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Key points

Today the Government released a White Paper, which sets out the detail
of the proposed Carbon Pollution Reduction Scheme (CPRS) for Australia.
The centrepiece is the medium term target for reducing Australia’s CO,-e.

In the short-term, the Government proposes ‘indicative’ CO,-e targets of:
e 109% of 2000 levels in 2010-11,

* 108% of 2000 levels in 2011-12, and

* 107% of 2000 levels in 2012-13.

These short-term targets will be ‘indicative’ only. They will be reviewed
and updated annually in the light of local and international events.

In the longer term, Australia’s will aim to cut national CO,-e emissions by:

* 59p of 2000 levels by 2020 (with the potential to cut by up to 15% if
substantial international agreement and action occurs).

* 60% of 2000 levels by 2050.

The CPRS will include an emissions trading scheme commencing in 2010,
as previously detailed in the Green Paper (June 2008). The Government
estimates the introduction of the CPRS will cause a one-off CPI increase of
1.1% in 2010, based on a $25 carbon permit price.

In the first full year of trading (2010-11), the Government expects carbon
permits to raise around $11.5bn in revenue. Around 25% of carbon
permits will be allocated free of charge to emissions-intensive companies.
As promised, all of the revenue raised is being returned in adjustment and
assistance measures, including $3.9bn to households, $2.4bn in fuel
excise adjustments and $2.9bn to emissions-intensive industries.

CPRS development timetable
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Key announcements: CO,-e reduction targets
In the short-term, the Government proposes ‘indicative’ CO,-e targets of:

* 109% of 2000 levels in 2010-11

* 108% of 2000 levels in 2011-12

* 107% of 2000 levels in 2012-13.

These short-term targets are ‘indicative’ only. They will be reviewed and
updated annually for each five-year period, in the light of local and international
events and conditions, including the UN’s Framework Convention on Climate
Change negotiations in Copenhagen (commencing next year).

These targets include emissions from the whole economy, not just those sectors
covered by emissions trading (the CPRS). They do not assume any imported or
exported carbon pollution credits, or any banked or borrowed credits over time.

In the longer term, Australia’s CO,-e targets will be to cut national CO,-e
emissions by:

e 59% of 2000 levels by 2020 (equivalent to a 27% cut from 2000 levels per
capita by 2020). There is potential to cut Australian emissions by up to 15%
if all other major economies commit to ‘restrain emissions’ and other
advanced economies also cut their emissions substantially.

* 60% of 2000 levels by 2050 (this long-term target remains unchanged
from earlier Government commitments).

This intermediate target of just 5% by 2020 is well below the 25% cut by 2020
that was recommended by Prof Ross Garnaut earlier this year. It leaves the
larger, harder cuts to national CO,-e to the later stages of the target period.

Treasury modelling released in October indicated the expected costs by 2020 of
the various CO,-e reduction scenarios vary from around $700 in GNP per person
per year for a 5% cut to $1,200 in GNP per person per year for a 25% cut from
2000 emissions levels (see table 1 below). Treasury estimates that for a 5% cut
by 2020, this is equivalent to waiting four months longer to achieve the same
growth in GNP per capita. A 25% cut by 2020 would have cost 70% more than
the proposed 5% cut, in terms of GNP per capita per year by 2020.

Figure 1: Treasury estimate of national costs of reducing emissions

Base case / CPRS CRPS Garnaut Garnaut
reference -5 -15 -10 -25

Current GNP per 50,400 50,400 50,400 50,400 50,400
capita, $

CO,-e starting price, n/a 23 32 30 52
2010 A$/tonne

By 2020:

- CO;-e change from +40 -5 -15 -10 -25
2000 levels, %

- GNP per capita, $ 55,900 55,200 54,900 55,000 54,700
- GNP cost per capita 0] 700 1,000 1,100 1,200
per year by 2020, $

By 2050:

- CO,-e change from +88 -60 -60 -80 -90
2000 levels, %

- GNP per capita ,$ 83,700 79,400 78,700 79,100 78,000
- GNP average annual 1.2 1.1 1.1 1.1 1.1
growth, %

- GNP cost per capita 0 4,300 5,000 4,600 5,700

per year by 2050, $
Source: Treasury 2008, Australia's Low Pollution Future.
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Key announcements: emissions trading

Emissions trading will commence in 2010, as previously announced in the
Government’s Green Paper (June 2008). Only around 1,000 large industrial
companies (producing an estimated 75% of national emissions) are expected to
participate directly in obtaining carbon permits. In the first year of trading,
carbon permits are expected to raise $11.5bn in revenue for the Government.

The White Paper assumes a carbon permit starting price of $25 per tonne of
CO,-e in 2010, but the actual price will be set by the market. The Government
estimates this will lead to a one-off retail price increase of 18% for electricity
and 12% for gas, equal to $4 per week for electricity and $2 per week for gas
per household. These price increases will be compensated (see below). The
dollar-matched reduction in the fuel excise levy will mean there is no retail price
effect for petrol, even though petroleum wholesale distributors will be included.

Around 25% of carbon permits will initially be allocated free of charge to
emissions-intensive, trade-exposed (EITE) companies, including:

* 90% of required carbon permits for companies with an emissions intensity of
at least 2,000 tonnes of CO,-e per million dollars in revenue, or 6,000 tonnes
of CO,-e per million dollars of value-added;

* 60% of required carbon permits for companies with an emissions intensity of
1,000-1,999 tonnes of CO,-e per million dollars in revenue, or 3,000-5,999
tonnes of CO,-e per million dollars of value-added.

At an estimated $25 per tonne of CO,-e, these free permits will be worth an
estimated $3.9bn over the first five years of the CPRS. These rates of assistance
to emissions-intensive industries will reduce by 1.3% per year and be reviewed
every five years by the Productivity Commission or other Government agencies.
Industries can also request additional reviews.

These free carbon permits will be available to new entrants as well as to existing
companies in the industries directly covered by the CPRS. If such industries
grow at the same rate as the whole economy, then the Government estimates
up to 45% of carbon permits will be issued on this free basis by 2020. This large
allocation of free carbon permits can be expected to dampen the traded price of
permits for companies that still need to buy some or all of their annual permits.

Additional assistance will be given to coal-fired power generators, because they
are not classed as ‘trade-exposed’, even though they are high emissions (see
below).

The Government expects almost all industries to grow from current levels under
the CPRS, but some industries will have slower growth than they would have
had without the CPRS. They include coal, aluminium and other high-emissions
industries, as detailed in Treasury’s analysis of the CPRS (October 2008).

In contrast, Australia’s alternative energy sector is expected to grow “to at least
30 times its current size by 2050”. This will include commercial-scale solar,
wind, geothermal, tidal and other energy production technologies. Coal-powered
electricity generation is expected to decline as these renewables and gas-fired
power grows. At this stage, the Government has no plans to introduce nuclear
power as part of this change in energy sources.

Key announcements: adjustment and
assistance measures

As promised some time ago, all of the annual revenue raised in being returned
in adjustment and assistance measures. In 2010-11, an estimated $11.5bn in
revenue will be raised and redistributed, including $3.9bn to households, $2.4bn
in fuel tax adjustments and $2.9bn to EITE industries.

Assistance to industry will include:

* $500mn renewable Energy Fund to help the energy sector meet the
Renewable Energy Target of 20% by 2020,
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* $100mn p.a. for a new Global Carbon Capture and Sequestration Institute,
¢ $500mn over 8 years for a Low Emissions Coal Fund,
* legislation to allow offshore carbon sequestration projects to go ahead,

* $2.15 bn Climate Change Action Fund over 5 years, comprising $1.4bn for
small businesses and community groups to purchase energy-efficient
equipment plus another $300mn for coal-related adjustment measures, plus
a smaller amount for regional workforce structural adjustments.

* A reduction in the fuel excise levy on a dollar-for-dollar basis so there is no
impact at all on retail petrol prices for at least 3 years (subject to review).

Assistance to households will be worth $6bn in 2011-12 alone. This includes:

e 89% of low income households (2.9 million) will be over-compensated,
receiving assistance worth an estimated 120% of the increase in their cost of
living. This will be paid through a 2.5% increased pensions, Seniors
Concessions Allowances, Low Income Tax Offsets and Family Tax Benefits.

e 97% of middle-income households will also receive direct cash assistance
through increased Family Tax Benefits.

Next steps

The Government will now release a Bill for parliamentary debate. The Bill will be
amended as necessary to pass it through both houses of Parliament. Once it is
passed, it will become an Act and come into force. The government expects this
to occur by mid-2009.

Emissions trading is still on track to commence in 2010.

For further information on this topic, see our other publications on our website:
ANZ Industry Update: Emissions Trading, 30 September 2008.

ANZ Industry Update: Emissions Trading, September 2008.

ANZ Industry Update: Emissions Trading, August 2008.

Business and the Carbon Pollution Reduction Scheme: 10 things you need to
know, July 2008.

ANZ Industry Update: Emissions Trading, July 2008.
ANZ Industry Update: Emissions Trading, April 2008.

“Update on Australian Climate Change Policy”, ANZ Economic Outlook, March
2008, pp. 21-24.

“The Road to an Emissions Trading System”, ANZ Australian Economics Weekly,
8 June 2007.

ANZ Industry Report: Emissions Trading, June 2007.
“Sources of Carbon” ANZ Australian Economics Weekly, 23 March 2007.
“Carbon Trading”, ANZ Economic Outlook, March 2007, pp. 21-24.
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Important Notice

Australia and New Zealand Banking Group Limited is represented in:
AUSTRALIA by:

Australia and New Zealand Banking Group Limited ABN 11 005 357 522
100 Queen Street, Melbourne, Victoria, 3000, Australia

Telephone +61 3 9273 6224 Fax +61 3 9273 5711

UNITED KINGDOM by:

Australia and New Zealand Banking Group Limited

ABN 11 005 357 522

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
Telephone +44 20 3229 2121 Fax +44 20 7378 2378

UNITED STATES OF AMERICA by:

ANZ Securities, Inc. (Member of NASD and SIPC)

6th Floor 1177 Avenue of the Americas

New York, NY 10036, United States of America

Tel: +1 212 801 9160 Fax: +1 212 801 9163

NEW ZEALAND by:

ANZ National Bank Limited

Level 7, 1-9 Victoria Street, Wellington, New Zealand

Telephone +64 4 802 2000

This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”).
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services
Authority (“FSA”).

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of
ANZ), which accepts responsibility for its content. Further information on any securities referred to herein may be
obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any
securities referred to herein should contact ANZ S, not its affiliates.

This document is being distributed in the United Kingdom by ANZ for the information of its market counterparties and
intermediate customers only. It is not intended for and must not be distributed to private customers. In the UK, ANZ
is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have
under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the
FSA.

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.
This document may not be reproduced, distributed or published by any recipient for any purpose. This document does
not take into account your personal needs and financial circumstances. Under no circumstances is this document to be
used or considered as an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001),
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform
services for, or solicit business from, any company the subject of this document. If you have been referred to ANZ,
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.
The views expressed in this document accurately reflect the author’s personal views, including those about any and all
of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or
completeness and the information should not be relied upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this document and are subject to change without notice. No part of the author's
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any
securities or issuers in this document. ANZ, ANZ NZ, ANZ S, their affiliated companies, their respective directors,
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence),
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (N2Z)
shall not apply.
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