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Committee signals 2012 start to carbon price, but key details still to come
The Australian Government, the Greens and key parliamentary independents have
named 1 July 2012 as the preferred start date for a tax-then-trade carbon pricing
regime. But no agreement has been reached on the starting carbon price level,
assistance arrangements for business or arrangements for the floating price
phase, making the impact on valuations impossible to quantify.

Tax then trade

The committee announced a framework for carbon pricing that would start with a
fixed price for 3-5 years — effectively a short-term carbon tax — before moving to a
floating carbon price. While the transition to a floating price would be ‘hard wired’,
a review 12 months before the scheduled switch would consider whether it
should be deferred in light of international developments or other factors.
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Wide price coverage, but agriculture and land use out indefinitely

According to today's announcement, a carbon price will apply to emissions from
stationary energy, transport, industrial processes, fugitives and non-legacy waste.
The agriculture and land-use sectors could earn offset credits or receive direct
funding to reduce emissions.

Wide gulf remains on major carbon price design issues

While today’'s announcement signals that the key decision-makers are working
towards an agreement, there remains a wide gulf between the parties on critical
questions such as the level of the fixed price, the ambition of the national target
for 2020, access to international permits, and assistance arrangements for trade-
exposed firms, electricity generators and households.

Valuation impact impossible to quantify

Without clarity on the level of the fixed price, the rules for the tax-to-trade
transition, the cap for the trading phase or assistance arrangements for emissions-
intensive trade-exposed firms and electricity generators, the valuation impact of an
Australian carbon price remains impossible to quantify. Legislation is expected in
the second half of 2011.
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Climate committee wants a carbon price from 1 July 2012

The Multi-Party Climate Change Committee has released a paper on the design of the
Australian carbon pricing regime. While carbon pricing, today’s announcement signals the
committee’s agreement to a fixed carbon price arrangement to start on 1 July 2012 with a
floating price to follow after several years. The committee includes the members of the
governing Labor Party, the Australian Greens and key independent MPs.

The committee announced a framework for carbon pricing that would start with a fixed price
for 3-5 years — effectively a short-term carbon tax — before moving to a floating carbon price.
While the transition to a floating price would be ‘hard wired’, a review 12 months before the
scheduled switch would consider whether it should be deferred in light of international
developments or other factors. International permits could only be used during the floating
price phase.

Transition ‘hard-wired’ but subject to deferral

The Prime Minister announced that once the length of the fixed price period was decided,
the transition to the floating price phase would be ‘hard-wired’ but subject to a review 12
months before the scheduled start to consider whether it should be deferred. That review
would take into account:

= the development of the international carbon market

m  carbon pricing in other economies

®m  progress towards meeting Australia’s internationally agreed emissions reduction targets.
Carbon price to cover key emitting sectors, but not agriculture or land use

The proposed carbon price would cover emissions from:

®  stationary energy

= transport

®  industrial processes

= fugitives

= non-legacy waste.

Agriculture and land-use emissions would not be covered by the carbon price, but may

provide offsets via the Carbon Farming Initiative or receive direct funding.

Wide gulf remains on major carbon price design issues; valuation impact unclear

While today’s announcement signals that the key decision-makers are working towards an
agreement, there remains a wide gulf between them on critical questions such as the level of
the fixed price, the ambition of the national target for 2020, access to international permits,
and assistance arrangements for trade-exposed firms, electricity generators and households.

Without clarity on the level of the fixed price, the rules for the tax-to-trading transition, the
cap for the trading phase or assistance arrangements for emissions-intensive trade-exposed
firms and electricity generators, the valuation impact of an Australian carbon price remains
impossible to quantify.

Legislation is expected in the second half of 2011.

Page 2

Deutsche Bank AG/Sydney



Deutsche Bank

24 February 2011 Environmental, Social and Governance Australian carbon policy

The committee’s paper is available here: http://www.alp.org.au/agenda/environment/carbon-

price-mechanism/
Figure 1: Australia’s projected carbon emissions and possible 2020 targets
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Source: Department of Climate Change and Energy Efficiency, Deutsche Bank
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Appendix 1

Important Disclosures
Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see
the most recently published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqgsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst about the subject
issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not receive any
compensation for providing a specific recommendation or view in this report. Tim Jordan

Equity rating dispersion and banking relationships

Buy: Based on a current 12- month view of total share-

holder return (TSR = percentage change in share price 120 s

from current price to projected target price plus pro- 100 - 46 % 20 /o

jected dividend yield ) , we recommend that investors

buy the stock. 80 1

Sell: Based on a current 12-month view of total share- 60 1

holder return, we recommend that investors sell the 40 16 % 18 % .
stock 20 4 C 5% 10 %
Hold: We take a neutral view on the stock 12-months 0 . S |

out and, based on this time horizon, do not recommend

either a Buy or Sell. Buy Hold Sel
Notes:

1. Newly issued research recommendations and target B Companies Covered B Cos. w/Banking Relationship
prices always supersede previously published research. Australia Universe

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly
affected by revenues deriving from the business and financial transactions of Deutsche Bank.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not registered as rating agency in Japan
unless specifically indicated as Japan entities of such rating agencies.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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International locations
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believed to be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche Bank, including strategists and
sales staff, may take a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without
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