to show solid growth of around 3.8% pa.

Historical non-residential energy consumption in the Hnergex network and MMA’s
forecast of non-residential consumption until 2012 are provided in Figure 5-2.

55  Total sales
Historical and forecast consumnption in the Energex network divided into residential and
non-residential consumption are illustrated i Figure 5-2.

Overall consumption in the Energex network, and hence in SE Qld, is forecast to grow at
an average rate of about 3.4% pa during the period 2007 to 2012, reaching 24,800 GWh in
2012. The growth rate of the non-residential market is forecast to be higher than that of

the residential market, resulting in it constituting some 61% of total consumption by 2012.
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6 QUEENSLAND GENERATION AND TRANSMISSION
CAPACITY

6.1 Queensland generation capacity
Demand in Queensland is growing fairly rapidly due to high economic growth, most of it
comprising growth from SE Qld. Annual energy demand is expected to increase by 3.5%

and the winter and summer 10% POE peaks are expected to increase by 3.5% and 3.6% pa
respectively?’.

From a supply point of view, there is enough capacity as of 2006 in the Queensland system
until the end of 2008 to meet the current reliability standards. This can be clearly seen in
Figure 6-1. The committed capacity includes allowance for capacity support received

from or supplied to NSW at the time of system peak in accordance with NEMMCo's
analysis.

Figure 6-1 Queensland supply and demand outliook
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[

Medinm growth from the period 2006-2015. NEMMCo Statement of Opportunities 2006,
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At least 70% of the current electricity supply is sourced from coal-fired base load capacity
and will remain an integral part of Queensland’s electricity supply over the reporting
horizon. Under MMA modelling assumptions and results, the growth in demand up il
the end of 2012 can be met by Kogan Creek in 2008 and peaking capacity (Braemar units
and upgrades) in the south and an intermediate CCGT project in Queensland’s north. The
currently installed and committed QLD electricity supply mix?® is presented along with
the forecast summer peak demands in Figure 6-2.

Figure 6-2 Installed generation by type against the 50 and 10% POE peak demand
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6.2  Committed and planned new generation

MMA's forecast suggests approximately 950MW!® worth of new generation capacity is
needed for the period up to 2012 to meet the heavy growth in demand. A large portion of
this is met with peaking capacity due to the faster growing summer peak and the rest is
met by intermediate capacity.

Figure 6-3 shows the extent of new capacity required from 2005 till 2012 in Queensland.
Queensland has demonstrated an ability to develop new generating capacity in advance of
market requirements and many companies confinue to be active in seeking new
opportunities, such as NewGen Energy, CS Energy, Origin Energy, AGL and Stanwell
Corporation.

# - Queenstand’s current supply mix as of October 2006, Does not include the committed plant, Kogan Creek.
¥ Senk out capacity and excludes committed developments such as Kogan Creek (F20MW),
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Figure 6-3 New and existing generation and the 50 and 10 % POE peak demand
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6.3 Transmission augmentation plans and impacts

Powerlink is responsible for transmission development in Queensland as the regulated
Transmission Network Service Provider. It has been effective in managing the main
transmission links between Central and South and North Queensland and between South-
West and SE QId so that power transfers have not been adversely constrained. Potential
upgrade of QNI by some 400 to 5300 MW is being considered. This augmentation would be
expected to further improve bulk system reliability of supply and competition between the
NEM regions. Powerlink is also reinforcing the capacity from Central to North
Queensland to maintain the reliability of supply to the Northern regions of the State.
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6.4 Likelihood of sufficient new entry and transmission angreentation

With the new capacity committed to service at Braemar and Kogan Creek and the
advanced proposals for Braemar extension and Spring Gully2, Queenslanders may be
assured that there will be sufficient capacity to meet the forecast growth. With the
potential to upgrade QNI on relatively short lead time, there is also the ability to reduce
exports to NSW and to more effectively share reserve capacity betweenn NSW and
Queensland in the event that generation development in Queensiand lags for any reason.
There are several sites where open cycle gas turbines could be placed to supplement
reserve capacity for coverage of summer peak demand if that were necessary. There are
also proposals for expansion of base load generation at Tarong North and Millmerran

when the need becomes apparent.

The rapid development of low cost coal seam methane in Queensland is a very favourable
factor that will stimulate new power development as well. The beneficial drivers are
related to the 13% gas fired electricity target for Queensland and the low cost of the coal
searm gas as a result of successful exploration and development of supply infrastructure to
deliver the gas to major power generation sites such as Swanbank E.

* Asgumed commision dates of 2004 and 2015 respectively.
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T CONCLUSION

The outiook for new power generation development and associated transmission
development in Queensland is very favourable with respect to maintaining the
competitive price and high reliability of supply.

The outlook for electricity demand growth in the Energex region, the location of the
Powerdirect franchise customers, is also positive, although somewhat less so than in recent

years.

Hel: 11461 £LO, 19 February 2007 20 Setennan Magasanil Associates



Beloitte Touche Tohmatsu
ABN 74 480 121 080

Grosvenor Place
225 Gieorge Strest
Sydney NSW 2000
PO Box N250 Grosvenor Place
Sydrey NSW 1217 Australia
10307888

2t Febru ary YT Tek +81 (03 2 9322 7000

Fax: +61 {0} 2 89322 7001
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The Directors

AGL Tinergy Limited

72 Christie Streel

ST LEONARDS NSW 2065

Dear Directors
Investigating Accountant’s Report on Pro forma Finaneial Information

Deloitte Touche Tohmaisu (“Deloitte”) has been engaged by the Directors of AGL Energy Limited ("AGL” or
the “Company”) o prepare an Investigaiing Accountant’s Report (“Report™) for inclusion in a prospectus to be
dated on or around 21 Febroary 2007 (the “Prospectus™) in respect of the proposed placement of ordinary shares
in the Company to instiluifonal investors (“ihe Offer™). Expressions defined in the Prospeclus have the same

meaning in this Report unless otherwise provided.

Pro Forma Finaacial Information

Deloitte has been reguested Lo prepare a report covering the AGL pro forma financial informalion comprising:
¢ The Balance Sheet of AGL and ils subsidiaries as al 31 December 2006 ("AGL Companies Balance

Sheel™} as set oul in Section 6.3: Table 8 of the Prospeclus;

¢  The Pro Forma Acquisition Adjustments and the Pro Forma Funding Adjustments as described in

Section 6.3.1.1 and Section 6.3.1.2 of the Progpectus;

¢ The AGL Companies Balance Sheet, as set out in Section 6.3: Table 8 of the Prospectus, adjusted to
reftect the Pro Forma Acquisition Adjustments and the Pro Forma Funding Adjusiments assuming such

iransactions had occurred as al 31 December 2006 (“Pro Forma Combined Balance Sheel™);

¢ The pro forma Income Statement of AGL and its subsidiaries for the hall year ended 31 December 2006

as set out in Section 6.4: Table 9 of the Prospectus;
¢ The Pro Forma Income Statement Adjustments as described in Section 6.4.1 of the Prospeclus; and

¢ The Retail Energy - Pro Forma Income Statement {excluding significant flems) in respect of AGL’s
retail energy business segment and the Merchant Energy - Pro Forma Income Statement {exclading
significant ftems) in respeet of AGL’s merchant energy business segment for the half years ended 31
December 2005 and 31 December 2006 as sel out in Section 6.4.2: Table 10 and Table {1 of the
Prospeclus respectively,
together, the "AGL Pro Forma Financial Information™.
bember af

i._iabiiiiy limited by 2 scheme approved under Professional Standards Legislation. Eraltitn Touchs Tl
& Deloite Touche Tohmatsu, Febrosey 2087
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The AGL Pro Forma Financial Information presented in the Prospectus has been derived fom:

e the consolidated [nancial report of AGL and its subsidiaries for the hall year ended 31 December 2000,
alter reflecting the pro forma adjustments detafled in Section 6.3.1.1 and Section 6.3.1.2 of the

Prospeclus; and

w fhe audiled financial stalements of The Awustralian Gas Light Company ("Old AGL™) and s
subsidiaries for the hall vear ended 31 December 2005, after reflecling the pro forma adjustmenls

detailed in Section 6.4.1 of the Prospectus.

The consolidated financial report of AGL and its subsidiaries for (he hall vear ended 31 December 2006 was
reviewed by Deloitte Touche Tolmatsu. Our review was conducted in accordance with ASRE 2410 Review of
an Interim Financial Report Performed by the Independent Auditor of the Entity. The objeclive of our review
was to provide a basis [or reporting whether we became aware of any matter thal caused us to believe that the
half year financial report is nol prepared, in all material respects, in accordance with the Corporalions Act 2001
and Accounting Standard AASB 134 Interim Financial Reporting. The review stalement issued by Deloitte
Touche Tohmaisu fo the members of AGL relating to the consolidated financial report of AGL and iis

subsidiaries for the half year ended 31 December 2006 was unqualified.

The consolidaied financial report of Old AGL and its subsidairies for the half year ended 31 December 2005 was
audiled by Deloitle Touche Tohmatsu. Gur audil of the consolidated mancial report of (ld AGL and its
subsidiaries was conducted in accordance with Australian Auditing Standards to provide reasonable assurance
whether the financial information is free from material misstaternent. The audit opinion issued by Deloille
Touche Tohmalsu to the members of Old AGL relating (o consolidated financial report of Old AGL and its

subsidiaries was unqualifzed.

The AGL Directors are responsible for (the preparation and presentation of the AGL Pro Forma Financial
Information, including the determination ol the pro forma adjustments. The AGL Pro Forma Financial
Information is presented in an abbreviated form insofar as il does not include all of the disclosures required by

A-IFRS applicable to annual financial reports prepared in accordance wiih the Corporations Act 2001,

Scope

We have reviewed the AGL Pro Forma Financial Informalion in order to report whether anyihing has come o
our aitention which causes us (o believe that the AGL Pro Forma Financial Information set out in the Prospectus
does nol present fairly in accordance with the recognition and measurement principles preseribed in A-IFRS and
other mandatory professional reporling requirements in Australia, and the accounting policies adopled by AGL
as disclosed in the consolidated half year financial report of AGL for the hall year ended 31 December 2006,
Our review has been conducted in accordance with Australian Auditing Standard AUS 902 “Review of Financial
Reports”. We have made such enquiries and performed such procedures as we, in our professional judgement,

considered reasonable in the circumstances, including:
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Analytical procedures on the AGL Pro Forma Financial Information;
A review of work papers, accounting records and other documents;

A review of Lhe pro forma adjustments described in Section 6.3.1.1, Section 6.3.1.2 and Section 6.4.1 of
the Prospeciusg;

A comparison of consistency in application of the recognition and measurement principles in A-IFRS
and other mandatory professional reporting requirements in Australia, and the accounting policies
adopled by AGL as disclosed in the AGL consolidated financial report for the half year ended 31

December 2006, and

Enguiry of the directors and management of AGL.

These procedures do not provide all the evidence (hat would be required in an audit, thus the level of assurance

provided is less than given in an audit. We have not performed an audil and, accordingly, we do nol express an

audil opinion on ithe AGL Pro Forma Financial Information.

Review Statement

Based on our review, which is not an audil, nothing has come 10 our attention which causes us {o believe that the

AGL Pro Forma Financial Information set out in the Prospectus does not present fairly:

»

The Balance Sheet of AGL and ifs subsidiaries as at 31 December 2006 (“AGL Companies Balance

Sheet™) as set out in Seclion 6.3 Table 8 of the Prospectus;

The Pro Forma Acquisitton Adjustments and the Pro Forma Funding Adjustments as described in

Section 6.3.1.1 and Section 6.3.1.2 of the Prospeclus;

The AGL Companics Balance Sheet, as sel out in Section 6.3: Table 8 of the Prospecios, adjusted (o
reflect the Pro Forma Acquisition Adjustments and the Pro Forma Funding Adiustments assuming such

transaciions had occurred as at 31 December 2006 (“Pro Forma Combined Balance Sheet™);

The pro forma Income Statement of AGL and ifs subsidiaries for the hall year ended 31 December 2006

as sel out in Section 6.4: Table 9 of the Prospectus;
The Pro Forma Income Stalement Adjustments as deseribed in Section 6.4.1 of the Prospectus; and

The Retail Energy - Pro Forma Income Statement (excluding significant ilems) in respect of AGL's
retail energy business segment and ithe Merchant Energy - Pro Forma Income Sualement {excluding
significant ilems} in respect of AGL's merchant energy business segment for the half years ended 31
December 2005 and 31 December 2006 as set oul in Section 6.4.2: Table 10 and Table 11 of the

Prospectus respectively,

in accordance with the recognition and measurement principles preseribed in A-IFRS and other mandatory

professional reporting requiremenis in Australia, and the accounting policies adopted by AGL as disclosed in the

consolidated half year financial report of AGL Tlor the half year ended 31 December 2006.
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Suhbsequent Events

Apart from the matters deall with in this Report, and having regard for the scope ol our Report, nothing has
come (o our altention that would cause us 10 believe thal matfers arising after 31 December 2006, other than
matters deall with in this Report, would réquire comment on, or adjustiments to, the information contained in this

Report, or would cause such informalion o be misleading or deceplive.

Indepeadence and Disclosure of Interest

Deloitte Touche Tohmaisu do not have any inferest in the oulcome of the Offer other than the preparation of this
Report [or which normal professional fees will be recetved. Deloitte Touche Tohmatse is the independent
auditor of AGL Inergy Limiled.

Consent

Deloitte Touche Tohmatsu has consented fo the inclusion of this Investigating Accountant’s Report in the
Prospectus in the form and context in which it is so included, but has not authorised the issue of the Prospectus.
Accordingly, Deloitte Touche Tohmatsu makes no representation regarding, and takes no responsibility for, any

olher documents or material in, or omissions from, the Prospeclus.

Yours faithfully

DELOITTE TOUCHE TOHMATSU

JW

G Coultas
Parmer

Chartered Accountanis
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9. aterial contracts

9.1 Underwriting Agreement summary

Definitions

Allocation interests have the meaning given to them in the ASTC Settlement Rules;
Allotment Date means 27 February 2007,

Bookbuild Date means 20 February 2007,

Goldman Sachs J8 Were means Goldman Sachs 1B Were Pty Ltd;

LP. Morgan means ).P. Morgan Australia Limited (ABN 52 008 888 011},

Offer Document means any of the following documents issued or published by or on behalf of
the Company in respect of the Offer:

e the Prospectus or any supplementary prospectus;

s any written materials that are provided to prospective investors, with the prior approval of
the Company;

s any advertising or publicity documents issued, with the prior approval of the Company;
Settlement Date rmeans 27 February 2007, and
UBS mears UBS AG, Australia branch,

Summary

Under an Underwriting Agreement between the Underwriters and the Company dated 19
February 2007, the Underwriters agreed to manage and underwrite the Offer.

If Applications are not received for all underwritten New Shares by the Settlernent Date each
Underwriter will be issued Allocation Interests representing 33.3% of the shortfall. Each
Underwriter must pay of procure payment in cleared funds to the Company on the Settlement
Date for 33.3% of the total Application Monies, being the 56,550,000 New Shares multiplied by
the Final Price.

The Company must pay the Underwriters an underwriting fee of 2.0% of the Final Price per Share
on all of the New Shares issued under the Offer. In each case, each Underwriter will be entitled to
33.3% of the fees paid.

The Company must pay, or reimburse, each Underwriter for all reasonable costs incurred in respect
of the Offer {including legal expenses, amounts payable to the ASX to permit settlement via the
Allocation Interest DVP settlement service). The Underwriter must seek approval from the
Company before incurring any expenses which individually exceed $5,000. The Company must
also pay, or reimburse, each Underwriter for any transaction taxes payable in respect of the
Underwriting Agreement.

Subject to certain exclusions relating 1o fraud, recklessness, wilful misconduct, gross negligence or
reckless breach of contract by an indemnified party, the Company agrees o indemnify the
Underwriters and certain affiliated parties against all losses incurred directly or indirectly in
connection with any statement in the Offer Document being misleading or deceptive {including
any omission), or any breach by the Company of its obligations under the agreement or any of the
representations or watranties given by the Company in the agreement not being true or correct.

The agreement restricts the Company from allotting or agreeing to allot securities or convertible
securities within 90 days after the Allotment Date, other than pursuant to the agreement, an
employee incentive scheme, a security purchase plan, an existing dividend reinvestment plan or
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where an issue of securities is reguired as a consequence of the exercise of options currently on
issue, or with the prior written consent of the Underwriters.

Any Underwriter may terminate (whether or not with the consent of the other Underwriters) all its
obligations under the agreement by notice to the Company {copied to the other Underwriter) if
any of termination events set out below oceur prior to 9:30am on the Allotment Date. However,
in the case of the termination events in paragraphs (g}, (h), 4, (), (0, &), {m), (1), (o), () (@) or ()
below, an Underwriter may not terminate the agreement unless it:

{iy leads or is lkely to lead to a contravention by that Underwriter of, or to a liability for that
Underwriter under, the Corporations Act or any other applicable law; or

{i  causes or is likely to cause a material adverse effect on the level or likely level of
Applications or settiement or those Applications or the price at which the New Shares are
sold on the ASX:

ay {ASIC stop order / investigation) ASIC does any of the following:

i makes an order or interim order under section 739 of the Corporations Act;

il. applies for an order under Part 9.5 of the Corporations Act in relation to the Offer
or any Offer Document

iii. holds, or gives notice of intention to hold, a hearing or investigation under the
Corporations Act or Australian Securities and Investments Cornmission Act 2001
(Cth} in relation to the Offer or any Offer Document; or

. either prosecutes or gives notice of an intention to prosecute or commences
proceedings against or gives notice of an intention to commence proceedings
against, the Company or certain affiliated parties int relation to the Offer or any
Offer Document.

b} (ASX approval} unconditional approval is refused or not granted to the official quotation of all
of the New Shares on ASX, on or before the Allotment Date, or if granted, the approval is
subseguently withdrawn, qualified or withheld.

o) {supplementary prospectus) the Company lodges, or in the reasonable opinion of the
Underwriters, becomes reguired ta lodge a supplementary prospectus in circumstances where
the matter is materially adverse from the point of view of an investor within the meaning of
section 719 of the Corporations Act.

d) {consent) any person {other than the Underwriter) whose consent to the issue of the Prospectus
is required by section 719 of the Corporations Act refused to give consent or withdraws its
consent.

e} {trading in shares) ASX announces that the Shares will be delisted, removed from guotation,
withdrawn from admission to trading status or suspended from guotation (other than as a
result of the request from the Company for the suspension of the shares for the purposes of
the Bookbuild).

fy  {Insolvency Event) an insolvency event occurs in respect of the Company or any of its related
bodies corporate.

gy {prospectus) The Prospectus omits any material reguired by the Corporations Act, contains a
statement which is misleading or deceptive or otherwise fails to comply with the Corporations
Act or a new circumstance arises after the Prospectus is lodged which would have been
required to be included in the Offer Document if it had arisen before the Prospectus was
lodged; or
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hy

)

there is a material adverse change in the financial position, resulis, operations or prospects of
the Company or the Company and its subsidiaries as a group (insofar as the position in relation
10 any subsidiary affects the overall position of the Company); or

{misrepresentation) a representation or warranty made or given by the Company under the
agreement proves to be or becomes untrue or incorrect; or

{change in law) there is introduced or there is an official announcement of a proposal to
introduce, into the Patliament of Australia or any State or Territory of Australia a law of a new
regulation is made under any law, or a government agency adopts a policy which prohibits or
regulates the Placement or materially adversely affects the taxation treatment of New Shares;
or

{breach) the Company fails to perform or observe any of its obligations under the Underwriting
Agreement; or

{banking moratorium) a general moratorium on commercial banking activities in Australia, the
United Kingdom or the United States of America is declared by the relevant central banking
authority in any of those countries and remains in force for 2 consecutive days, or there is a
material disruption in commercial banking or security settlement or clearance services in any of
those countries the effect of which is such as to make if, in the reasonable opinion of the
Underwriters impractical to promote the Offer or to enforce contracts to issue and allot the
New Shares; or

) {trading in securities generally) trading of all securities quoted on ASX, the London Stock

n)

)

P

a)

Exchange or the New York Stock Exchange is suspended or limited in a material respect for a
period of two or more consecutive business days,

{adverse change in financial markets). The S&P/ASX 200 Index of ASX falls by an amount that
is 10% or more of the level at the close of trading on the date of the Underwriting Agreement
and remains below that level for a period of three consecutive business days; or

{hostilities) hostilities not existing at the date of the agreement commence (whether war has
been declared or not} or a major escalation in existing hostilities occurs {whether war has been
declared or not) involving any one or more of Australia, New Zealand, the United States of
America, the United Kingdom or the People’s Republic of China or a natural emergency is
declared by any of those countries, or a major terrorist act is perpetrated anywhere in the
world involving any of those countries; or

{change in managerment) a change in senior management or the board of directors of the
Company occurs; of

{indictable offence and disqualification) a director of the Company:

iy is charged with an indictable offence relating to any financlal or corporate matter or
any regulatory body commences any public action against the director in his or her
capacity as a director of the Company or announces its intention to take such action; or

(iy s disqualified from managing a corporation under the Corporations Act; or

{acquisition agreement) a material condition precedent to an agreement relating to the
Acquisition is not satisfied or waived or becomes incapable of being satisfied or waived in the
reasonable opinion of the Underwriters, or such agreement is otherwise incapable of being
completed without the prior written consent of the Underwriters {such consent not to be
unreasonably withheld} or any such agreement is found void or voidable.
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9.2 Powerdirect Sale Agreement

The Powerdirect Sale Agreement provides for the sale of all 1,214 of the ordinary shares issued in
Powerdirect Australia and all 5,796,100 ordinary shares issued in Powerdirect Utiity Services to
AGL {Sales} Pty Limited.

AGL has agreed to guarantee the obligations of the Purchaser under the Powerdirect Sale
Agreement.

Condition Precedent

The sale will not take effect until Queensiand Treasury Corporation has been released from a
number of third party obligations {i.e. a number of guarantees to NEMMCO and an undertaking to
a contract counterparty on behalf of Powerdirect).

Completion is scheduled to take place on the later of 1 March 2007 or the date 5 business days
after the above condition is satisfied {the Completion Date).

if Completion does not accur before the Sunset Date (1 May 2007), either party may, provided
that it is not in breach of its obligations under the Powerdirect Sale Agreement, give notice of its
intention to terminate the agreement. If Completion does not occur within 10 business days of
such notice, then the Powerdirect Sale Agreement will terminate. If the Powerdirect Sale
Agreement is terminated under such drcumstances, it will have no further effect and no party will
have any claim against the other, except in respect of a past breach.

The Powerdirect Sale Agreement requires the Purchaser to provide a bank guarantee (the
Performance Bond) for an amount of $10,000,000 at the time of execution of the Powerdirect
Sale Agreement. The Performance Bond is provided for the purpose of securing the performance
by the Purchaser of its obligations under the Powerdirect Sale Agreement prior to or at
Completion. The State may draw down the Performance Bond and retain the proceeds as
iguidated damages if the Powerdirect Sale Agreement is terminated as a result of a breach by the
Purchaser.

Price and Payment
The initial purchase price for Powerdirect and PDUS is $1,200 million {the Initial Purchase Price).

The Powerdirect Sale Agreement provides for certain movements in working capital to be the
subject of an adjustment to the Initial Purchase Price following Completion, provided the
adjustments amount to more than $500,000. The working capital adjustment relates to
movements in specified iterns from the forecast working capital amount of $56 million as at the
Effective Time. The Effective Time is defined as the beginning of the first day of the calendar
month in which Completion occurs.

Ergon Enerqy is permitted to sweep any cash held by Powerdirect immediately prior to Completion
through declaration of a dividend/or repayment of inter-company debt.

Restrictions in conduct of business prior to completion

The Powerdirect Sale Agreement contains restrictions on Powerdirect from entering into certain
transactions prior to Completion, including in respect of the duration, face value and
creditworthiness for electricity hedging transactions, environmental product transactions, diesel
swaps and in respect of the duration and face value of electricity purchase and electricity sale
agreements or any Material Contract (which includes any contract or commitment involving gross
revenue of gross expenditure exceeding $2.5 million).

Warranties

Ergon Energy and the State give certain warranties in favour of the Purchaser in the Powerdirect
Sale Agreement. Neither Ergon Energy nor the State will be liable for any warranty claim unless a
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claim is made within one year after the completion of the acquisition and legal proceedings have
been issued and served on Ergon Energy or the State within six months of notice of a warranty
daim. The maximum aggregate liability of Energex and the State for a warranty claim is 30% of
the sum of the Initial Purchase Price. However, the maximum aggregate liability for a warranty
claim related to title issues is 100% of the sum of the Initial Purchase Price and estimated
Queensland stamp duty.

Neither Ergon Energy or the State will be liable for any warranty daim if the warranty claim is less
than $500,000 and until the total of all amounts for all warranty claims exceeds $5,000,000.

The Purchaser's sole remedy for a breach of warranty is damages and the Purchaser will not be
entitled to terminate or rescind the Powerdirect Sale Agreement

Tax Indemnity

Ergon Energy provides the Purchaser with a tax indemnity in respect of any tax incurred, but not
paid, prior to Completion The tax indemnity does not apply to any claim made on or after the fifth
anniversary of Completion.

Intercompany Debt

The Powerdirect Sale Agreement provides a mechanism for the repayment and write-off of inter-
company receivables and payables immediately prior to Completion.

Employees

Under the Powerdirect Sale Agreement the Purchaser has undertaken to procure that Powerdirect
continues to employ, and maintain the current terms of employment of, certain employees untit 30
June 2008. These employees are the employees of the Powerdirect Group who are covered by the
Ergon Energy Certified Agreement 2005 and who are not on individual employment contracts.

Non-compete

The Powerdirect Sale Agreement prohibits Ergon Energy and Energex (or any of their restricted
subsidiaries) from entering into any contract for the sale of electricity in Queensiand (subject to
some exceptions) or from allowing use of the “Energex" or "Ergon" brands to sell electricity untd
19 February 2012,

Separation issues

Under the Powerdirect Sale Agreement, Ergon Energy is required post-Completion to provide
Powerdirect with employees, [T Systems, access to office space, services and information on a short
term basis to assist Powerdirect to transition its business away from dependence on Ergon Energy
and iis related corporations. In particular Ergon Energy is obliged to provide Powerdirect with
billing and other services in respect of Powerdirect's contestable customers until 30 April 2007 or
when Powerdirect's own systems are capable of undertaking these functions internally (if later).

9.3 Powerdirect Transition Services Agreement Summary

General

Powerdirect has entered into a Transition Services Agreement with Energex for the provision of
transition services for the approximately 390,000 Mass Market customers transferred to
Powerdirect from Sun Retail. The TSA is designed to provide Powerdirect with "business as usual”
services for these Mass Market customers until Powerdirect can implement replacement service
arrangements or achieve self sufficiency.

Friergex provides transitional services 1o Powerdirect, Sun Retall, Sun Gas and AllGas under
separate transitional services agreements. Energex (and SEPL and SPARQ) also provides simiar
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services to Ergon Energy. The TSA provides for non-discriminatory provision of the services and the
ring fencing of each user's customer information.

Commencement Date & Duration

The TSA was executed by Energex and Powerdirect on 1 November 2006 (i.e. on and from the
transfer of approximately 390,000 non-contestable electricity customers from Sun Retail to
Powerdirect). The TSA runs for 18 months from 1 November 2006 (e, until 1 May 2008}
However, Powerdirect is obliged to use its best endeavours to migrate off the TSA services as soon
as is reasonably practicable.

Services

Under the TSA, Energex agrees to provide to Powerdirect call centre and billing services in respect
of Powerdirect's non contestable customers Energex will not offer any capability for Powerdirect to
meet the reguirements of FRC {other than FACOM separation).

The TSA includes an obligation on Powerdirect to test and commission its owrn FRC IT system by 1
July 2007,

The provision of services is conditional on Energex obtaining the third party consents and sub-
ficences required to provide the services to Powerdirect {at Powerdirect's cost}.

Service Levels

The TSA is characterised by generally inflexible service terms {fong lead times and subject to
Energex cooperation). There is little ability to change Powerdirect's operational procedures or
policies. Services are generally provided at "arms length”, with imited access rights, limited aoility
to actively use the Energex call centre for new marketing initiatives (including pre FRC marketing)
and long lead times for changes to processes and scripts etc.

Energex prioritises provision of services to network issues before services under the TSA
{Powerdirect has indicated that Energex’s limited resources will be an issue for service provision
and data migration under the Powerdirect TSA}

Service Charges

Service charges of approximately $18.6 million per annum will be payable by Powerdirect under
the TSA. The TSA does not include any incentive charging arrangements referenced to Energex
meeting the stated service levels, nor are there any penalty charges for Energex failing to meet the
stated service fevels.

Termination

Powerdirect can terminate the services on 3 months’ notice, subject to FACOM separation for non-
contestable customers (FACOM is the Energex legacy customer information and billing systern
used to bill the Sun Retail and Powerdirect Mass Market customers in Queensland). Energex has
the ability to extend this notice period for a further 3 months in some circumstances — e.g.
congestion of Energex resources delaying migration).

No break costs apply for termination by 3 months notice {although if data has not been
successfully migrated by the end of the 3 month period, Powerdirect must compensate Energex for
its reasonable costs of providing additional / continued services).

Individual services can be terminated earlier under mandatory change provisions, but Powerdirect
is potentially then liable for Energex’s reasonable break costs {which will not include Energex’s loss
of profit).
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Limitations of Liability

Powerdirect has very limited rights of recourse to Energex for breaches of the TSA, or fatlures to
achieve the reguired service levels. The liability of Energex for breaches {including riegligence) shall
not exceed:

al $100,000 in respect of any one event or omission (or series of related acts or omissions); and
by $5 million in the aggregate.

Energex has no liability for consequential or indirect 1oss or any loss of profit, revenue or goodwill.

Indemnities

Powerdirect must indemnify Energex {and Energex’s related corporations and subcontractors) for
any liability as a result of Powerdirect not complying with the TSA, or any claims against Energex
{or Energex’s related corporations and subcontractors} from persons to whom the Services are re-
supplied {i.e. customers of Powerdirect) — even if caused by the indemnified person’s negligence,
fraud or other breach or defauit.

Powerdirect is also reguired to release and indemnify Energex for disclosure by Energex of any
confidential information of Powerdirect.

9.4 Powerdirect Retail Allocation Agreement Summary

General

The Retail Aliocation Agreement is required because metering arrangements and FACOM
imitations mean that the approximately 390,000 Mass Market customers transferred from Sun
Retail to Powerdirect cannot be separately identified and managed within FACOM.

Sun Retall remains the local retailer for the Energex area, for the purposes of the NEM Rules,
notwithstanding the RAA arrangements. Absent the RAA, Sun Retail would be financially
responsible for all Mass Market customer load within the Energex area. Accordingly, the RAA
establishes an arrangement whereby Energex will:

al continue to collect all customer revenues from the non-contestable customers of both Sun
Retail and Powerdirect;

by  distribute, from these customer revenues, amounts owed by Sun Retail and Powerdirect to
NEMMCO (for electricity purchases), Energex (for DUOS and other network charges) and the
State {for community service obligations etc); and

¢} distribute any net proceeds to Sun Retall and Powerdirect in accordance with 2 stated
“waterfall” of payments.

The receipts and payment from the Energex account will be made on the basis of a deemed
allocation between Sun Retail and Powerdirect of 71/29%.
Commencement Date & Duration

Sun Retail, Powerdirect, Energex {irading as Metering Dynamics), Energex and the State entered
into the RAA on or about 1 Novernber 2006.

The RAA will terminate 8 months after the date upon which FACOM is able to separately identify
the Mass Market customers of both Sun Retail and Powerdirect.
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Appointment of Energex as Agent

Energex will continue to invoice the Mass Market customers of both Sun Retall and Powerdirect as
agent of Sun Retall and Powerdirect.

Energex will collect all payments by the Mass Market customers of both Sun Retail and Powerdirect
and allocate those receipts to the satisfaction of payment obligations to NEMMCO (for wholesale
electricity purchases from the NEM), Energex (for DUOS charges) and the State {for community
service obligations and other obligations). Residual balances will be allocated to Sun Retail and
Powerdirect on a 71/29 hasis.

True Up Arrangements

Energex will, once it is able to separately identify the Mass Market customers of Sun Retall and
Powerdirect in FACOM, conduct a "true up” of the unbilled energy, debtors and security deposit
balances for each of Sun Retail and Powerdirect.

Indemnity & Release

Powerdirect indermnifies Energex for any liabilities arising out of its breach or defauit (other than
where the breach or default is caused by Energex’s gross negligence or fraud). Powerdirect also
refeases Energex from any claim by Powerdirect arising out of Energex’s breach or default (other
than where the breach or default is caused by Energex’s gross negligence or fraud).

Limitations on Liability

The RAA excludes all implied representations and warranties regarding the services provided by
Energex.

Energex has no liability for consequential or indirect loss or any loss of profit, revenue or goodwill.

Guarantee of Powerdirect’'s Obligations

The State guarantees the obligations of Powerdirect to Sun Retail under the RAA {and vice versa).

Termination

The terms of the RAA do not permit termination by the parties.

9.5 Powerdirect Interim Coordination Agreements Summary

General

Powerdirect has entered into an Interim Coordination Agreement with each of Energex and Ergon
Energy. The ICAs govern the "use of system” relationship between Energex and Ergon Energy as
electricity distributors respectively, and Powerdirect as an electricity retailer in each case, in
connection with the supply and sale of electricity to Powerdirect customers connected to the
Energex and Ergon Energy distribution networks.

Commencement Date & Duration

The commencement date of both ICAs is 1 November 2006,

The ICAs may only be terminated by notice in very limited circumstances including, for example,
the termination or either party’s retail or distribution authority or registration as a Market
Participant or Network Service Provider under the National Flectricity Rules.

The Ergon Energy ICA automatically terminates on the date FRC is introduced.

8}



In the case of the Energex ICA certain provisions will continue on foot after the introduction of
FRC until there are no customers remaining in FACOM. The continuing ICA provisions will facilitate
the provision of electricity retail and distribution services 1o the approximately 320,000 Mass
Market Powerdirect retail customers in accordance with the terms of the TSA.

General Terms

The ICAs include standarc use of system / coordination agreement terms. As noted above, the ICA
with Energex has been tailored to reflect the RAA and TSA arrangements applying prior to FRC.
Bad Debts

Powerdirect bears the risk of customer default in the payment of Energex and Ergon Energy
network charges.

Distributor Indemnities

Energex and Ergon Energy each indemnify Powerdirect under their respective 1CAs against any:

a) claim against Powerdirect by a customer regarding the quality of, or interruptions to, the
connection and supply of electricity by the distributor, but only to the extent that the
distributor would have been liable 1o that customer if it had daimed under its customer
connection agreement;

by claim against Powerdirect for breach by Powerdirect of any conditions, warranties or terms
implied by Part V of the Trade Practices Act 1974 or equivalent state leqgisiation {("TPA”)
concerning the supply of electricity by the distribuior where:

(i} that breach occurred as a result of the acts or omissions of the distributor; and

(i Powerdirect had limited its TPA liability to the maximum extent permitted by law
dirnited to the amount of Powerdirect's direct loss):

¢} claims in connection with the wrongful disconnection of a customer's connection point by the
distributor other than daims in connection with a service order request by Powerdirect that
results in a wrongful disconnection by the distributor {limited to $500,000 per customer per
financial year for each claim by a customer); and

d} claims in connection with the distributor’s failure to comply with the enguiries, complaints
and claims provisions of the ICA (limited to $500,000 per claim).
Powerdirect Indemnities

Powerdirect indemnifies each of Energex and Ergon Energy under their respective ICAs for claims
in connection with:

a)  any fallure by Powerdirect to provide accurate information 1o the distributor inn connection
with a service order request;

by  a Service Order Reguest by Powerdirect that results in a wrongful disconnection of a
Customer's Connection Point by the distributor; and

¢} any fallure to comply with the enquiries, complaints and claims provisions of the ICA.

{all limited to $500,000 per claim).

Powerdirect also indemnifies each of kEnergex and Ergon Energy under their respective ICAs against
ail claims arising from, or incurred by them as a consequence of cessation of supply as a resuit of a
disconnection pursuant to a Service Order Reguest, except to the extent that the claim arises from
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the negligent or reckless act or omission of the distributor, or from a breach by the distributor of
the ICA or any applicable law (also limited to $500,000 per claim).

9.6 Sun Gas Acquisition

AGL Sales Pty Limited completed the acquisition of Sun Gas on 1 February 2007 pursuant to a
Share Sale Agreement dated 26 November 2006 between Energex, the State, AGL Sales Pty
Limited (as Purchaser) and AGL (the Sun Gas Sale Agreement}.

The terms of the Sun Gas Sale Agreement do not materially differ from the terms of the
Powerdirect Sale Agreement and also provides for Energex as vendor 1o give certain warranties
and indemnities in respect of the Sun Gas business. These warranties are subject to various
limitations as to time and amount.

Sun Gas also receives transitional services under a Transition Services Agreement dated on or
about 31 October 2006 between Sun Gas and Energex on terms that do not materially differ from
the terms of the Powerdirect TSA.

9.7 TIPS Transaction

On 29 January 2007 AGL entered into an Implementation Deed with CLP Australia Holdings Pty
Ltd ("CLP"} to effect AGL's acquisition from CLP of the 1,280MW Torrens Isiand Power Station
("TIPS™) for $417m and sale to CLP of AGL's 180MW Hallett Power Station for $117m. The
acquisition is due to complete on 2 July 2007. ACCC approval has been sought in relation to the
transaction.

TIPS Implementation Deed

The sale of HPS will be effected by an asset sale from AGL to CLP. The acguisition of TIPS will be
effecied by the acquisition of either TRUenergy SA Generation Ply Ltd ("SA Gen") and TRUenergy
Torrens Istand Pty Ltd ("TIPL") under the Downstream Share Sale Agreement or of TRUenergy
Australia Pty Ltd {" TAPL") under the Upstream Share Sale Agreement.

The acquisition of TIPS is also linked to the transfer to AGL of the majority of the gas haulage
entittements and commitments held by TRUenergy Pty Limited ("TPL"} in respect of the SEA Gas
transmission pipeline between Port Campbell in Victoria and Adelaide in South Australia. CLP and
AGL intend that TPL's foundation shipper agreement for the SEA Gas pipeline {"SEA Gas FSA™ ) will
be substantially novated to an AGL entity {the " AGL Shipper™).

If the SEA Gas FSA cannot be novated on Completion {because of a failure to obtain the required
counterparty consents), then the CLP and AGL parties will enter into a back to back arrangement.
Under this arrangement (which will initially be based on an agreed binding terms sheet), TPL will
pass through to the AGL Shipper such haulage rights as are reguired to place the AGL Shipper in
the same position as if the SEA Gas FSA had been substantially novated to the AGL Shipper.
However, TPL will retain the direct contractual relationship with the counterparties to the SEA Gas
FSA.

The Downstream Share Sale Agreement will only be used if CLP and AGL obtain the consent of the
SEA Gas Partners {other than CLP/TRUenergy entities) and the SEA Gas financiers (the SEA Gas
Consent Parties) to:

aj releasing TAPL from its obligations under the SEA Gas Credit Support Agreement
{including the restriction on transfer of the shares in SA Gen by TAPL),

b} releasing SA Gen from its rights and obligations under the SEA Gas Credit Support
Agreement and Foundation Shipper Guarantee {whereby SA Gen guarantees the obligations of
TPL under the SEA Gas FSA to the SEA Gas Partners); and
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o) if the FSA Novation Deed is entered into, that the AGL Shipper is not required to
assume the same level of obligations as applied to TPL under the SEA Gas Credit Support
Agreement,

if the consent of the Sea Gas Consent Parties cannot be obtatned within a reasonable timeframe,
CLP and AGL will use the Upstream Share Sale Agreement.

TIPS Energy Agreements

Under both the Downstream Share Sale Agreement and Upstream Share Sale Agreement, TPL and
the relevant Buyer will be bound by binding terms sheets for:

aj a gas sales agreement from TPL to an AGL entity for approximately 300PJ, expiring in
2017,

b} a gas swap agreement between TPL and an AGL entity;

o) a gas storage agreement for the provision by TPL of firm and non firm capacity at its

Western Underground Gas Storage facility at Port Campbelt ("WUGS") to 2017,

d) an arrangement for TPL to provide AGL with transportation rights in respect of the
WUGS lateral to the SEA gas pipeline.

The parties are required to negotiate {ully documented agreements in due course.

AGL will also enter into electricity derivatives with TRUenergy referenced against the South
Australian node in quantities that are material, but substantially less than the capacity of TIPS

TIPS Share Sale Agreements
General

The Upstream Share Sale Agreement and the Downstream Share Sale Agreement are presently
unexecuted but in agreed form. Their terms and conditions are described below. With the
exception of the TAPL restructure condition precedent included in the Upstream Share Sale
Agreement (described below) the terms and conditions of the respective Share Sale Agreements
do not materially differ from each other.

The parties to the Downstream Share Sale Agreement are TAPL (" Downstream Seller"), an AGL
entity to be nominated as the buyer (" Downstream Buyer"), CLP as Seller Guarantior and AGL as
Buyer Guarantor. The Downstream Share Sale Agreement provides for the sale of all of the issued
shares in SA Gen and all of the issued shares in TIPL {together the "Downstream Target™} for a
purchase price of $416,999,999 and $1 respectively.

The parties to the Upstream Share Sale Agreement are CLP Australia Energy Holdings Pty Lid
{"Upstream Seller”), an AGL entity 1o be nominated as the buyer (" Upstream Buyer"), CLP as Seller
Guarantor and AGL as Buyer Guarantor. The Upstream Share Sale Agreement provides for the sale
of all of the issued shares in TAPL {the "Upstream Target") for a purchase price of $417,000,000.
TAPL is the holding company of SA Gen and TIPL.

Conditions Precedent

Under both of the Share Sale Agreements, completion of the sale of the shares in the relevant
Target is conditional upon the following:

al ACCC clearance of, or confirmation of no objection to, the sale of the relevant Target
to the relevant Buyer;

b) no Critical Adverse Change has occurred {i.e. no event reducing TIPS nameplate
capacity of 1,280MW by 30% or more {which would not be rectified within 18 months) has
occurred and no Material Adverse Change {discussed below) has occurred that would reduce the
purchase price by $208,500,000 or more);



s FIRB approval (if required by law};, and

d) Release of SA Gen's obligations to Ecogen Energy under a Guaraniee & indemnity
Deed Poll entered into in connection with a hedge agreement between Ecogen Energy Pty Lid and
TRUenergy Pty 11d dated & May 1999,

Further, completion under the Share Sale Agreements is conditional upon completion occurring
under the Hallett Business Sale Agreement, which is intended to occur simultaneously.

Additional Upstream Condition Precedent - TAPL Restructure

The Upstream Share Sale Agreement contains an additional condition precedent: TAPL must be
restructured so that at Completion its only subsidiaries are SA Gen and TIPL.

Price and Payment
The purchase price for the Target is a total of $417,000,000.

The Share Sale Agreements provide Tor the purchase price to be adjusted following Completion by
certain limited movements in working capital,

Material Adverse Change

if, between execution of the Implementation Deed and Completion, an event occurs or
circumstance arises, that adversely affects the ability to operate and generate electricity at TIPS (a
Material Adverse Change) and results in a reduction in the value of TIPS greater than $2,000,000
then the purchase price to be paid by the Buyer may be reduced by the same amount. Industrial
disputes and events or circumstances affecting the electricity industry generally do not constitute a
Material Adverse Change. The reduction in the vaiue of TIPS may be referred to an independent
expert for determination.

Warranties

The Seller gives certain warranties in favour of the Buyer under the Share Sale Agreements.
Warranty claims must be made within 4 years for stamp duty warranties, 3 years for other tax and
title warranties and 1 year for all remaining warranties.

The Seller will not be liable for a warranty claim unless the amount claimed is more than $100,000
and once the aggregate amount of all warranty claims exceeds $2,000,000 (in which event the
Buyer may claim the whole amount).

The Seller's maximum liability for warranty claims, tax claims or any other claim is $145,950,000.
Termination

If the Conditions Precedent have not been satisfied or waived by 5pm, 28 September 2007, either
party may terminate the relevant Share Sale Agreement by notice {provided that the terminating
party has complied with its obligation to apply reasonable endeavours to the satisfaction of the
Conditions Precedent}.

Further, the Seller may terminate the relevant Share Sale Agreement by notice 1o the Buyer
{provided the ACCC condition precedent has not been satisfied or waived} at any time after:

aj the ACCC formally notifying its intention to oppose or take any action under section
50 in respect of the sale of the shares;

b} the ACCC making a determination under section 95AM of the TPA refusing clearance
to a formal application for approval of the acguisition;

o) 15 days after the ACCC grants clearance to a formal application subject to conditions
under section SHAP of the TRPA: or

d) 31 May 2007,

Indemnities



The Seller provides an indemnity to the Purchaser in respect of any Tax Claims received or suffered
by the Target. The indemnity will not apply to matters notified to the Seller more than 5 years after
Completion.

The Seller also provides the Buyer with indemnities with respect o stamp duty, certain financing
arrangements which are to be discharged at completion and for a breach of the representations or
warranties in the agreement.

Hallett Business Sale Agreement

The Hallett Business Sale Agreement ("BSA”} is also presently in unexecuted, but agreed, form.
its terms and conditions are described below.

The BSA is between AGL Flectricity (Vi) Pty Lid and AGL Wholesale Gas Limited (together the
“Vendors”), AGL Corporate Services Pty Ltd (" AGL CS”), a TRUenergy entity to be nominated as
the purchaser ("Purchaser”), AGL as Vendor Guarantor and CLP as Purchaser Guarantor. The BSA
is intended 1o effect the asset sale of Hallett Power Station {*HPS”} as a going concern from the
Vendors to the Purchaser.

Conditions Precedent
The BSA and Completion of the sale of HPS are conditional upor:

aj consents of counterparties to the novation of the Transmission Connection Agreement
with ElectraNet Pty Limited, a term sheet for provision of gas transportation services with Epic
Energy South Australia Pty Limited and an HPS Connection Deed {connection sharing agreement}
with Brown Hill Pty Limited from the Vendors to the Purchaser;

b} transter or grant of generation licence and NEMMCO registration to allow the
Purchaser 1o operate HPS;

'a) the ACCC having granted clearance to, or stated that it will not object to, the sale of
the HPS either unconditionally or subject to conditions or requirements that are reasonably
acceptable to the Purchaser and the Vendors;

d) FIRB approval of the sale and purchase of HPS;

e) no Critical Adverse Change has occurred {i.e. no event reducing HPS nameplate
capacity of 180MW by 30% (which would not be rectified within 18 months} or more has
occurred and no Material Adverse Change {discussed below) has occurred that would reduce the
purchase price by $58,500,000 or more);

) Brown Hill Pty Limited consents to the sale of HPS under the HPS Connection Deed;
and
) arrangements having been made with NEMMCQO to aliow HPS to achieve a level of

technical compliance that permits registration of HPS by the Purchaser.
Price and Payment
The purchase price for HPS is $117,000,000.

The agreement provides for the purchase price 1o be reduced, on Completion by an amount equal
to 100% of the annual leave and long service leave liability recognised in relation 1o the
Transferring Employees.

Material Adverse Change

If, between execution of the Implementation Deed and Completion, an event occurs or
circumstance arises, that adversely affects the ability to operate and generate electricity at HPS (a
“Material Adverse Change”) and resulis in a reduction in the value of HPS greater than
$1,000,000 then the purchase price to be paid by the Purchaser may be reduced by the same
amount. Industrial disputes and events or circumstances affecting the electricity industry generally



do not constitute a Material Adverse Change. The reduction int the value of HPS may be referred to
an independent expert for determination.

Warranties

The Vendors and AGL CS {the "Warrantors”} give certain warranties in favour of the Purchaser
under the BSA. Warranty claims must be made within 3 years for title warranties and 1 year for all
remaining warranties.

The Warrantors will not be liable for a warranty claim unless the amount claimed is more than
$50,000 and the aggregate amount of all warranty claims exceeds $500,000 (in which event the
Purchaser may claim the whole amount).

The Warrantor's maximum liability for warranty claims, or any other claim under the BSA is
$40,950,000.

Termination

If the Conditions Precedent have not been satisfied or waived by Spm, 28 Septernber 2007 either
party may terminate the agreement by notice provided that the terminating party has complied
with its obligation to apply reasonable endeavours to the satisfaction of the Conditions Precedent.

Further, the Vendors may terminate the agreement by notice to the Purchaser {provided the ACCC
condition precedent has not been satisfied or waived) at any time after the earlier of:

aj the ACCC formally notifying its intention to oppose or take any action under section
50 in respect of the sale of HPS;

by the ACCC making a determination under section 95AM of the TPA refusing clearance
to a formal application for approval of the acguisition;

o) 15 days after the ACCC grants clearance to a formal application subject to conditions
under section SHAP of the TRPA: or

d} 31 May 2007,

Hallett Energy Agreements

Subject to Completion under the BSA, AGL Wholesale Gas Limited will supply TPL with gas at HPS
under a short-term and a long-term gas supply arrangement for annual contract guantities of
2007]) and 400TJ of gas respectively. The short-term agreement will expire on 31 December 2007
and the long-term agreement will expire on 1 January 2011.

9.8 Acquisition of QGC Shares

Transaction Overview

On b December 2006 Queensland Gas Company Limited and AGL announced that they had
agreed to enter into arrangements under which AGL would acquire by way of subscription a
27.5% of the issued shares in QGC. The arrangements also involved AGL and QGC entering into a
Gas Sales Agreement and Gas Market Development Services Agreement. These agreements are
conditional upon the subscription for shares under the Subscription Agreement occurring.

9.9 Subscription Agreement

General

AGL has agreed to subscribe for, and QGC has agreed to issue, such number of shares in QGC as
are equal t0 27.5% of the total shares in QGC at a price of $1.44 per share. This subscription
arrangement is arranged under a Subscription Agreement between AGL and QGC (the

" Subscription Agreement”}. Subject to approval of the Sentient Transaction (discussed below} the
total consideration payable for the subscription is approximately $292 million. Under the



Subscription Agreement AGL have an option to acquire further shares in QGC up o a maximum of
30%. The parties propose to amend the Subscription Agreement under an Amending Deed which
is yet to be finalised.

Conditions Precedent

The obligations of AGL and QGC under the Subscription Agreement are conditional upomn:

ay  anindependent expert concluding in a report that the transaction is fair and reasonable;

b}  Santos not having acquired a voting power in QGC of 50% or more prior o the end of the
extraordinary general meeting to approve the subscription;

¢} QGC Shareholders approving the transaction;
d)y  approval of ASX guotation of the AGL Shares, subject to customary conditions; and

e} any other approvals of Government Agencies which are necessary or which QGC and AGL
agree ate desirable to implement the transaction.

the conditions must be satistied or waived by 4 March 2007 otherwise either party may terminate
the agreement.

Sentient Transaction

QGC propose (subject to shareholder approval) to acguire from the Sentient Group certain legal
and beneficial permit interests through the acquisition of certain Sentient Group companies. In
consideration of the acquisition of these interests QGC is proposing to issue a total of 53,429,373
shares 1o Sentient Group companies {the "Sentient Transaction”).

If the Sentient Transaction is not approved by QGC Shareholders the AGL Transaction will still
proceed {if approved) but the amount invested by AGL will be approximately $263 million rather
than $292 million for the 27.5% shareholding.

Meeting

Once a draft of the Explanatory Memaorandum has been approved, QGC must convene a meeting
and do all things as may reasonably be necessary to ensure that each of the resolutions to be
considered at the meeting is passed by the required majority.

Covenants

QGC has undertaken that it will not {on or before the subscription completion date) make any
changes to its share capital {other than the Sentient Transaction), declare any distributions or
change or dispose a whole or substantial part of its business or property.

Option over shares

It QGC shareholders do not approve the Sentient Transaction and QGC later makes an issue to
Sentient (other than as part of a pro rate issue to AGL and Sentient), AGL has an option to acquire
up to 30% of the shares allotted to Sentient at the lower of $1.44 per share or the Volume
Weighted Average Price for shares over the five trading days prior to the allotment to Sentient.

Standstill

AGL must not hold more than 30% of the voting power in QGC for the two years after the
subscription completion date. This does not apply where a takeover bid has been made, or a
scheme of arrangement proposed with respect 1o the shares of QGC, such that a person would



become the holder of all of the shares or if a majority of non-AGL QGC directors determine the
restriction will not apply.

Nominee Directors to QGC Board

Under the Subscription Agreement AGL has the right, subject to shareholder approval, to
nominate three nominee directors to the QGC board.

Termination

AGL may terminate the Subscription Agreement in the event of material breach or non fulfilment
of QGC's covenants, if the transaction fails to be recormnmended by the majority of QGC directors,
material breach by QGC of the Subscription Agreement or any member of the QGC Group suffers
an insolvency event.

QGC may terminate the Subscription Agreement is there is a material breach or non-fulfiiment of
the AGL's warranties, material breach by AGL of the Subscription Agreement, or AGL suffers an
insolvency event.

9.10 QGC Gas Supply Agreement

General

AGL and QGC have agreed a binding term sheet dated 4 December 2006 for the long term supply
of gas to AGL comrmencing from 1 January 2008 {the "Gas Supply Agreement”}. The Gas Supply
Agreement is conditional upon the issue of the shares in QGC provided for under the Subscription
Agreement.

Term and volume

The term of the Gas Supply Agreement is for 20 years from the commencement date and for a
volume of gas of 540 PJ.

Project Area

The sources of gas specified in the Gas Supply Agreement are:

¢ Dblocks 2380 and 2453 within ATP 632P, including PL201 (Berwyndale)
¢ ATP 610P (Bellevue)

¢ ATP 620P and any petroleumn leases extracted therefrom including petroleum leases 179
(Argyle), 228 (Kenya), 229 (Argyle) and PL 180 {Lauren); and

¢ Blocks 2599, 2600 and 2672 within ATP 648P (Kenya EFast).

These sources are subject to existing supply commitments to CS Energy Ltd, Incitec Pivot Limited
and the Condamine Power Station {"Foundation Customers"). These are unaffected by this gas
supply arrangement with AGL.

Reserves

QGC may sell gas to other sellers from the Project Area, so long as this does not affect ils ability to
supply AGL or if the sale 1o other sellers is conditional on QGC obtaining adequate certification
that the reserves are over and above those which are cornmitted to the AGL and to other buyers.

At least once a year, QGC must provide a reserves certificate from an independent expert. In the
event of insufficient reserves and if QGC has acted as a reasonable and prudent operator, QGC
will not be liable for its inability to meet its supply obligations. Where there are insufficient
reserves, QGC may curtail AGL's supply but only in the same proportion as all other buyers in the
Project Area {except for Foundation Customers}.



Where the reduction or curtaiiment of gas exceeds 15% of the maximum daily quantity ("MDQ")
and continues for 12 consecutive months, AGL may reduce its MDQ to the average quality that
QGC indicates it can supply. However, where the reserve shortfall is rectified, QGC must offer the
original supply volumes to AGL.

Supply Volumes

Volumes of gas supplied to AGL will increase over time until contract year 10 at which point the
volumes will be remain constant until the end of the Gas Supply Agreement.

AGL also has two oplions to increase its supply volumes.

If there are insufficient reserves to sustain the increased volume, AGL may elect to accept a partial
increase to the extent of available reserves. However, QGC must not enter into other supply
arrangements that would result inn it being unable to fulfil its commitments under AGL's options.

Quantity
AGL is required to take a minimum gquantity of gas each year on a take or pay basis.

Gas Quality

Gas supplied must meet the requirements of AS4564 — "Specification for General Purpose Natural
Gas”.

Failure to Supply
If QGC fails 1o supply AGL on any given day, then QGC is liable for the lesser of:

¢ the difference between what AGL would have paid if QGC had met its supply obligations and
the cost of obtaining an alternative source of gas; or

¢ ihe guantity of gas not delivered muttiplied by 50% of the contract price.

9.11 QGC Gas Market Development Services Agreement

AGL and QGC have agreed a binding term sheet dated 4 December 2006 for the provision of
market development services in connection with the Gas Supply Arrangements to AGL
commencing from 1 January 2008 {the "GMDSA"). The agreement is to commence on 1 April
2007 and ends on 31 December 2010 (" Contract Term™). The GMDSA is conditional upon the
issue of the shares in QGC provided for under the Subscription Agreement.

Gas Market Development and Transportation Services
The services apply to the "Pipeline Network” comprising:

¢ Roma Brisbane Pipeline;

¢+ Queensiand Gas Pipeling;

¢ South West Queensiand Pipeline;
¢+ Moomba Adelaide Pipeline; and
¢+ Moomba Sydney Pipeline.

Under the GMDSA, QGC may by 30 June each year offer quantities of gas to AGL on proposed
terms for delivery to a nominated delivery point These guantities are capped at 7PJ for 2008, 10P]
for 2009 and 12P} for 2010,

I AGL does not accept the offer by 31 October of that year, AGL must then offer QGC any of its
unutilised pipeline capacity on the Pipeline Network. If QGC accepts this offer AGL must use best



endeavours o procure that the pipeline capacity requested by QGC is made avallable {subject to,
and on the terms and conditions of, the relevant transportation agreement).

AGL's transport obligations are subject to QGC not selling the gas transported to s customers on
terms more favourable than in its proposed offer to AGL.

QGC must also reimburse AGL for its costs in providing the transportation services being:

¢ forinterruptible service - the actual cost AGL s liable to pay o the pipeline owner for the
interruptible service;

¢ for a firm service for which AGL has already pald - the service cost AGL s liable to pay the
pipeline owner for the assignment of the firm service, plus any commodity charges or overrun
charges (as applicable).

As Available Gas Supply Service

QGC may request an As Available Gas Supply Service under which it agrees to purchase any gas
that AGL has contracted to purchase but which is surplus to AGL's requirements. Where QGC
makes such a request, AGL must provide notice indicating whether it can provide all, part or none
of the requested supply.

Where QGC accepts AGL's As Available Gas Supply Service, it must pay the gas price and
transporiation tariffs plus a margin capped at 5%.

Service Fee

Over the Contract Term, QGC is liable to pay $22.5 million to AGL in quarterly instalments of
$1.875 million.

Liability

AGL's maximum liability under this agreement does not exceed $22.5 million.
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10. Additional information

Under section 712 of the Corporations Act, Section 1 "Profile of AGL Energy" of the Old AGL
Scheme Booklet is incorporated into this Prospectus. Section 1 of the Old AGL Scheme Bookiet
includes a summary of the Company's constitution and the rights attaching to the Shares.

10.1 Registration and listing

The Company was incorporated as a proprietary company on 30 June 2005, The Company was
registered as a public company in New South Wales on 17 February 2006.

The Company was admitted to ASX's official list on 12 October 2006.

10.2 Dividend Reinvestment Plan
The Directors have approved and may implement a Dividend Reinvestment Plan {"DRP”).

The rules of the DRP are typical of a dividend reinvestment plan operated by an ASX listed
company. Shareholders who elect to participate in the DRP will be able to reinvest the dividends
they are entitled to receive into Shares rather than receiving those dividends in cash. Shareholders
may choose 1o participate in the DRP in respect of some or all of their Shares.

The DRP will commence on the date determined by the Board, and may be varied, terminated or
suspended by the Board at any time, according to the rules of the DRP. As at the Prospectus Date,
the Board has not decided to commence the DRP.

The Directors may exclude shareholders in certain countries from participating in the DRP where
the Board determines the action required to be taken by AGL to be excessive or impracticable.

A copy of the rules of the DRP will be made available by the Company to Shareholders in advance
of the record date for the first dividend in respect of which the Board determines to commence
the DRP. Alternatively, a copy of the rules of the DRP will be available on the Company’s website
at www.agl.com.au.

10.3 Employee Incentive Plans

Upon the Old AGL Scheme occurring, all rights under the Old AGL employee incentive plans vested
entirely.

The Company has the following share and incentive plans in place as at the date of this document:
¢ ihe Share Reward Plan:

¢ ihe AGL Share Purchase Plan:

¢ ihe Shott Term Incentive Plan; and

¢ tihe Long Term Incentive Plan.

The Terms of these Plans are summarised below.

The remuneration strategy for the senior employees of the Company will be delivered through a
combination of fixed remuneration and short and long term incentives. Conseguently, the
Company has adopted a short term incentive plan {*STIP”) and a long term incentive plan ("LTIP”).
The STIP will provide awards based on the Company’s performance and individual performance
targets, while the LTIP is designed to align the interests of employees of the Company with those
of Shareholders. These plans are intended to ensure that the Company will be able to attract and
retain key employees and will form an integral component of the Company’s remuneration
structure for employees.



10.4 Share Reward Plan

10.4.1 Summary

Under the Share Reward Plan, each eligible employee will be invited on an annual basis to acquire
up to $1,000 worth of Shares for no consideration, subject to the satisfaction of performance
hurdles set by the AGL Board in its discretion. Eligible employees include full-time or permanent
part-time employees {other than directors) of AGL companies who have completed 12 months
continuous service {or such lesser period as the AGL Board determines) and who have attained the
age of 18 years. Casual employees and employees who are resident overseas can only participate
at the AGL Board's discretion.

Shares acquired under the Share Reward Plan (" AGI Reward Flan Shares”) are registered in the
names of and beneficially owned by the Plan Participants. As at 19 February 2007, the Share
Reward Plan had not yet been activated.

10.4.2 Payment of purchase price

The trustee of the Share Reward Plan applies amounts contributed by AGL Companies for the
purpose of funding the acquisition of the AGL Reward Plan Shares.

10.4.3 Restrictions on disposal

AGL Reward Plan Shares may not be disposed on before the earlier of three years after their date
of acquisition or the Plan Participant ceasing to be employed by an AGL Company. During this
period, the trustee is entitled to retain custody of share certificates or holding statements in
respect of the AGL Reward Plan Shares and to implernent procedures to prevent any dealing with
those shares.

Shares issued pursuant to bonus or rights issues are not subject to these restrictions.

10.4.4 Dividends and voting rights

AGL Reward Plan Shares rank pari passu in all respects with all other Shares and carry the same
rights and entitlements, including dividend and voting rights, as those conferred by other Shares.

10.5 AGL Share Purchase Plan

10.5.1 Summary

Under the AGL Share Purchase Plan, eligible employees, including AGL directors, will be invited to
acquire AGL Shares with funds provided in lieu of remuneration entitlements they would otherwise
have received. Eligible employees include full-time or permanent part-time employees {including
directors) of AGL Companies who have attained the age of 18 years. Employees who are resident
overseas can only participate at the Board's discretion.

Shares acguired under the AGL Share Purchase Plan (" AGL Purchase Plan Shares”) are registered in
the names of and beneficially owned by the Plan Participants. As at 19 February 2007, the AGL
Share Purchase Plan had not yet been activated.

10.5.2 Payment of purchase price

The trustee of the AGL Share Purchase Plan applies amounis contributed by AGL Companies in lieu
of remuneration entitlements which Plan Participants would otherwise have received for the
purposes of funding the acquisition on-market or the subscription at market value of AGL
Purchase Plan Shares.



10.5.3 Restrictions on disposal

AGL Purchase Plan Shares may not be disposed of before the earliest of 10 years after their date of
acquisition, the plan participant ceasing to be employed by an AGL Company and the Board or the
trustee determining that the shares should be freed from this restriction following the written
request of the plan participant. During this period, the trustee is entitled to retain custody of share
certificates or holding statements in respect of the AGL Purchase Plan Shares and to implement
procedures to prevent any dealing with the shares.

Shares issued pursuant to bonus or rights issues are not subject to these restrictions.

10.5.4 Dividends and voting rights

AGL Purchase Plan Shares rank part passu in all respects with all other Shares and carry the same
rights and entitlements, including dividend and voting rights, as those conferred by other Shares.

10.6 Short term incentive plan

The STIP will provide for the payment in cash of annual incentive payments subject to the
satisfaction of key performance indicators by eligible employees for the year in question which will
be chosen for their relevance to business targets.

10.7 Long term incentive plan

10.7.1 Type of plan

The LTIP will involve the grant of Share Performance Rights. The Board will have an absolute
discretion to grant, issue or transfer other securities of the Company to plan participants.

10.7.2 Eligibility
Fligible employees will be any employees of an AGL Company who are determined by the Board in
fts absolute discretion to be eligible to participate in the LTIP.

10.7.3 Awards

Awards will take the form of a grant of Share Performance Rights. Awards of Share Performance
Rights will be made on an annual basis or at such other times as the Board in its absolute
discretion may determine.

10.7.4 Share Performance Rights

Each Share Performance Right will give plan participants the right, subject to satisfaction of
performance conditions, to acquire a Share for no consideration, unless the Board, in its absolute
discretion, determines that consideration should be paid.

The Board will have an absolute discretion to determine the number of Share Performance Rights
issued to a plan participant, and the performance conditions which must be satisfied before those
Share Performance Rights can vest and the period over which those Share Performance Rights vest.

10.7.5 Performance Conditions

Share Performance Rights will be subject to a performance condition under which vesting will
depend upon the Company's total shareholder return (" TSR"}).

Share Performance Rights awarded under the LTIP may also be subject to other performance
conditions will be determined from time to time by the Board in its absolute discretion.



10.7.6 Vesting Period

Unless the Board in its absolute discretion otherwise determines, all Share Performance Rights will
vest at the end of a three year vesting period subject to the satisfaction of the Performance
Conditions applicable to those Share Performance Rights. As a transitional provision, the first
award of Share Performance Rights after Completion will vest in two equal tranches, with the first
tranche to vest approximately two years after the award and the second tranche to vest 12 months
later.

Unless the Board in its absolute discretion otherwise determines, a plan participant ceases
employment with an AGL Company as a result of death, total and permanent disablement,
redundancy, retirement of such other circumstances as the Board may determine, the Share
Performance Rights held by that participant will vest subject to the satisfaction of performance
conditions applicable to those Share Performance Rights.

All Share Performance Rights will vest in the event that a change in control of the Company
occurs, subject to the satisfaction performance conditions applicable to those Share Performance
Rights unless the Board, in its absolute discretion, determines that it is appropriate to waive the
satisfaction of the Performance Conditions.

The Company may issue shares or acquire shares on ASX 1o satisfy Share Performance Righis
which have vested.

10.7.7 Lapse of Share Performance Rights

Any Share Performance Rights that do not vest when Performance Conditions are applied to them
will automatically lapse.

All Share Performance Rights of a plan participant will lapse where the participant ceases
employment with an AGL Company for reasons other than death, total and permanent
disablermnent, redundancy, retirement or such other circumstances as the Board in its absolute
discretion may determine.

10.7.8 Participation rights

Share Performance Rights do not carry dividend or voting rights. However, Share Performance
Rights will participate in bonus issues, rights issues and reconstructions and reorganisations of the
capital of the Company in the same manner as Shares.

10.7.9 Administration

The Board will be responsible for the administration of the LTIP.

10.7.10  Variation

The Board will have an absolute discretion to amend, waive or maodify the terms of the LTIP.
However, no amendment may detract from any entitlement of a plan participant without the
consent of that participant.

10.7.11 Granted Share Performance Rights

The following Share Performance Rights have been granted as at 21 February 2007:

Paul Anthony 187,801
Stephen Mikkelsen 16,285



10.8 Interests of Directors
Other than as set out below or elsewhere in the Prospectus, no Director or proposed Director:

¢ has or had at any time during the two years preceding the date of this Prospectus an interest in
the formation or promotion of the Company, or in any property acquired or proposed to be
acguired by the Company, or in the Offer; and

¢ has been paid or agreed to be paid any amount, or has been given or agreed to be given any
other benefit, either to induce him to become, or to qualify him as, a Director or otherwise for
services rendered by him in connection with the formation or promotion of the Company or
the Offer.

10.9 Directors Fees and Remuneration

10.9.1 Directors' fees

The maximurn aggregate remuneration of non-executive directors of AGL was fixed by a resolution
passed by Old AGL as AGL sole sharehoider at A$1.5 million a year, inclusive of superannuation
but exclusive of reimbursement of expenses and cannot be varied other than as determined by the
Company in general meeting from time to time.

The structure of the remuneration is a base fee plus a Commitiee fee, where applicable, for
participation by a non-executive Director in the Committees. Chairing a Committee attracts a
higher fee rate. This structure ensures that the remuneration reflects the general responsibilities of
individual Directors as well as the extra responsibilities and workload invalved in participating in a
Committee. The Chairman of the Board receives no extra remuneration for participation in or
chairing Committees.

The annual remuneration to be paid {(including superannuation) to the Chairman and non-
executive Directors will be as follows:

¢+ Mr Mark Johnson (Chairman) A$300,000;

¢+ Mr Charles Allen: A$120,000 plus any relevant Committee fee;

¢+ Ms Carolyn Hewson: A$120,000 plus any relevant Committee fee;

¢+ Mr Max Ould: A$120,000 plus any relevant Committee fee,

¢ Mr Graham Reaney: A$120,000 plus any relevant Committee fee;

¢ Ms Sandra McPhee: A$120,000 plus any relevant Committee fee; and
¢ Mr Jeremy Maycock: A$120,000 plus any relevant Committee fee.

The AGL board considers that these amounts are in line with market rates for a company with the
characteristics of AGL.

10.10 Director's Service Agreements

Details of the service agreement and remuneration of Paul Anthony are set out in Section 1 of the
Old AGL Scheme Booklet, which is incorporated by reference into this Prospectus.

Directors’ Interests in Shares and Share Performance Rights

Immediately prior to completion of the Offer, and immediately following the Offer, each of the
Directors will have an interest {directly or indirectly) in the following Shares and options to acguire
Shares in the Company:



Mark johnson 204,003 -

Paul Anthony 309,230 187,801
Charles Allen 72 881 -
Carolyn Hewson 59,154 -
Max Ouid 14,365 -
Graharm Reaney a1 839 -
Sanhdra McPhee 3,200 -
fererny Maycock 9,700 -

None of the Directors will be participating in the Offer. The Directors who are registered
shareholders may purchase additional Shares under the Share Purchase Plan.

10.11 Directors' indemnities

10.11.1 Deed of access, insurance and indemnity for Directors

The Company has entered into a deed of access, insurance and indemnity with each of the
Directors. in summary, each deed includes the following:

¢+ the Company’s obligations to provide the Director with access to minutes, papers and
accompanying documents referred to at Board and Committee meetings, and other
information to which the Director was entitled, during the period of office of that Director;

¢+ the Director's obligations of confidentiality,
¢ indemnification of the Director to the extent permitted by law,

¢ procedures for the notification and conduct of claims against or involving the Director,
including in relation to the Director's entitlement to engage legal representation and the terms
on which defence costs will be advanced to the Director in respect of such claims; and

¢+ the Company’s obligation to maintain a policy of insurance 1o insure the Director against
liability incurred as a director and officer of the Company and its Subsidiaries.
10.11.2  Indemnities for AGL directors under the Constitution

The indemnification of Directors by the Company under its constitution is summarised in Section 1
of the Old AGL Scheme Booklet, which is incorporated by reference into this Prospectus.



10.12  Top 20 Shareholders

The table helow sets out the top 20 shareholders of AGL as at 31 January 2007.

National Nominees Limited 26,226,130 6.96%
1P Morgan Nominees Australia Limited 24,288 862 6.44%
Westpac Custodian Nominees Limited 20,773,449 551%
ANZ Nominees Limited 13,918,908 3.69%
HSBC Custody Nominees (Australia) Limited 10,461,341 2.77%
Citicorp Nominees Pty Limited 8,383,205 2.22%
Cogent Nominees Pty Limited 4,039,736 1.07%
AMP Life Limited 3,771,121 1.00%
Australian Foundation Investrment Company Limited 32,716,991 0.99%
Queensland Investrnent Corporation 2,256,700 0.61%
Suncorp Custodian Services Pty Limited 1,960,466 0.52%
RBC Dexia Investor Services Austratia Nominees Py Limited | 1,927,455 0.51%
UBS Nominees Ply Lid 1,811,466 0.48%
Argo Investments Limited 1,780.879 0.47 %
UBS Wealth Management Australia Nominees Pty Ltd 1,500,841 0.40%
Warbont Nominees Ply Ltd 1,428,341 0.38%
Labrador Py Limited 1,263,150 0.34%
Guestor Financial Services Limited 1,237,879 0.33%
Australian Reward Investment Alllance 1,083,612 0.29%
Custodial Services Limited 1,054,908 0.28%




10.13  Interests of Experts and advisers

Other than as set out below, no person named in this Prospectus as providing prafessional or
advisory services in connection with the preparation of this Prospectus or any firm in which any
such person is a partner:

¢ has or had at any time during the two years preceding the date of the Prospectus, any interest
in the formation or promotion of the Company, or in any property acquired or proposed to be
acquired by the Company, or the Offer; or

¢ has been paid or agreed to be paid any amount or given or agreed to be given any other
benefit for services rendered by them in connection with the formation or promotion of the
Company or the Offer.

¢ Deloitte Touche Tohmatsu:

- provided the Independent Accountant’s Report on the Pro Forma Financial Information set
out at Section & of this Prospectus; and

- carried out accounting work including certain due diligence with respect to the Offer.

- The Company has paid or agreed to pay an amount of approximately $80,000 in respect of
these services. Further amounts may be paid to Deloitte Touche Tohmatsu in accordance
with time-based charges.

¢ Baker & McKenzie has acted as solicitors to the Company and performed work in relation to
the Offer. The Company has paid or agreed to pay an amount of approximately $500.000 {plus
disbursemnents) in respect of these services. Further amounts may be paid to Baker & McKenzie
irn accordance with time-based charges.

¢ UBS has acted as Underwriter to the Offer and will receive a management fee and
refrmbursement of its costs and expenses as detailed in the summary of the Underwriting
Agreement set out in Section 9.

¢+ JPMorgan has acted as Underwriter to the Offer and will receive a management fee and
refrmbursement of its costs and expenses as detailed in the summary of the Underwriting
Agreement set out in Section 9.

¢ GSIBW has acted as Underwriter to the Offer and will receive a management fee and
reimbursement of its costs and expenses as detailed in the summary of the Underwriting
Agreement set out in Section 9.

10.14  Litigation

So far as the Directors are aware, there are no current or threatened legal or arbitration
proceedings of a material nature in which the Group is directly or indirectly concerned which are
likely to have a material adverse impact on the business or financial position of the Company.

10.15  Offer Expenses

If the Offer proceeds, the total estimated expenses in connection with the Offer {including
advisory, legal, accounting, tax, listing and administrative fees as well as printing, advertising and
other expenses) are estimated to be approximately $21,000,000.

10.16 Consents

The following parties have given, and have not, before the issue of this Prospectus, withdrawn
their written consent to being named in the Prospectus and to the inclusion of the following
information in the form and context in which it is included.

Each of the parties referred to below, o the maximum extent permitted by law, expressly disclaims
and takes no responsibility for any part of this Prospectus other than the reference to its name and



the statement or report included in this Prospectus with the consent of that party as described
below:

¢ Deloitte Touche Tohmatsu has consented 1o being named in the Corporate Directory as
Investigating Accountants, to the inclusion of its Independent Accountant’s Report on Pro
Forma Balance Sheet information in Sections 6 of this Prospectus in the form and context in
which they appear and as auditor of the Company in the Half Year Results Announcement
incorporated by reference into this Prospectus, but it does not otherwise make of purport to
make any other statement in this Prospectus.

¢ Baker & McKenzie has consented to being named in the Corporate Directory of this Prospectus
as solicitors to the Company, but it does not make any statement in this Prospectus, nor is any
staternent in this Prospectus based on any statement by Baker & McKenzie.

¢ UBS AG has consented to being named as the Underwriter to the Offer and Financial Adviser
on the Acquisition, but it does not make any statement in this Prospectus, nor is any statement
in this Prospectus based on any statement by UBS AG.

¢+ JPMorgan has consented to being named as the Underwriter to the Offer, but it does not make
any statement in this Prospectus, nor is any statement in this Prospectus based on any
staternent by JPMorgan.

¢+ GSIBW has consented to being named as the Underwriter to the Offer, but it does not make
any statement in this Prospectus, nor is any statement in this Prospectus based on any
staternent by GSIBW.

¢ Link Market Services Limited has consented to being named in the Corporate Directory as the
Registry for the Company. Link Market Services Limited has had no involvement in the
preparation of any part of this Prospectus and its name appears for information purposes only.

¢ Standard & Poor’s has consented to the inclusion in the Prospectus of statements made by it
{and expressly attributed to it) concerning the expected credit rating of AGL after the
Acquisition and Offer, but it does not make or purport to make any other statement inn this
Prospectus.

10.17  Governing Law

This Prospectus and the contracis that arise from the acceptance of Applications are governed by
the law applicable in New South Wales and each Applicant submits to the exclusive jurisdiction of
the courts of New South Wales.

10.18  Expiry

No Shares will be offered on the basis of this Prospectus fater than 13 months after the date of this
Prospectus.

10.19 Documents available for inspection

A copy of the following documents will be available for inspection free of charge at the registered
office of the Company during normal business hours on any business day during the Offer Period:

¢ Constitution of the Company;
¢ ihe consents referred to in paragraph 10.16 above;

¢ ihe Old AGL Scheme Booklet;

¢ the Old AGL Supplementary Scherne Booklet; and

¢ tihe 31 December 2006 Half Year Results Announcement lodged with ASX on 19 February
2007.



10.20  Authorisation
Each Director has authorised the issue of this Prospectus and has consented to the lodgement of
this Prospectus with ASIC.

Dated: 21 February 2007
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Glossary

A%, § or cents

ABS

ACCC

Acqguisition

AEMC

AER

AEST

AFMA

AGL or the Company
AGL Companies

A-IERS

Aligas
Applicant

Application
Application Monies
ASIC

ASTC

ASTC Settlement Rules

ASX
ATO
Australian Energy

Board
Bookbuild

CHESS
Closing Date

Completion

Constitution
Corporations Act

Directors

Such amounts in Australian currency

Austratian Bureau of Statistics

Australian Competitions and Consumer Commission
AGL's acquisition of Powerdirect

Australian Energy Market Commission

Australian Energy Regulator

Australian Eastern Standard Time

Australian Financial Markets Assocdiation

AGL Energy Limited (ACN 115 061 375)

AGL and its Subsidiartes from time to time and AGL Company
means any of them

Australian eguivalents to International Financial Reporting
Standards

Allgas Energy Pty Ltd

A person who submits a valid Application pursuant to this
Prospectus

A valid application to subscribe for Shares under the Offer
The amount accompanying an application
Australian Securities and Investments Commission

ASX Settlement and Transfer Corporation Ply Limited (ABN 49 008
504 532}

The settiement rules of the operating facility provided by ASTC
ASX Limited

Australian Taxation Office

Australian Energy Limited, a subsidiary of PDA

Board of directors of AGL

The process though which institutional bids under the Offer are
submitted and the Final Placement Price is set

Clearing House Electronic Sub-register Systerns

The last date by which Applications under the Offer must be
received, being {e] 2006

Completion of the Acquisition under the terms of the Powerdirect
Sale Agreement

The constitution of the Company
The Corporations Act 2001 {Cth)
The directors of the AGL as at the date of this Prospectus



DUOS
EBIT
EBITDA
Energex

Energex ICA

EPS
Ergon Energy
ESAA

Final Price

FIRB

FRC

FY

Gearing
GEC

GJ
Government
Gross Proceeds
GST

GWh

HIN

Historical Financial
Information

IFRS
Independent Accountant

Independent Accountant
Report

Institutional Investors

International Accounting
Standards

Issue Proceeds

IT

Distribution Use of System

Farnings before interest and tax

Farnings before interest, tax, depreciation and amortisation
Energex Limited (ACN 078 848 055)

Energex Interim Coordination Agreement between Energex and
Powerdirect Australia

Farnings per Share
Ergon Energy Corporation Limited {ACN 087 646 062)
Energy Supply Association of Australia Limited

The price which successful Applicants will pay for the Shares which
are issued or transferred under the Offer, which will be determined
as described in Section 1

Foreign Investrnent Review Board

Full retail competition

Financial year ended 30 June

Value of net debt divided by value of net debt plus equity
Gas Flectricity Certificate

Gigajoule, a metric of energy measurement
The Government of the State of Queensland
Gross proceeds of the Offer

Goods and Setrvices Tax

Gigawatt hour

Holder Identification Number

Has the meaning given to it in Section 6

International Financial Reporting Standards
Deloitte Touche Tohmatsu

Report of the Investigating Accountant contained in Section 6

An investor to whom offers or invitations in respect of securities can
be made without the need for a disclosure document including in
Australia persons to whom offers or invitations can be made
without the need for a disclosure document under section 708 of
the Corporations Act.

Professional standards showing the acceptable method(s) of
measuring and recording financial transactions and the level of
disclosure required in financial statements maintained by The
International Accounting Standards Board

The funds raised by AGL from the issue of New Shares under this
Prospectus

Information Technology



Listing Rules or ASX
Listing Rules

LTIP

Mass Market customers

Market Capitalisation

MMA

MMA Report
MUT

MW

MWh

NEM
NEMMCO
New Shares
NMlI

NPAT

NUOS

Offer

Offer Price
Offer Period

Oid AGL

Oid AGL Scheme Booklet

Oid AGL Supplementary
Scheme Bookiet

Opening Date
Powerlink
Powerdirect

Powerdirect Australia or
PDA

Powerdirect Utility
Services or PDUS

PPA
Privacy Act

Project Phoenix

The Listing Rules of ASX as amended from time to time and subject
to any waivers granted by ASX

The AGL Long Term Incentive Plan

The smaller customer base, generally some SMEs, rural and
residential customers

Price per share multiplied by the number of Shares outstanding
following completion of the Ofer

Mclennan Magasankik Associates

The MMA report set out in section 8

Maximurn Uniform Tariff (see section 4 for further detail)
Megawatt

Megawatt hour

National Electricity Market

National Electricity Market Management Company Limited
New Shares 1o be issued pursuant to the Offer

National Meter Identifier, also referred to as customer account
Net profit after tax

Network Use of System

Offer of approximately 56,550,000 New Shares

$16.50 per New Share

The time from the opening of the Gffer to the Closing Date of the
Institutional Offer

Alinta LGA L1d, formerly The Australian Gas Light Company (ABN
95 052 167 405)

The Old AGL Scheme Bocklet, lodged with the ASX on 29 August
2006

The Old AGL Company Scheme Booklet, lodged with the ASX on
21 September 2006

The first date on which Applications will be accepted under the
Offer, being 21 February 2007

Queensiand Electricity Transmission Corporation Limited
(ACN 102 539 702)

Powerdirect Australia Pty Ltd (ACN 078 875 902) and Powerdirect
Utility Services Lid (ACN 104 759 471

Powerdirect Australia Pty Ltd {ACN 078 875 902}
FPowerdirect Utility Services Ltd (ACN 104 759 471}

A power purchase agreement
Privacy Act 1988 (Cth)

See Section 2.2.5 for an overview of Project Phoenix



Prospectus

Prospectus Date

QCA
RAA

REC
SCH
Section
SEPL
Share

Share Performance

Rights

Share Purchase Plan

Share Registrar
Shareholder
Shareholders
Shares

SME

SPARQ

SRN

Standard & Poor’s
STIP

Sun Gas

Sun Retail
TSA

TSR
TUOS
TWh

Underwriters

us
LS Securities Act

This prospectus dated 21 February 2007 and any supplementary or
replacement prospectus.

21 February 2007, being the date in which a copy of this
Prospectus was lodged with ASIC

Queensland Competition Authority

Retail Allocation Agreement, between Energex, Sun Retail,
Powerdirect Australia and the State of Queensland

Renewable Energy Certificate

Securities Clearing House

A section of this Prospectus

Services Essential Pty Limited (ACN 101 691 409}
Fully paid ordinary share in the capital of AGL

The grant of rights to acquire Shares for no consideration under the
LTHP.

The share purchase plan to be ofered to Shareholders to allow
them to subscribe for up to $5,000 of Shares following the Offer

Link Market Setvices Limited (ACN 083 214 537}

A holder of Shares

Registered holders of Shares

Fully paid ordinary shares in the capital of the Company
Small to medium enterprise

SPARQ Solutions Pty Limited {ACN 110 073 400)
Security holder reference number

Standard & Poor’s {Australia) Pty Ltd (ACN 007 324 852)
The AGL Short Term Incentive Plan

AGL Sales (Queensland) Pty Ltd {formerly Sun Gas Retail Pty Ltd)
(ACN 121 177 740)

Sun Retail Pty Ltd {ACN 078 848 549)

Transition Services Agreement, between Energex and Powerdirect
Australia

Totat Shareholder Return
Transmissior: Use of System
Terawatt hour

Goldman Sachs JBWere Pty Lid (ABN 21 006 797 897}; J.P. Morgan
Australia Limited (ACN 002 888 011) or UBS Investrment Bank (ABN
47 088 129 8613)

United States of America
US Securities Act of 1833



Corporate directory

Issuer

¢ AGL Energy Limited {ACN 115 061 375}

Registered office address
72 Christie Street
St Leonards NSW 2065

Telephone: +61 2 9921 2999
Facsimile: +61 2 9921 2552

Website: www agl.com.ay

Postal address
Locked Bag 1837
St Leonards NSW 2065

loint Underwriters in relation to the Cffering
¢ Goldman Sachs BWere Ply Ltd
Level 48, Governor Phillip Tower
1 Farrer Place

Sydney NSW 2000

¢ JPMorgan Australia Limited
Level 32

225 George Street

Sydney NSW 2000

¢ UBS AG, Australia Branch
Level 25

Governor Philip Tower

1 Fatrer Place

Sydney New South Wales 2000

Legal Adviser

To the Issuer

¢ Baker and McKenzie
AMP Centre

Levei 27

50 Bridge Street

Sydney NSW 2000



To the joint Lead Managers

¢+ Mallesons Stephen Jagues
Level 60, Governor Phillip Tower
1 Farrer Place

Sydniey NSW 2000

Independent accountant

¢ Deloitte Touche Tohmatsu
Grosvenor Place

225 George St

Sydniey NSW 2000

Share Registrar

¢ Link Market Services Limited
Level 12, 680 George Street
Sydniey NSW 2000



