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AGL Energy Limited this week posted its first trade Australian Emission
Trading Units (AETUs) with the sale of 10,000 urfis $19 each. Why have you
sought to offer AETU trading ahead of the launcladbrmal Emissions Trading
Scheme (ETS) and will these trades be recognisddrihe proposed government
scheme?

MD & CEO Michael Fraser

Our launch of AETU trading gives us first mover adtage in providing some
certainty for our major customers who wish to lacKuture retail energy pricing
that reflects the cost of carbon. It also provitles opportunity for electricity
market participants and other wholesale partiesctess a carbon price and at the
same time should restore some additional liquigiitiorward electricity contracts
beyond July 2010, the proposed commencement os@mnsstrading in Australia.

The design of an Australian ETS has been on theidgaboard for many years

within government from work carried out by Treaswanound the turn of the

century, to the National Emissions Trading TasldofidETTS) conducted by the
states, to the previous Prime Minister’'s TaskgronpEmissions Trading, to the
Garnaut Review. As a result of this, it's possitiecreate a framework within

which to broadly model potential price outcomeshesbasic details such as time
frames are known. We've also been able to identifhouse synergies and
abilities that we can leverage in a future scheme.



corporatefile.com.au
What methodology and assumptions underlie youirgyiof the AETUS?

MD & CEO Michael Fraser

We use models that have been developed by botmekigroviders and in-house

specialist analysts. The modelling focuses onetleetricity sector and looks at

least marginal cost forms of carbon abatement witthis sector. Further

refinement will see abatement cost curves develdpedother sectors to be

included in the AETS. The market will ultimatelgtdrmine the cost of carbon
and this cost will be influenced by the depth o #missions cuts mandated by
government and the cost of using new technologiesduce emissions.
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AGL recently reconfirmed its earnings guidancetfw year ended June 2008 and
provided buy and sell side analysts with a rangeresentations on strategy,
divisional operations and future opportunities. Wleat extent are you confident
you've got the right strategy given the significactianges underway in the
Australian energy market?

MD & CEO Michael Fraser

Our confidence in our strategy is based on ourgnatied asset base in the
Australian market, the strategic initiatives we'akeady implemented and the
early positive results we’re withessing within thesiness.

We're clearly ahead of our direct competition inemaration for a carbon
constrained, and increasingly competitive, envirentn We’re investing in our
iconic brand and our retail business and now havendustry leading retail cost
model. We've got the largest and fastest growingfplio of privately owned
renewable energy assets in Australia and see atéwng growth opportunity.
We've expanded and diversified our gas supply amkmtion assets so we have
better control over our wholesale energy costs.vi/got a balance sheet that will
ultimately deliver flexibility to fund our immediatplans. And we’re building a
high performance culture and have re-united our agament team after the
events of late 2007.

We recognise that the Federal Government’'s commitmi@ an ETS and its
expanded Mandatory Renewable Energy Target (MRE®)t@ggger points that
will have far reaching implications. We’re prepéfer the changes.

We also see opportunities in the industry changeumming due to the large
increases in upstream gas reserves following thergence of the coal seam gas
sector; volatility in wholesale electricity and gaarkets; the intense competition
in retail markets; and the potential privatisatmnNew South Wales generation
and retail assets.

Our current positioning and ongoing strategic atities provide material
diversification across the upstream and downstreaprgy value chains, which
enhances our risk management capabilities as well@viding access to multiple
profit pools.
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In presentations to analysts you claimed projedeRtx is pivotal in transforming
your entire retail business. Can you comment on tiee new IT platform will
change the business and the impact it will havgoam competitive position?

MD & CEO Michael Fraser

Phoenix is a complete transformation of our refaisiness. It's not just an IT
platform but a complete rebuild of our retail besa that's already started to
deliver the early signs of world-class customewiserand marketing capabilities
as well as industry leading cost-to-serve metr&’ve successfully migrated 1.6
million customers to the new system and we’d exmect entire 3 million-plus
customer base to be on the system by calendaeyear

We'll capture $60 million in EBIT benefits by therke 2010 year but the ongoing
benefits will be even more important. We can @&eftture value from the
knowledge we’ll have about our customers and theieds. We’ll know with
greater clarity how much each individual customegnsent contributes to our
margin. Our ability to segment customers will dralnis to deliver value
propositions that suit their specific needs anenact more timely and effective
customer retention and win-back strategies. Oiityalbo manage and invest in
our customer base transforms our model from stalskad service to value-add.
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Will your retail business be able to handle quantueneases in customer numbers
if you were to undertake further acquisitions?

MD & CEO Michael Fraser

We’'re transforming from multiple systems in mulépjurisdictions to a single-

system-based retail business that's fully automaead national. In future,

additional customer numbers won't be an issuesys¢em is completely scalable
without the need for any material changes or upggadWe're two-and-a-half

years into the four-year Phoenix program and bindefn that puts us two-and-a-
half years ahead of our competitors which we beligrovides a huge competitive
advantage, especially in an industry where conabdid is a real possibility in the
short term.
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In your recent earnings update you stated therebbas a net gain in customer
account numbers since December 2007. Is the cdtimpetnvironment easing?

MD & CEO Michael Fraser

Australia has some of the most competitive retadrgy markets in the world and
| see no change to that in the foreseeable futDiuble digit customer churn rates
are a reality and we’re prepared to live in thatldio The advantage for us is that
the customer intelligence, market segmentationlawer cost base that Phoenix
delivers will better enable us to focus customéenton efforts on the high value
segments. The overriding emphasis will always benargins while maintaining
or growing market share.



corporatefile.com.au

Some suggest you have too little exposure to geexvwes and you'll be squeezed
by your lack of equity in gas as east coast Ausimabas prices rise towards
international levels. Is this an impediment tovgito or future margins?

MD & CEO Michael Fraser

We don't believe so. There’s no shortage of gaeastern Australia. Currently
eastern Australian gas reserves and contingenunes® exceed 30,000 PJ, of
which only about 26 percent are contracted, ancethevery expectation that the
industry will continue to deliver further reservpgnades. Current reserves cover
today’'s sales of 640 PJ per annum for over 40 yed#msfact, we believe there
needs to be a major east coast LNG project to ffjeh@® ground for much of the
east coast reserve base to be commercialised éasomable time-frame, or we
could see a material oversupply. Gas reservesaran issue.

We also don’t envisage any material impact on nmardigas prices rise. History
highlights a clear picture of retail prices tragkiwholesale prices. To a large
extent, the stability of the pricing relationshiptiwveen wholesale and retail is
entrenched by market price reviews, contract fléikfband the regulatory price

setting process whereby, amongst other things,latws make allowance for
wholesale cost input pressures if retailers provedent in their wholesale

portfolio procurement and management.

Our existing contract gas portfolio of some 3,20D Has material depth and
flexibility across multiple markets. We’ll look tsupplement that portfolio with

additional equity gas and we have a medium terigetanf 2,000 PJ. However
we’ll apply discipline around the trade-off betwesequisition cost and resulting
EPS impacts. If contracting achieves a superidcaue, we’ll continue down

that path
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Is there a risk you've invested too early in reneles, particularly wind power,
given the Federal Government legislation in relatio the ETS and the expanded
MRET isn’t yet enacted?

MD & CEO Michael Fraser

Although we have the leading and fastest growingewables portfolio in
Australia, our investment to date and the projest&e currently committed to,
apart from the Bogong hydro expansion which willia® valuable peaking
capacity, allow us only to meet the current MRETgés. Furthermore, we're
already booking solid returns as illustrated by Huadlet 1 wind farm in South
Australia. Capital has been returned, developnpeofits booked and we've
locked in 25 years of supply at prices discountedurrent market.

All the signs are that the government remains cdtenhito the increased MRET
target. The broader move towards zero emissiorggrsgurces through a retailer
compliance based scheme has bipartisan supporesew it as highly likely the
scheme will be legislated at a federal level. Thes recently confirmed by
Minister for Climate Change and Water Penny Wong ipress release dated 6



March 2008. We remain very confident an expand&EM will be a reality in
the not to distant future.
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What are your ambitions in relation to renewables ia particular wind farms?

MD & CEO Michael Fraser

The government’s expanded MRET policy requires d@diteonal 35,500 GWh of

renewable energy to be in production by 2020 githen 2020 target of 45,000
GWh per annum. That increase in production impdilesut 12,000 MW of new

renewable capacity, assuming it is all wind. Weehaubstantial expertise and
experience in renewable energy developments adhmsdull suite of proven

renewable technologies, not only in wind but algdrb, bagasse, landfill gas and
renewable cogen plants. We also have a small pblbéac investment in South
Australia.

In terms of wind, we manage and maintain the 90 MAattle Point wind farm in
South Australia and in the next few weeks will céstp construction and
commission the 95 MW Hallett 1 wind farm. The 7IMHallett 2 wind farm is
under construction and we have a further 600 MWviofld in development and
1,400 MW under review. We have first mover advgetan this area; the sites
we've secured have world-class wind resources aridl deliver superior
economics and ultimately returns. Having such epdapeline of wind and other
renewables will also help us address the growinvgll®f Renewable Energy
Certificates (REC) required of us as a major retaiinder an expanded MRET
scheme. We aim to ultimately self-supply the vastjority of our REC
requirements and this has the added advantageodfilag value transfer to third
parties.
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To what extent is there a technology or reliabitigk with wind energy?

MD & CEO Michael Fraser

The technology risk is minimal given the huge grtowt installed wind power
across the world over the past decade. Instaipddaty has increased from below
5,000 MW in the mid 1990s to well over 90,000 M\Wlag and with that has
come great strides in wind turbine technology. &yodind is a proven and very
robust technology on a global scale.

In terms of reliability, the Australian wind resoeris world class along parts of
the Victorian, South Australian, and West Austral@astlines and in the west of
Tasmania. We have secured some high quality sitéghey’ll only become more

valuable as demand for renewable energy risesldiBgia geographically diverse
portfolio of wind resource assets is also an inmggrtstrategy as we build

reliability of generation across our wind asseisir modelling of output from our

wind assets at Hallet 1 and Wattle Point alreadpalestrates the benefit of wind
assets across different sites. Supplementing thialso have a diverse portfolio of
hydro, other renewable and thermal generation eetig us considerable

flexibility and redundancy in our current generatportfolio of some 3,800 MW.
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As at the end of December 2007, AGL had net del$2dd billion, up from $2.2
billion six months earlier, and gearing stood a3dercent, up from 25.0 percent.
With Standard & Poor’s having recently revised yB&B credit rating to outlook
negative from stable, what balance sheet capaoityod have to fund the planned
investment in wind power as well as major acquisgi such as assets emerging
from the New South Wales privatisation?

MD & CEO Michael Fraser

The gearing calculation you mention is distortedtlny impact on shareholders’
equity of AIFRS financial hedge recognition. lirsportant to understand that for
us the overriding debt metric is not gearing baeffunds from operations (FFO)
interest coverage — gearing is just an output. FfE€est coverage is also the key
metric the ratings agency asses us on.

We're very committed to restoring our existing BBBting to stable outlook.
Standard & Poor’s currently requires a fives timlSO coverage and we've
already undertaken a number of actions to achidwe including the full
underwriting of our March DRP and the recent sdléGasValpo. We’'ve also
commenced the sale process for both the pipelisetasve purchased under the
Enertrade transaction and our PNG Gas Project .stdkeese actions alone will
deliver at least $300 million more than the $600liom to $700 million debt
reduction required to return our credit rating tibée outlook.

We believe we have considerable flexibility. Pdomon-core asset sales could
allow us to fund some $2 billion of growth withahe need for new equity whilst
maintaining our BBB credit rating.
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Thank you Michael.

For more information about AGL, visitwww.agl.com.auor call Graeme
Thompson, Head of Investor Relations, on +61 2 9589

For previous Open Briefings by AGL, or to receiwvguie Open Briefings by e-
mail, visitwww.corporatefile.com.au
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