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Dear Sir/Madam

Australian Power and Gas Company Limited (ASX: APK)
target’s statement — takeover bid by AGL APG Holdings Pty
Limited (a wholly owned subsidiary of AGL Energy Limited
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We act for Australian Power and Gas Company Limited ACN 077 206 583 (APG) in
relation to the takeover bid by AGL APG Holdings Pty Limited ACN 081 834 826 (AGL
Bidder) for all of the ordinary shares in APG not already held by AGL Bidder or its
associates.

On behalf of APG we attach, in accordance with section 633(1) (item 14) of the
Corporations Act 2001 (Cth), a copy of the target's statement (including an independent
expert’s report by Grant Thornton Corporate Finance Pty Limited) prepared by APG in
connection with the takeover bid.

The target’s statement will be lodged with the Australian Securities and Investments
Commission and sent to AGL Bidder today.

Yours faithfully
Corrs Chambers Westgarth

Andrew Lumsden

APG Shareholder Information Line
Australian callers: 1800 705 748
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TARGET'S STATEMENT

This Target's Statement has been issued in response  The Independent Expert has concluded that the
to the off-market takeover bid made by AGL APG Offer of $0.52 cash per Share is fair and reasonable

Holdings Pty Limited (ABN 72 081 834 826), a to Shareholders not associated with AGL Energy

wholly owned subsidiary of AGL Energy Limited Limited or AGL APG Holdings Pty Limited.

(ABN 74 115 061 375), for all the ordinary shares

in Australian Power and Gas Company Limited. Shareholders can call the Australian Power and
Gas Company Limited Shareholder Information

The Independent Directors of Australian Power Line on 1800 705 748 (within Australia) or -

and Gas Company Limited recommend that, in +67 2 8256 3386 (outside Australia) at any time

the absence of a Superior Proposal, you accept between 8:30am and 5:30pm (AEST) on Monday

the Offer. Shareholders should read this Target's to Friday if they require assistance.
Statement in full before deciding whether to accept
the Offer.
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INFORMATION ABOUT THIS TARGET'S STATEMENT

Shareholder information

Australian Power and Gas has established a Shareholder Information Line which Shareholders may
call if they have any queries in relation to the Offer. The telephone number for the Shareholder
Information Line is 1800 705 748 (for calls made from within Australia), or +61 2 8256 3386 (for
calls made from outside Australia).

Further information relating to the Offer can be obtained from Australian Power and Gas' website at
www.australianpowerandgas.com.au/investorandmediacentre/asxandmediareleases.

Important information

This document is a Target's Statement issued by Australian Power and Gas under Part 6.5 of Division
3 of the Corporations Act in response to AGL's Bidder's Statement and Offer.

A copy of this Target's Statement was lodged with ASIC and given to ASX on 23 August 2013.
Neither ASIC, ASX nor any of their respective officers take any responsibility for the content of this
Target's Statement.

Investment advice

This Target's Statement does not take into account your individual investment objectives, financial
situation or particular needs. It does not contain personal advice. The Australian Power and Gas
Directors encourage you to seek independent financial and taxation advice before making a decision
as to whether or not to accept the Offer.

Forward-looking statements

This Target's Statement may contain forward-looking statements, including statements of current
intention or expectation. As such forward-looking statements relate to future matters, they are
subject to known and unknown risks, uncertainties, assumptions and other factors that may cause
actual results, performance or achievements to differ materially from the anticipated results,
performance or achievements expressed, projected or implied by such forward-looking statements.
These risks and uncertainties include factors and risks specific to the industries in which Australian
Power and Gas, AGL and AGL Bidder operate as well as matters such as general economic
conditions, many of which are outside the control of Australian Power and Gas, AGL and AGL

Bidder and their respective directors. These factors may cause the actual results, performance or
achievements of Australian Power and Gas, AGL and AGL Bidder to differ, perhaps materially, from
the results, performance or achievements expressed or implied by those forecasts or forward-looking
statements. Australian Power and Gas and its Directors, officers and advisers give no representation,
assurance or guarantee to Shareholders or any other person that any forward-looking statements will
actually occur or be achieved.

Disclaimer as to information

The information on AGL and AGL Bidder contained in this Target's Statement has been prepared
by Australian Power and Gas using publicly available information (including information contained
in the Bidder's Statement) and has not been independently verified by Australian Power and Gas.
Accordingly, subject to the Corporations Act, Australian Power and Gas does not make any
representation or warranty (express or implied) as to the accuracy or completeness of

such information.

The Independent Expert's Report has been prepared by the Independent Expert for the purposes of
this Target's Statement and the Independent Expert is responsible for that report. Neither Australian
Power and Gas nor any of its officers, employees or advisers assumes any responsibility for the
accuracy or completeness of the Independent Expert's Report, except, in the case of Australian
Power and Gas, in relation to information which it has provided to the Independent Expert.
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Diagrams

Diagrams appearing in this Target's Statement are illustrative only and may not be drawn to scale.
Unless stated otherwise, all data contained in charts, graphs and tables is based on information
available at the date of this Target's Statement.

Rounding

A number of figures, amounts, percentages, prices, estimates, calculations of value and fractions in
this Target's Statement are subject to the effect of rounding. Accordingly, the actual calculation of
these figures may differ from the figures set out in this Target's Statement.

Foreign jurisdictions

The distribution of this Target's Statement may, in some jurisdictions outside Australia, be restricted
by law or regulation. Accordingly, persons outside Australia who come into possession of this Target's
Statement should inform themselves of, and observe, those restrictions. Any failure to comply with
such restrictions may constitute a violation of applicable laws or regulations.

This Target's Statement has been prepared in accordance with Australian law and the information
contained in this Target's Statement may not be the same as that which would have been disclosed if
this Target's Statement had been prepared in accordance with laws and regulations outside Australia.

Privacy

Australian Power and Gas has collected your information from the Register for the purpose of
providing you with this Target's Statement. The type of information Australian Power and Gas has
collected about you includes your name, contact details and information on details of your
shareholding or optionholding in Australian Power and Gas. Your information may be disclosed on a
confidential basis to Australian Power and Gas' related bodies corporate and external service
providers (such as the share registry of Australian Power and Gas and print and mail providers) and
may be required to be disclosed to regulators such as ASIC and ASX.

Internet

Australian Power and Gas maintains an internet site. The Australian Power and Gas internet site is
www.australianpowerandgas.com.au. Information contained in, or otherwise accessible through, this
internet site does not form part of this Target's Statement. All references in this Target's Statement to
the Australian Power and Gas internet site are inactive textual references and are for your
information only.

Defined terms

A number of defined terms are used in this Target's Statement. Unless the contrary intention appears,
the context requires otherwise or words are defined in section 13 of this Target's Statement, words
and phrases in this Target's Statement have the same meaning and interpretation as in the
Corporations Act.
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LETTER FROM THE CHAIRMAN OF THE INDEPENDENT BOARD COMMITTEE

Dear Shareholders

Takeover Bid by AGL

On 15 July 2013, Australian Power and Gas announced that it had entered into a bid implementation
agreement with AGL Energy Limited (AGL), pursuant to which AGL, acting through its wholly owned
subsidiary, AGL APG Holdings Pty Limited (AGL Bidder), would, subject to various conditions, make
offers for all of the Shares on issue not already owned by it for $0.52 cash per Share (Offer), and all
Options on issue (Option Offer).

Independent Board Committee

Australian Power and Gas has taken steps to ensure the independence of Australian Power and Gas'
response to the Offer and has formed an Independent Board Committee to consider and assess

the Offer. The Independent Board Committee comprises the Directors of Australian Power and Gas
who are independent of Australian Power and Gas' major Shareholders, Nippon Gas and the Cobra
Group, being Mr lan McGregor and Mr James Myatt (Independent Directors).

Independent Expert

The Independent Board Committee appointed Grant Thornton Corporate Finance Pty Limited
(Independent Expert) to opine on whether the Offer is fair and reasonable to Shareholders (other
than AGL, AGL Bidder and its associates) and to prepare a report for Shareholders (Independent
Expert's Report). A copy of the Independent Expert's Report is set out in Annexure B to this
Target's Statement.

The Independent Expert has concluded that the Offer is fair and reasonable to Shareholders not
associated with AGL or AGL Bidder. The Independent Expert has estimated the fair market value of
the Shares on a control basis to be in the range of $0.488 to $0.555.

Independent Directors recommend you accept the Offer

The Independent Directors have carefully considered the advantages and disadvantages of the Offer.
Each of the Independent Directors recommends that Shareholders accept the Offer in the absence of
a Superior Proposal.

In making their recommendations, the Independent Directors have carefully considered the
following matters:

e the Offer price of $0.52 per Share represents a significant premium to Australian Power and
Gas' trading prices prior to the Announcement Date, including:

0  a33.3% premium to the closing price of $0.390 per Share to the last trading day prior to
the Announcement Date;

0  a44% premium to the 30 day VWAP of $0.361 per Share to the last trading day prior to
the Announcement Date; and

0 a51.2% premium to the 90 day VWAP of $0.344 per Share to the last trading day prior to
the Announcement Date;

e  the Independent Expert has concluded that the Offer is fair and reasonable to Shareholders not
associated with AGL or AGL Bidder;

e there is major Shareholder support for the Offer;

. the Directors who hold or control Shares intend to accept the Offer;

e the Offer provides Shareholders with certainty of cash;

e there may be adverse consequences associated with not accepting the Offer; and

e as at the date of this Target's Statement, no Superior Proposal for Australian Power and Gas
has emerged.

In the circumstances, the Independent Directors believe that the market price of Shares may fall if

the Offer is unsuccessful and that accepting the Offer is the best way for you to crystallise value for

your Shares.

5 AUSTRALIAN POWER & GAS - TARGET'S STATEMENT
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Each Director of Australian Power and Gas who holds or controls Shares or Options has informed
Australian Power and Gas that they intend to accept the Offer and Option Offer (if relevant) in
respect of the Shares or Options that they own or control by no later than the next Business Day
after the date on which the applicable Offer becomes unconditional, in the absence of a Superior
Proposal in respect of either the Offer or the Option Offer, as the case may be.

Major Shareholder support

On the Announcement Date, AGL Bidder acquired 19.9% of Shares from Australian Power and Gas'
then three largest Shareholders, being Nippon Gas, the Cobra Group and the Poole Interests.

In addition, Nippon Gas, the Cobra Group and the Poole Interests have each informed Australian
Power and Gas that they intend to accept the Offer in respect of all Shares they hold or control by no
later than the next Business Day after the date on which the Offer becomes free of the Conditions,

in the absence of a Superior Proposal. Such acceptances would collectively account for approximately
38.92% of the total number of Shares on issue at the date of this document (in addition to the
19.9% already acquired from the three Shareholders named above by AGL Bidder).

As a result of acceptances under the Offer up to 19 August 2013 (being the latest practical date
prior to the dispatch of this Target's Statement), AGL had a relevant interest over 63,012,875 Shares
representing 32.90% of Shares on issue at that point.

Accepting the Offer and next steps

The Offer is scheduled to close at 7:00pm (AEST) on 11 October 2013, unless extended or
withdrawn. If you wish to accept the Offer you should follow the instructions in the Bidder's
Statement and on the Acceptance Form. To be valid your acceptance must be received before the
close of the Offer Period. Shareholders who accept the Offer will not be able to trade their Shares
and may only withdraw their acceptance in the circumstances described in section 9.10 of this
Target's Statement.

Before making your decision in relation to the Offer, the Australian Power and Gas Directors
encourage you to:

e read this Target's Statement (including the Independent Expert's Report contained in
Annexure B) in its entirety and in conjunction with the Bidder's Statement you have received
from AGL Bidder or which can be accessed at
www.australianpowerandgas.com.au/investormediacentre/asxandmediareleases; and

e have regard to your individual investment objectives, financial situation and tax position and

consult your independent legal, financial or other professional adviser on the effect of accepting
the Offer.

Australian Power and Gas will keep Shareholders informed of any material developments in relation
to the Offer through releases to ASX (which will also be published on Australian Power and Gas'
website at http://www.australianpowerandgas.com.au/investormediacentre/asxandmediareleases).

| encourage you to read this document carefully. If you need any more information | recommend that
you seek professional advice or call the Shareholder Information Line between 8:30 am and 5:30 pm
(AEST) on Monday to Friday.

Yours sincerely

I’

lan McGregor
Chairman, Independent Board Committee
Australian Power and Gas Company Limited

AUGUST 2013 6
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1. FREQUENTLY ASKED QUESTIONS

This section answers some commonly asked questions about the Offer. This section should be read
together with all other parts of this Target's Statement.

Question

Who are AGL and
AGL Bidder?

What is the
Target's Statement?

What is the Bidder's
Statement?

What is the Offer
for my Shares?

What is the
Independent Board
Committee?

What is the
Independent
Board Committee
recommending?

Answer

AGL is a company listed on the ASX and is the
ultimate holding company of AGL Bidder (formerly
AGL Utility Services Pty Ltd). AGL Bidder is the
entity making the Offer to acquire all your Shares.

This document is a Target's Statement issued

by Australian Power and Gas under Part 6.5 of
Division 3 of the Corporations Act in response

to the Bidder's Statement and Offer from AGL
Bidder. It contains information that is relevant to
your decision whether or not to accept the Offer,
including the recommendation of the Independent
Directors in respect of the Offer.

The Bidder's Statement is a statement prepared by
AGL Bidder and was dispatched to Shareholders on
8 August 2013.

The Bidder's Statement describes the terms of the
Offer for your Shares and information relevant to
your decision whether or not to accept the Offer.

AGL Bidder is offering $0.52 for each Share held by
you. Full details of the Offer and the Shareholders
entitled to participate in the Offer are contained in
the Bidder's Statement from AGL Bidder.

The Offer extends to Shares that come into
existence because you exercise your Options during
the Offer Period. Subject to obtaining regulatory
relief, AGL Bidder will also be making a separate
offer to all Optionholders.

A committee of the Australian Power and Gas
Board formed to consider the Offer. It comprises
Mr lan McGregor and Mr James Myatt.

The remainder of the Board who are not members

of the committee, being Mr Michael Hogg and

Mtr Shinji Wada, have determined that they do not

consider it is appropriate to give a recommendation

to Shareholders in connection with the Offer on
the following basis:

e MrHogg was nominated to the Australian
Power and Gas Board by the Cobra Group
which holds a relevant interest in 13.44%
of the total number of Shares on issue.

. Mr Wada was nominated to the Australian
Power and Gas Board by Nippon Gas which
holds a relevant interest in 17.23% of the
total number of Shares on issue.

The Independent Board Committee unanimously
recommends that you accept the Offer, in the
absence of a Superior Proposal.

9 AUSTRALIAN POWER & GAS - TARGET'S STATEMENT
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Section 6 of this
Target's Statement
and section 2 of the
Bidder's Statement.

Section 9 of this
Target's Statement
and section 9 of the
Bidder's Statement.

Section 2.1 of this
Target's Statement.

Section 2.2 of this
Target's Statement.



1. FREQUENTLY ASKED QUESTIONS cont'o

Question

Is there an
Independent
Expert's Report?

What do the
Directors of
Australian Power
and Gas intend
to do with

their Shares?

What interest
does AGL Bidder
currently have

in Australian Power

and Gas Shares?

What choices
do | have
as a Shareholder?

Answer

Australian Power and Gas has engaged Grant
Thornton Corporate Finance Pty Ltd to opine
on whether the Offer and the Option Offer

are fair and reasonable and to prepare a report
for inclusion into this Target's Statement. The
Independent Expert’s Report can be found in
Annexure B.

The Independent Expert has concluded that the
Offer is fair and reasonable for Shareholders not
associated with AGL or AGL Bidder.

Each Australian Power and Gas Director has
informed Australian Power and Gas that they
intend to accept the Offer in respect of any Shares
that they hold or control, by no later than the next
Business Day after the date on which the Offer
becomes free of the Conditions, in the absence of a
Superior Proposal.

Further, each Australian Power and Gas Director
has advised that they intend to accept the Option
Offer in respect of any Options that they own

or control by no later than the next Business Day
after the date on which the Option Offer becomes
free of the Option Conditions, in the absence of a
Superior Option Proposal.

Through interests acquired pursuant to various
Pre-Bid Acquisition Agreements entered into on the
Announcement Date with each of Nippon Gas, the
Cobra Group and the Poole Interests, AGL Bidder is
the registered holder of 38,113,795 Shares which
represents 19.9% of the total number of Shares

on issue.

In addition, each of Nippon Gas, the Cobra Group
and the Poole Interests have advised Australian
Power and Gas of their intention to accept the
Offer for the balance of their shareholdings by no
later than the next Business Day after the Offer
becomes free of the Conditions, in the absence of
a Superior Proposal. Such acceptances would
collectively account for approximately 38.92% of
the total number of Shares on issue (in addition to
the 19.9% already acquired from the three
Shareholders named above by AGL Bidder).

As a result of acceptances under the Offer up to
19 August 2013 (being the latest practical date
prior the dispatch of this Target's Statement), AGL
had a relevant interest over 63,012,875 Shares
representing 32.90% of Shares on issue at

that point.

As a Shareholder, you have the following choices in
respect of your Shares:

. accept the Offer for all of your Shares;

e sell your Shares on the ASX (unless you
have previously accepted the Offer and
you have not validly withdrawn your
acceptance); or

e  do nothing.

Further Information

Section 3.2 of this
Target's Statement.

Section 2.3 of this
Target's Statement.

Section 5.5 of this
Target's Statement

and section 8.2 of the

Bidder's Statement.

A summary of the

implications for each
of these choices is set
out in section 7 of this

Target's Statement.

AUGUST 2013
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1. FREQUENTLY ASKED QUESTIONS cont'p

Question

How do | accept
the Offer?

Where can | find
my Acceptance
Form?

What are the
consequences
of accepting the
Offer now?

If I accept the Offer,
can | withdraw my

acceptance?

Do | have to pay
any fees?

What are the
consequences of
doing nothing/
not accepting
the Offer?

What are

the taxation
consequences
of accepting
the Offer?

Answer

Details of how to accept the Offer are set out in
section 8 of this Target's Statement and section 1.2
of the Bidder's Statement.

You will have been sent an Acceptance Form with
the Bidder's Statement. If you have any questions
regarding how to accept the Offer, please
contact the Shareholder Information Line

on 1800 705 748 (within Australia), or

+61 2 8256 3386 (outside Australia) at any

time between 8:30am and 5:30pm (AEST) on
Monday to Friday.

If you accept the Offer, unless withdrawal rights
are available (see below), you will give up your right
to sell your Shares on ASX or otherwise deal with
your Shares while the Offer remains open.

You may only withdraw your acceptance of the

Offer if:

e AGL Bidder varies the Offer in a way that
postpones, for more than one month, the
time when AGL Bidder needs to meet its
obligations under the Offer. This will occur
if AGL Bidder extends the Offer Period by
more than one month and the Offer is still
subject to the Conditions; and

. the Conditions have not been satisfied
or waived at the time of your purported
withdrawal.

No brokerage, charges or stamp duty will be
payable by you on the acceptance of the Offer.
You may incur brokerage costs and GST on those
costs, if you choose to sell your Shares on ASX.

If you do not accept the Offer and you do not sell
your Shares on ASX, you will remain a Shareholder
and will not receive any cash consideration
pursuant to the Offer.

However, AGL Bidder has stated that if it becomes
entitled to compulsorily acquire your Shares, it
intends to do so.

This means that AGL Bidder may be able to
acquire your Shares even if you did not accept

the Offer. If this occurs, you will still receive the
cash consideration for your Shares but at a later
date than you would have received it if you had
accepted the Offer.

The taxation consequences of accepting the Offer
depend on a number of factors and will vary
according to your particular circumstances.

A general outline of the taxation consequences of
accepting the Offer is set out in section 11 of this
Target's Statement and in section 7 of the Bidder's
Statement. However, you are encouraged to seek
your own professional advice as to the taxation
implications applicable to your circumstances.
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Further Information

Section 8 of this
Target's Statement

and section 1.2 of the

Bidder's Statement.

Section 7.1 of this
Target's Statement.

Section 9.10 of this
Target's Statement

and Section 9.6 of the

Bidder's Statement.

Sections 7.3, 12.6 and

12.7 of this Target's
Statement.

Section 11 of this

Target's Statement and
section 7 of the Bidder's

Statement.



1. FREQUENTLY ASKED QUESTIONS cont'o

Question

When does the
Offer close?

Can the Offer
be extended?

What are the
conditions
to the Offer?

What happens if
the Conditions of
the Offer are not
satisfied or waived?

When will | be
paid if | accept
the Offer?

Can | participate
in the Offer in
respect of my
Australian Power
and Gas Options?

Answer

The Offer is presently scheduled to close at
7:00 pm (AEST) on 11 October 2013.

AGL Bidder may extend the Offer Period at

any time before giving the Notice of Status of

Conditions (referred to in section 9.5 of this

Target's Statement) while the Offer is subject to the

Conditions. However, if the Offer is unconditional

AGL Bidder may extend the Offer Period at any

time before the end of the Offer Period.

In addition, there will be an automatic extension of

the Offer Period if, within the last seven days of the

Offer Period:

e AGL Bidder improves the consideration
offered under the Offer; or

e AGL Bidder's voting power in Australian
Power and Gas increases to more than 50%.

If either of these two events occurs, the Offer
Period is automatically extended so that it ends
14 days after the relevant event occurs.

The Conditions of the Offer are set out in summary
form in section 9.4 of this Target's Statement and in
full in Annexure A.

If the Conditions are not fulfilled or freed (that is, if
any of the Conditions are not satisfied or waived)
before the end of the Offer Period, the Offer will
lapse. You would then be free to deal with your
Shares even if you had accepted the Offer.

If you accept the Offer and the Offer becomes
unconditional, AGL Bidder will pay you the
consideration under the Offer by the earlier of:

e 21 days after the end of the Offer Period; or

e one month after the later of receipt of your
valid acceptance and the date on which the
Offer becomes unconditional.

Subject to obtaining regulatory relief, AGL Bidder
will be making an off-market takeover offer for all
Australian Power and Gas Options.

Australian Power and Gas Optionholders will be
sent an Option Bidder's Statement and Option
Target's Statement containing information in
respect of the Option Offer.

The Option Offer will be conditional on, among
other things, this Offer becoming unconditional.
This Offer extends to Shares that come into
existence during the Offer Period through the
exercise of Options.

Further Information

Section 9.6 of this
Target's Statement
and section 1.1 of the
Bidder's Statement.

Section 9.7 of this
Target's Statement.

Section 9.4 of this
Target's Statement
and section 9.8 of the
Bidder's Statement.

Section 9.11 of this
Target's Statement
and section 9.8 of the
Bidder's Statement.

Section 9.2 of this
Target's Statement.

Section 12.4 of this
Target's Statement
and section 8.3 of the
Bidder's Statement.
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2. INDEPENDENT DIRECTORS RECOMMENDATION

2.1 Directors of Australian Power and Gas

As at the date of this Target's Statement, the Directors of Australian Power and Gas are:

Name Position

Mr lan McGregor Chairman
Non-executive Director

Mr James Myatt Managing Director

Mr Michael Hogg Non-executive Director

Mtr Shinji Wada Non-executive Director

An Independent Board Committee, comprising Mr lan McGregor and Mr James Myatt was formed
by Australian Power and Gas for the purpose of responding to the Offer (please see section 10.1 of
this Target's Statement for further information regarding the Independent Board Committee and the
protocols it followed in relation to the Offer).

The Australian Power and Gas Directors who are not Independent Directors, being Mr Michael
Hogg and Mr Shinji Wada, have determined that they do not consider that it is appropriate to give a
recommendation to the Shareholders in connection with the Offer on the following basis:

e MrHogg was nominated to the Australian Power and Gas Board by the Cobra Group which
holds a relevant interest in 13.44% of the total number of Shares on issue; and

e MrWada was nominated to the Australian Power and Gas Board by Nippon Gas which holds a
relevant interest in 17.23% of the total number of Shares on issue.

2.2 Independent Directors' recommendation

The Independent Directors have carefully considered the advantages and disadvantages of the
Offer. Each Independent Director recommends that you accept the Offer, in the absence of a
Superior Proposal.

The reasons why each Independent Director makes their recommendation is described in section 3 of
this Target's Statement.

In considering whether to accept the Offer, the Independent Directors encourage you to:
o read the whole of this Target's Statement and the Bidder's Statement;

e have regard to your individual risk profile, portfolio strategy, tax position and financial
circumstances; and

e obtain financial advice from your broker or financial adviser on the Offer and obtain taxation
advice on the effect of accepting the Offer.

2.3 Intentions of Australian Power and Gas Directors in relation to their

own Shares
The Independent Directors who hold or control Shares, and Mr Hogg, have informed Australian
Power and Gas that they intend to accept the Offer in respect of all Shares that they hold or control

by no later than the next Business Day after the date on which the Offer becomes free of the
Conditions, in the absence of a Superior Proposal.

Mr Wada does not hold or control Shares.

Details of the relevant interests of each Director in Shares are set out in section 10.2 of this
Target's Statement.
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3. REASONS WHY YOU SHOULD ACCEPT THE OFFER

3.1 Substantial premium to recent Share price
The Offer price of $0.52 per Share represents a significant premium to Australian Power and Gas'
trading prices prior to the Announcement Date, including:

*  a33.3% premium to the closing price of $0.390 per Share to the last trading day prior to the
Announcement Date;

*  a44% premium to the 30 day VWAP of $0.361 per Share to the last trading day prior to the
Announcement Date; and

e a51.2% premium to the 90 day VWAP of $0.344 per Share to the last trading day prior to the
Announcement Date.
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3.2 The Independent Expert has concluded that the Offer is fair and reasonable

The Independent Board Committee appointed the Independent Expert to opine on, among other
things, whether the Offer is fair and reasonable to Shareholders and to prepare an Independent
Expert's Report. A copy of the Independent Expert's Report is set out in Annexure B to this

Target's Statement.

The Independent Expert has concluded that the Offer is fair and reasonable to Shareholders not
associated with AGL or AGL Bidder. For the information of Shareholders, the Independent Expert has
estimated the full underlying value of Australian Power and Gas, including a control premium, to be
in the range of $93,459,000 to $106,386,000.

The Offer price of $0.52 per Share falls within the Independent Expert's valuation range.

3.3 The Independent Board Committee unanimously recommends that you accept
the Offer

The Independent Directors have carefully considered the advantages and disadvantages of the

Offer. Each of the Independent Directors recommends that you accept the Offer, in the absence of a
Superior Proposal.
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3. REASONS WHY YOU SHOULD ACCEPT THE OFFER cont'

3.4 Directors who hold or control Shares intend to accept

The Independent Directors who hold or control Shares, and Mr Hogg, have informed Australian
Power and Gas that they intend to accept the Offer in respect of all Shares that they hold or control
by no later than the next Business Day after the date on which the Offer becomes free of the
Conditions, in the absence of a Superior Proposal.

Mr Wada does not hold or control Shares.

3.5 Major Shareholder support

On the Announcement Date, AGL Bidder acquired 19.9% of Shares from Australian Power and Gas'
then three largest Shareholders, being Nippon Gas (who sold approximately 5.2%), the Cobra Group
(who sold approximately 5.2%) and the Poole Interests (who sold approximately 9.5%). As a result,
AGL Bidder currently holds 19.9% of the total number of Shares on issue.

In addition, Nippon Gas, the Cobra Group and the Poole Interests have informed Australian Power
and Gas that they intend to accept the Offer in respect of all the Shares they hold or control by no
later than the next Business Day after the date on which the Offer becomes free of the Conditions,
in the absence of a Superior Proposal. Such acceptances would collectively account for approximately
38.92% of the total number of Shares on issue (in addition to the 19.9% already acquired from the
three Shareholders named above by AGL Bidder).

For further information on the arrangements described above please refer to section 8.2 of the
Bidder's Statement.

As a result of acceptances under the Offer up to 19 August 2013 (being the latest practical date
prior to the dispatch of this Target's Statement), AGL had a relevant interest over 63,012,875 Shares
representing 32.90% of Shares on issue at that point.

3.6 Cash consideration: certain and immediate value for your Shares

AGL Bidder is offering to acquire all of your Shares for cash. This gives you certainty about the value
of the consideration being offered (subject to the Conditions being satisfied). This may be particularly
attractive for Shareholders given the risks associated with Australian Power and Gas' business and
the risks associated with owning shares in a listed company.

3.7 No other alternatives to the Offer

At this stage, the Board has not received any Superior Proposal to the Offer.
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4. OTHER MATTERS TO CONSIDER IN DECIDING WHETHER OR NOT
T0 ACCEPT THE OFFER

4.1 You may wish to participate in any potential upside that may result from
remaining a Shareholder

If you accept the Offer and the Offer becomes unconditional, you will no longer be entitled to
participate in Australian Power and Gas' future financial performance. This will mean that you will
not retain any exposure to Australian Power and Gas' assets or have the potential to share in the
value that could be generated by Australian Power and Gas in the future and you will not have the
opportunity to receive future dividends from Australian Power and Gas.

4.2 There may be tax consequences from accepting the Offer

Disposal of your Shares under the Offer may have tax consequences for you. A summary of the
taxation implications of disposing of your Shares under the Offer is set out in section 7 of the
Bidder's Statement. That summary is based on Australian taxation law and administrative practice as
at the date of the Bidder's Statement. The application of tax laws to Shareholders will be dependent
on particular facts and circumstances and accordingly it is strongly encouraged that Shareholders
obtain independent taxation advice.

4.3 There are risks associated with accepting the Offer

There are risks associated with accepting the Offer, including:

e you will only receive payment if the Conditions are satisfied or waived, the timing of which is
uncertain. If you accept the Offer and any Condition is not satisfied or waived, AGL Bidder will
not acquire your Shares under the Offer and you will not receive consideration for them; and

e Shareholders who accept the Offer will only be able to withdraw their acceptance to accept a
Superior Proposal (if any such proposal emerges) if:

o the Conditions have not been satisfied or waived at the time of your purported
withdrawal; and

o) AGL Bidder varies the Offer in a way that postpones, for more than one month, the time
when AGL Bidder needs to meet its obligations under the Offer. This will occur if AGL
Bidder extends the Offer Period by more than one month and the Offer is still subject to
the Conditions.

However, you should note that, as at the date of this Target's Statement, Australian Power and Gas
has not received a Superior Proposal and no assurance can be given that any such proposal will
be received.

4.4 If you accept the Offer you will no longer be exposed to the risks and
uncertainties associated with owning Shares
The Offer is to acquire all your Shares for cash. The Offer provides Shareholders with the ability

to lock in an attractive price compared to the risks and uncertainties associated with remaining
a Shareholder.

The Offer provides you with the opportunity to receive a certain cash return relative to retaining
your Shares. If you retain your Shares you will continue to be exposed to the risks associated with,
amongst other things:

o Share price volatility;

e regulatory and policy risk;

e electricity and gas price risk;

° funding risk; and

e industry challenges and operational risks.

Industry challenges

Australian Power and Gas announced to the ASX on 9 May 2013 and 24 July 2013 that it has been
adversely impacted by several factors affecting the energy retail market, which have significantly
influenced the results for FY2013. These factors include:

e the implementation of the carbon tax coinciding with high network price rises which saw retail
prices rise up to 30%;
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4. OTHER MATTERS TO CONSIDER IN DECIDING WHETHER OR NOT
T0 ACCEPT THE OFFER cont'o

e reduced margins resulting from unfavourable pricing determinations in New South Wales and
Queensland and increased wholesale energy costs; and

e increased competition among retailers for mass market customers.

Funding risks
Several factors may impact Australian Power and Gas' current funding position:

e Australian Power and Gas announced to the ASX on 9 May 2013 that recent developments
have placed a strain on working capital, resulting in the Directors initiating a review of working
capital requirements. Australian Power and Gas' provision for bad debt increased significantly
in FY2013;

. Australian Power and Gas has been required from time to time, to seek various waivers or
indulgences under its financing arrangements based on technical non-compliance with certain
financial and operational covenants related to those arrangements. There can be no assurance
that, to the extent that the waivers or indulgences are required in the future, those waivers or
indulgences will be forthcoming from Australian Power and Gas' financiers;

e Australian Power and Gas may need to secure additional equity and/or debt to fund ongoing
operations and to achieve its stated objectives and any equity raising may dilute existing
Shareholders; and

e Australian Power and Gas' need for further funding may be exacerbated by the industry
challenges described above.

As at 30 June 2013, Australian Power and Gas had a net debt (including amounts subject to a charge
or held to secure bank guarantees) of $55.4 million.

Lack of scale

e Australian Power and Gas has significantly less customers than the major competitors in the
sector; and

e Australian Power and Gas has also issued guidance on 9 May 2013 that its current customer
numbers may decrease in FY2014.

Share price risk

The Independent Directors believe that the market price of Shares may fall if the Offer is unsuccessful
and that accepting the Offer is likely to be the best way for you to crystallise value for your Shares.

Minority Shareholder risk

If during, or at the end of, the Offer Period, AGL Bidder has relevant interests in at least 90% (by
number) of the Shares and the Offer becomes unconditional, AGL Bidder will be entitled to proceed
to compulsory acquisition of all outstanding Shares. Shareholders who have their Shares compulsorily
acquired will receive consideration for their Shares later than those Shareholders who accept the
Offer. For further information regarding compulsory acquisition, please refer to sections 12.6 and
12.7 of this Target's Statement.

If you do not accept the Offer by the end of the Offer Period and, at the end of that period, AGL
Bidder has relevant interests in more than 50% but less than 90% of the Shares and AGL Bidder
waives the minimum acceptance condition (which AGL Bidder, in its Bidder's Statement, has stated
that it has no current intention to do, but it reserves the right to do so) and the Offer becomes
unconditional, you will end up holding Shares in a company with a single controlling Shareholder.
This will have a number of possible implications, including:

e AGL Bidder may be in a position to cast the majority of votes at a general meeting of Australian
Power and Gas. This will enable it to control the composition of the Australian Power and Gas
Board and senior management, determine Australian Power and Gas' dividend policy and
control the strategic direction of the business;

e once AGL Bidder acquires a relevant interest in excess of 50% of the Shares and the Offer has
become or is declared unconditional, Australian Power and Gas has agreed that the nominees
of AGL Bidder are appointed as Directors of Australian Power and Gas and that those Australian
Power and Gas Directors nominated by AGL Bidder resign such that AGL Bidder nominees
represent a majority of the Australian Power and Gas Board;
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T0 ACCEPT THE OFFER cont'p

if AGL Bidder obtains effective control of Australian Power and Gas and there is limited spread
or volume of Shareholders remaining at the end of the Offer Period, AGL Bidder has indicated
that it may seek to procure the removal of Australian Power and Gas from the official list of the
ASX. Alternatively, if the number of Shareholders is less than that required by the ASX Listing
Rules to maintain an ASX listing, then ASX may suspend and/or de-list Australian Power and
Gas. If Australian Power and Gas is de-listed, any remaining Shareholders will not be able to sell
their Shares on market;

if Australian Power and Gas remains listed, the liquidity of Shares may be lower than at present;
there may be limited institutional support for Shares;

if AGL Bidder acquires 75% or more of the Shares, AGL Bidder will be able to pass a special
resolution of Australian Power and Gas. This will enable AGL Bidder to, among other things,
change Australian Power and Gas' constitution;

if AGL Bidder acquires a majority of the Shares, your Australian Power and Gas Directors believe
that it is unlikely that a subsequent takeover bid for Australian Power and Gas will emerge at a
later date; and

even if AGL Bidder is not entitled to proceed to compulsory acquisition of minority holdings
after the end of the Offer Period under Part 6A.1 of the Corporations Act, it may subsequently
become entitled to exercise rights of general compulsory acquisition under Part 6A.2 of the
Corporations Act — for example, as a result of acquisitions of Shares in reliance on the “3%
creep” exception in item 9 of section 611 of the Corporations Act. If so, AGL Bidder has
indicated that it intends to exercise those rights, including in relation to outstanding Options
where it is entitled to do so.

Shareholders should take all of these possible implications into account in considering whether or not
to accept the Offer.
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5. INFORMATION ABOUT AUSTRALIAN POWER AND GAS

51 Overview of Australian Power and Gas

Australian Power and Gas is an ASX listed energy retailer, with its principal activity being the sale of
electricity and gas to households. Australian Power and Gas was founded in 2006 and was listed on
ASX in January 2007. It holds gas and electricity retail licences in Victoria, New South Wales, ACT,
South Australia and Queensland and has been approved to operate by AEMO, the Australian Energy
Market Operator.

Australian Power and Gas' customers are in the residential and commercial sectors and are currently
located in Victoria, New South Wales and Queensland. Approximately 61% of customer accounts are
for electricity supply and 39% for gas. During FY2013, customer accounts grew by 12,000.

For FY2013, Australian Power and Gas experienced a growth in revenue, up 33% to $483.6 million
from a rise in both customer account numbers and average revenue per account. However, the
implementation of the carbon tax and the increase in network charges has increased costs to
customers in the order of 30%. The increased costs associated with distribution and the carbon

tax are passed through to customers and, as such, result in an increase in revenue rather than in
Australian Power and Gas' underlying profitability. The Company’s statutory loss increased by

$4.7 million to $8.6 million. An underlying loss after tax of $11.0 million was reported compared

to an underlying profit of $6.1 million in FY2012 .

During FY2013, annualised average revenue per account increased to $1,391. Increased revenue was
offset by declining average customer usage, higher levels of wholesale energy costs and higher levels
of bad debts. An increased level of bad debt provision was required due to an unexpected growth in
the number of customers on hardship programs.

5.2 Customer accounts

The Directors of Australian Power and Gas confirm that as at the date of this Target's Statement,

to the best of their knowledge and belief after having made due enquiry, the number of Australian
Power and Gas' customer accounts is not less than 340,500 (Customer Confirmation).

The Board has undertaken to issue a supplementary Target's Statement if the Customer Confirmation
ceases to be correct at any time prior to the close of the Offer.
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9. INFORMATION ABOUT AUSTRALIAN POWER & GAS cont'

5.3 Issued capital

As at the date of this Target's Statement, the issued capital of Australian Power and Gas consists of:

191,526,610 fully paid ordinary Shares; and
the following 36,892,274 Options on issue:

Expiry date

22/12/2014

31/12/2013
31/03/2014
1/10/2013

30/10/2014
30/10/2014
30/10/2014
1/10/2014

30/10/2014
1/10/2014

30/10/2015
31/12/2013
30/10/2015
1/07/2015

30/10/2013
30/10/2013

1/7/2014

Number on issue

2,500,000

5,000,000

250,000

513,031

2,035,000

1,500,000

125,000

500,000

125,000

500,000

1,519,243

18,900,000

925,000

500,000

500,000

500,000

1,000,000

Exercise price

$0.40 (minimum of
40 cents or 30 day
VWAP at time of
exercise)

$0.55
$0.35
$0.35
$0.40
$0.45
$0.50
$0.50
$0.55
$0.55
$0.55
$0.60
$0.60
$0.70
$0.70
$0.80

$0.20

Option Offer
consideration

$0.1479

$0.0440
$0.1772
$0.1647
$0.1592
$0.1303
$0.1060
$0.1028
$0.0859
$0.0826
$0.0928
$0.0289
$0.0757
$0.0421
$0.0052
$0.0013

$0.3174
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9. INFORMATION ABOUT AUSTRALIAN POWER & GAS cont’

5.4 Election Rights

Australian Power and Gas has granted Nippon Gas 6 million election rights (each, an Election Right)
under the Nippon Gas Loan Agreement. A summary of those rights is provided below.

Each Election Right entitles Nippon Gas following exercise of that Election Right to receive the
greater of:

e the 5 day VWAP of Shares ending on the day immediately before the date of an exercise notice
in respect of that Election Right as noted on the Bloomberg page “SMR AU Equity VAP"
(Market Price) less $0.50; or

° zero,

(the Cash Settlement Amount).

Following the exercise of an Election Right, Australian Power and Gas must pay Nippon Gas the Cash
Settlement Amount for that Election Right on the date which is 7 Business Days after receiving notice
from Nippon Gas that it has exercised the Election Right (Cash Settlement Payment Date).

Alternatively, Australian Power and Gas may elect (subject to Nippon Gas' consent, which must not
be unreasonably withheld) instead of paying the Cash Settlement Amount for Election Rights on

a Cash Settlement Payment Date to issue to Nippon Gas the number of Australian Power and Gas
Shares equal to the aggregate of all Cash Settlement Amounts that would have been payable on the
Cash Settlement Payment Date if Australian Power and Gas had not elected to issue Shares, divided
by the Market Price for the relevant Election Right.

The exercise period of the Election Rights expires on 11 April 2015.

Nippon Gas must not issue a notice to exercise the Election Rights in certain circumstances during
the 14 Business Days immediately after Australian Power and Gas has publicly announced that it
has entered into discussions which may result in a change of control transaction or makes any other
announcement in respect of a potential or proposed change of control transaction.

Nippon Gas has agreed with Australian Power and Gas that it will not exercise the Election Rights
during the period between the Announcement Date and the date that the payment is made

to Australian Power and Gas in consideration for the cancellation of the Election Rights (see
section 12.2(d) of this Target's Statement).

Australian Power and Gas has further agreed with Nippon Gas that, if the Offer becomes free of
the Conditions, then on the date which is 10 Business Days after the close of the Offer Period the
Election Rights will be cancelled in consideration of payment by Australian Power and Gas to Nippon
Gas of $591,634 (exclusive of GST) in aggregate for the 6 million Election Rights held by Nippon
Gas. See section 12.2(d) of this Target's Statement for further details.

5.5 Acquisition of Shares by AGL

On the Announcement Date, AGL Bidder entered into various Pre-Bid Acquisition Agreements with
each of Australian Power and Gas' then three largest Shareholders, being Nippon Gas, the Cobra
Group and the Poole Interests, to acquire, in aggregate, 38,113,795 Shares for $0.52 per Share giving
AGL Bidder a relevant interest at that point of 19.9% in Australian Power and Gas. The price paid by
AGL Bidder under those Pre-Bid Acquisition Agreements is the same price as the price offered for
Shares under the Offer.

Further information in relation to these Pre-Bid Acquisition Agreements is set out in section 12.1 of
this Target's Statement and section 8.2 of the Bidder's Statement.
As a result of acceptances under the Offer up to 19 August 2013 (being the latest practical date

prior to the dispatch of this Target's Statement), AGL had a relevant interest over 63,012,875 Shares
representing 32.90% of Shares on issue at that point.

5.6 Options

AGL Bidder has stated in section 5.4(b) of its Bidder's Statement that it has not agreed to provide any
consideration for any Options during the four months before the date of the Bidder's Statement.
Subject to obtaining regulatory relief, APG Bidder will be making an off-market takeover offer to
Optionholders to acquire 100% of their Options. Further information about the Option Offer is
contained in section 12.4 of this Target's Statement and will be set out in detail in the Option
Bidder's Statement.
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9. INFORMATION ABOUT AUSTRALIAN POWER & GAS cont'

5.7 Substantial Shareholder information

As at 19 August 2013 (being the latest practical date prior to the dispatch of this Target's Statement),
Australian Power and Gas has the following substantial Shareholders:

Shareholder Number of Shares % Voting power
AGL Bidder, AGL and AGL Group 63,012,875 32.90%

Nippon Gas (and its controlled entities) 33,000,370 17.23%

Cobra Group 25,736,627 13.44%

Poole Interests 15,807,728 8.25%

OC Funds Management Limited (ACN 092 872 056) 11,106,995 5.8%

5.8 Controlled entities

As at the date of this Target's Statement, Australian Power and Gas has the following subsidiaries:

Company name % interest
APG Operations Pty Ltd 100%
Australian Power and Gas (NSW) Pty Ltd 100%
Australian Power and Gas Pty Limited 100%
Greentricity Pty Limited 100%
Ignition Energy Pty Limited 100%
IQ Energy Services Pty Ltd 100%
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9. INFORMATION ABOUT AUSTRALIAN POWER & GAS cont'

5.9 Trading update — price history relative to Offer
The Offer price of $0.52 per Share represents a significant premium to Australian Power and Gas'
trading prices prior to the Announcement Date, including:

e a33.3% premium to the closing price of $0.390 per Share to the last trading day prior to the
Announcement Date;

*  a44% premium to the 30 day VWAP of $0.361 per Share to the last trading day prior to the
Announcement Date; and

e a51.2% premium to the 90 day VWAP of $0.344 per Share to the last trading day prior to the
Announcement Date.

$0.52 Offer price

33%
premium

44%
premium

51%
premium

Close - 12 July 2013 30 day VWAP 90 day VWAP

$0.60

1,600,000
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Traded price 1,200,000
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5.10 Financial information and other relevant matters

Australian Power and Gas' last published audited financial statements are for the financial year
ended 30 June 2012 and were lodged with ASX on 31 August 2012. Australian Power and Gas also
released its auditor reviewed half year report in respect of the six months ended 31 December 2012
(first half FY2013) to ASX on 28 February 2013 and its revised guidance for full FY2013 results on
24 July 2013, detailing additional provisions for increasing levels of bad debt. This has also been
taken into account in the FY2014 guidance with increased provisioning. The unaudited results for the
year ended 30 June 2013 were released to the ASX before the dispatch of this Target's Statement.
Guidance for FY2014 results was released to the ASX on 9 May 2013. In that statement, Australian
Power and Gas announced a FY2013 and FY2014 profit guidance downgrade with increased

debt provisioning. At this time, full year FY2013 net profit after tax was downgraded from a
$1 - $3 million loss to a $3 - $5 million loss.
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9. INFORMATION ABOUT AUSTRALIAN POWER & GAS cont'

For FY2013, Australian Power and Gas experienced revenue growth of 33%. This revenue growth
was attributable to both increasing customer numbers and the average amount paid by customers. In
addition, and as referred to in section 5.1 above, revenue growth resulted in part from the increase of
distributor use of system charges and the carbon tax, which in each case are passed through directly
to customers and do not affect the underlying profit of Australian Power and Gas. This rate of
growth has placed a strain on Australian Power and Gas’ working capital and, as mentioned, a
review of working capital requirements has been initiated by the Board. The impact of the increased
pricing on consumers also appears to have increased overdue debt ratios across the industry. While
Australian Power and Gas has undertaken measures to improve the management of its customer
debt, these changes won't be realised until FY2014 and this has affected cash flow and will result in
an increased provision affecting the FY2013 results.

Australian Power and Gas has satisfactorily dealt with this year's issues but considers that, given
the size of its operations and the market challenges, it will need to focus on increasing cash held.
A number of initiatives intended to strengthen the Company's balance sheet and available liquidity
over the forthcoming year will need to be effectively implemented before growth is resumed.

Australian Power and Gas as an independent gas and electricity retailer is subject to and regulated
by a number of regulatory frameworks and regulatory bodies both at the State and Commonwealth
levels. Technical non-compliance with and breaches of the regulatory framework is relatively
common in the electricity and gas retail sectors in Victoria, New South Wales and Queensland.
Australian Power and Gas is from time to time subject to discussions with one or more regulators
regarding potential non-compliance or breaches of the relevant regulatory codes, legislation and
rules. No assurance can be given that, in the future, fines or penalties will not be imposed on
Australian Power and Gas for potential breaches of, or failures to comply with, relevant

regulatory instruments.

5.11 Funding position

Several factors may impact Australian Power and Gas' current funding position:

e Australian Power and Gas announced to the ASX on 9 May 2013 that recent developments
have placed a strain on working capital, resulting in the Directors initiating a review of
working capital requirements. Australian Power and Gas' provision for overdue debt increased
significantly in the first half of FY2013 and for the full FY2013. Whilst Australian Power and
Gas has highlighted that it has undertaken measures to improve overdue debt levels these
won't be realised until FY2014 and this has affected cash flow and will result in an increased
provision affecting the FY2013 results;

e Australian Power and Gas may need to secure additional equity and/or debt to fund ongoing
operations and to achieve its stated objectives and any equity raising may dilute existing
Shareholders; and

e Australian Power and Gas' need for further funding may be exacerbated by the industry
challenges described above.

Additionally, Australian Power and Gas has, from time to time, been required to seek various waivers
or indulgences under its financing arrangements based upon technical non-compliance with certain
financial and operational covenants related to those arrangements. There can be no assurance that,
to the extent that the waivers or indulgences are required in the future, those waivers or indulgences
will be forthcoming from Australian Power and Gas' financiers.
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6  INFORMATION ABOUT AGL AND AGL BIDDER

AGL is one of Australia's major integrated energy companies with a market capitalisation of
approximately $8.3 billion as at the close of the last day that ASX was open for trading prior to the
Announcement Date.

AGL Bidder is a wholly owned subsidiary of AGL.

AGL has offices and businesses in every Australian state (excluding Western Australia) and the
Australian Capital Territory and as at the date of the Bidder's Statement has approximately 2,900
employees. AGL's head office is in Sydney.

AGL retails natural gas, electricity and energy related products and services to almost 3.5 million
customers. AGL increased its customers by approximately 180,000 for the 2012 financial year.
Its customer accounts grew by 56,700 (1.6%) for the six months ending 31 December 2012.

For the financial year ending 2012, AGL reported an underlying net profit of $482.0 million, an
increase of 11.8% on the underlying net profit of $431.1 million reported in 2011. AGL's statutory
net profit was $114.9 million, compared with $558.7 million last year due to significant items (most
of which arise from the acquisition and funding of the Loy Yang A power station in Victoria) and fair
value adjustments. For the six months ended 31 December 2012, AGL reported a statutory net profit
after tax of $364.7 million and an underlying profit of $279.4 million, a 20% increase on the prior
corresponding period.

Section 2 of the Bidder's Statement provides further background and information regarding AGL.
In addition, you may also obtain information regarding AGL from its website at www.agl.com.au.
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7 YOUR CHOICES AS A SHAREHOLDER

As a Shareholder you have three choices currently available to you:

7.1 Accept the Offer

You may elect to accept the Offer.

Shareholders who accept the Offer will not incur any brokerage charge. Section 1.2 of the Bidder's
Statement contains details of how to accept the Offer.

If you accept the Offer:

e unless withdrawal rights are available (see section 9.10 of this Target's Statement) and you
exercise those rights, you will be unable to sell your Shares on market or otherwise deal with
your Shares, including by accepting any Superior Proposal (should any such proposal emerge);

. once the Conditions are satisfied or waived, you will be paid $0.52 for each Share; and

e you will be liable for CGT on the disposal of your Shares (see section 7 of the Bidder's
Statement and section 11.1 of this Target's Statement).

7.2 Sell your Shares on market

You can sell your Shares on market for the market price at the time. This may be at, above or below
the Offer price of $0.52 per Share.

On 19 August 2013 (being the latest practical date prior to the dispatch of this Target's Statement),
Australian Power and Gas' Share price closed at $0.51, which is lower than the Offer price of
$0.52 per Share. The latest price for Shares may be obtained from the ASX website www.asx.com.au.

Shareholders who sell their Shares on market may be liable for CGT on the sale and may incur

a brokerage charge (see section 7 of the Bidder's Statement and section 11.2 of this Target's
Statement). If you wish to sell your Shares on market you should contact your broker for information
on how to effect the sale.

Shareholders that sell their Shares on market cannot subsequently accept the Offer or any Superior
Proposal that may emerge.

7.3 Reject the Offer by doing nothing

If you do not wish to accept the Offer or sell your Shares on market you may do nothing.

Shareholders should note that if AGL Bidder satisfies the required thresholds, it will be entitled to
compulsorily acquire the Shares that it and its associates do not already own (see sections 12.6 and
12.7 for further details).

If you decide to retain your Shares and AGL Bidder does not become entitled to compulsory
acquisition of those Shares, you should consider the risks associated with a continuing investment
in Australian Power and Gas (see section 4.4 of this Target's Statement for further details on the
consequences of retaining your Shares and see section 4.4 of the Bidder's Statement for details of
AGL Bidder's intentions if it acquires more than 50% but less than 90% of Shares).

There will be CGT consequences at the time of the compulsory acquisition (see section 7 of the
Bidder's Statement and section 11.3 of this Target's Statement).

7.4 Employees and Optionholders

If you are an employee of Australian Power and Gas and are a participant in the ESOP, please refer to
section 10.4 of this Target's Statement for information regarding the effect of the Takeover Bids on
your interest in Shares and Options.

If you are an Optionholder you will be sent a separate Option Bidder's Statement and Option
Target's Statement with respect to the Option Offer (if made), which sets out the alternatives
available to you with respect of your Options in connection with the Takeover Bids. The Directors
encourage you to read the information regarding the Option Offer sent to you.
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8 HOWTOACCEPT THE OFFER

Please see section 9.4 of the Bidder's Statement for full information on how to accept the Offer.

You may only accept the Offer for all of your Shares. Acceptances must be received before
7.00pm (AEST) on 11 October 2013 (unless the Offer Period is extended).

8.1 For issuer sponsored holdings (Securityholder Reference Number beginning
with “1")
To accept the Offer, complete the issuer Acceptance Form in the Bidder's Statement in accordance

with the instructions on it and return it to the address indicated on the issuer Acceptance Form
before the end of the Offer Period.

8.2 For CHESS Holdings (Holder Identification Number beginning with “X")

To accept the Offer, either contact your Controlling Participant (usually your broker) and instruct
them to accept the Offer on your behalf, or complete the CHESS Acceptance Form in the Bidder's
Statement in accordance with the instructions on it and return it to the address indicated in the
CHESS Acceptance Form.

8.3 For Controlling Participants

If you are a Controlling Participant (usually, a broker or the bank, custodian or other nominee),
to accept the Offer you must initiate acceptance in accordance with the requirements of the ASX
Settlement Operating Rules before the end of the Offer Period.
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9  KEY FEATURES OF THE OFFER

91 The Offer

AGL Bidder is offering to acquire all of your Shares for $0.52 cash per Share.
The Offer also extends to all Shares that are issued before the end of the Offer Period upon the
exercise of Options.

Under the terms of the Offer, the amount of consideration you receive directly from AGL Bidder will
be reduced by the amount or value of any Rights attaching to Shares, on or after the Announcement
Date, which AGL Bidder does not receive.

For full details of the terms of the Offer, please refer to section 9 of the Bidder's Statement.

9.2 Timing of payment to Shareholders who accept the Offer

If you accept the Offer and the Offer becomes unconditional, AGL Bidder will pay you the
consideration under the Offer by the earlier of:

. 21 days after the end of the Offer Period; or

e one month after the later of receipt of your valid acceptance and the date on which the Offer
becomes unconditional.

Full details of when you will be issued your consideration are set out in section 1.1 of the
Bidder's Statement.

9.3 Effect of an improvement in consideration on Shareholders who have already
accepted the Offer

If AGL Bidder improves the consideration offered under the Offer, all Shareholders, whether or
not they have accepted the Offer before that improvement in consideration, will be entitled to the
benefit of that improved consideration for those Shares accepted into the Offer.

9.4 Conditions to the Offer

The Offer is subject to a number of Conditions. The Conditions are set out in full in section 9.8 of the
Bidder's Statement and in Annexure A of this Target's Statement.

In summary, the outstanding Conditions as at the date of this Target's Statement are
summarised below:

e (90% acceptances) AGL Bidder obtains a relevant interest in more than 90% (by number) of
the Shares (including the 32.90% of Shares in which AGL Bidder has a relevant interest as at
19 August 2013 (being the latest practical date prior to the dispatch of this Target's Statement))
at the end of the Offer Period;

e  (ACCC no objection) AGL Bidder not receiving written notification before the end of the Offer
Period that the ACCC objects to the acquisition of the Shares under the Offer;

e (Material adverse change) no material adverse change occurs during the Condition Period;

e (Customers) the Target's Statement contains confirmation from Australian Power and Gas that
the number of Australian Power and Gas' retail customer accounts is not less than 340,500
(and this statement does not change during the Condition Period);

e (No prescribed occurrences) no prescribed occurrence occurs during the Condition Period; and

e (No regulatory action) no Public Authority (excluding the ACCC) takes any action during the
Condition Period which has, or which may, materially adversely impact upon the Offer, or
requires divestiture of any assets by Australian Power and Gas or by any subsidiary of Australian
Power and Gas,

(together the Conditions).

The Conditions are conditions subsequent. The non-fulfilment of a condition subsequent does not,

until the end of the Offer Period, prevent a contract to sell your Shares from arising, but it does

entitle AGL Bidder, by written notice to you, to rescind the contract resulting from acceptance of

the Offer.

Subject to the Corporations Act, AGL Bidder may declare the Offer to be free from any Condition or
Conditions at any time.
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9.5 Notice of Status of Conditions

Section 9.8 of the Bidder's Statement indicates that AGL Bidder will give a Notice of Status of
Conditions to the ASX and Australian Power and Gas on 3 October 2013.

AGL Bidder is required to set out in its Notice of Status of Conditions:

e whether the Offer is free of any or all of the Conditions;

. whether, so far as AGL Bidder knows, any of the Conditions have been fulfilled; and
e AGL Bidder's voting power in Australian Power and Gas.

If the Offer Period is extended by a period before the time by which the Notice of Status of
Conditions is to be given, the date for giving the Notice of Status of Conditions will be taken to be
postponed for the same period. In the event of such an extension, AGL Bidder is required, as soon as
practicable after the extension, to give a notice to ASX and Australian Power and Gas that states the
new date for the giving of the Notice of Status of Conditions.

If a Condition is fulfilled (so that the Offer becomes free of that Condition) during the Offer Period
but before the date on which the Notice of Status of Conditions is required to be given, AGL Bidder
must, as soon as practicable, give ASX and Australian Power and Gas a notice that states that the
particular Condition has been fulfilled.

9.6 Offer Period

The Offer is scheduled to close at 7:00pm (AEST) on 11 October 2013 (but it may be extended or
withdrawn in accordance with the Corporations Act).

The circumstances in which AGL Bidder may extend or withdraw its Offer are set out in section 9.7
and section 9.8 respectively of this Target's Statement.

9.7 Extension of the Offer Period

AGL Bidder may extend the Offer Period at any time before giving the Notice of Status of Conditions
(referred to in section 9.5 of this Target's Statement) while the Offer is subject to the Conditions.
However, if the Offer is unconditional (that is, all the Conditions are fulfilled or freed), AGL Bidder
may extend the Offer Period at any time before the end of the Offer Period.

Further, there will be an automatic extension of the Offer Period if, within the last 7 days of the
Offer Period:

e AGL Bidder increases the amount of the Offer price of $0.52 per Share (or otherwise improves
the consideration offered under the Offer): or

e AGL Bidder's voting power in Australian Power and Gas increases to more than 50%.

In either of these circumstances, the Offer Period is automatically extended in accordance with
section 624(2) of the Corporations Act so that it ends 14 days after the occurrence of the
relevant event.

9.8 Withdrawal of Offer

AGL Bidder may withdraw the Offer at any time with the written consent of ASIC which consent
may be given subject to such conditions (if any) as are specified in the consent. Notice of any
withdrawal will be given to the ASX and Australian Power and Gas will comply with any other
conditions imposed by ASIC. If AGL Bidder withdraws the Offer, any contract resulting from its
acceptance will automatically be void.

9.9 Effect of acceptance

The effect of acceptance of the Offer is set out in section 9.6 of the Bidder's Statement. Shareholders
should read these provisions in full to understand the effect that acceptance will have on their ability
to exercise the Rights attaching to their Shares and the representations and warranties which they
give by accepting the Offer.
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9.10 Your ability to withdraw your acceptance

You only have limited rights to withdraw your acceptance of the Offer.
You may only withdraw your acceptance of the Offer if:

e AGL Bidder varies the Offer in a way that postpones, for more than one month, the time when
AGL Bidder needs to meet its obligations to pay for Shares under the Offer. This will occur if
AGL Bidder extends the Offer Period by more than one month and the Offer is still subject to
the Conditions; and

e the Conditions have not been satisfied or waived at the time of your purported withdrawal.

9.11 Lapse of Offer

The Offer will lapse if the Conditions are breached, or not fulfilled or freed (that is, the Conditions
are not satisfied or waived) at the end of the Offer Period; in which case, all contracts resulting from
acceptance of the Offer and all acceptances that have not resulted in binding contracts are void. In
that situation, you will be free to deal with your Shares as you see fit.
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10  DIRECTORS' INTERESTS

10.1 Independent Board Committee

As noted in section 2.1 of this Target's Statement, in accordance with its constitution, Australian
Power and Gas established an Independent Board Committee for the purpose of responding to the
Offer, comprising:

° Mr McGregor; and

o Mr Myatt.

To ensure that consideration of the Offer has been subject to appropriate controls and that any
actual or potential conflicts of interest have been managed, the Independent Board Committee
established a number of protocols. These included:

e the Independent Board Committee being exclusively responsible for all decisions connected to
the Offer;

e each of the Directors who are not Independent Directors absenting himself from any
deliberations with respect to any matters in relation to the Offer;

e the Directors who are not Independent Directors refraining from making a recommendation in
respect of the Offer;

e the establishment of protocols for the Directors and managers of Australian Power and Gas
in relation to the provision of information to and communications with AGL Bidder and the
Independent Expert;

e the Independent Board Committee appointing Corrs Chambers Westgarth to act as its legal
adviser in respect of the Offer; and

e the Independent Board Committee appointing the Independent Expert to prepare an
Independent Expert's Report to evaluate the Offer.

10.2 Directors' interests and dealings in Australian Power and Gas securities
(a) Interests in Shares and Options

As at the date of this Target's Statement, the Australian Power and Gas Directors had the following
relevant interests in Shares and Options:

Director Number of Shares Number of Options
Mr lan McGregor 2,758,668 1,750,000

Mr James Myatt 4,918,026 4,142,857?

Mr Michael Hogg 1,059,734 Nil

Mr Shinji Wada Nil Nil

Total 8,736,428 5,892,857

1,000,000 Class lan McGregor Options and 750,000 Class Unlisted Options. For further details, refer to
section 5.3 of this Target Statement.

21,000,000 Class James Myatt Options, 142,857 Class ESOP ($0.35) Options, 1,000,000 Class ESOP ($0.40)
Options, 1,000,000 Class ESOP ($0.45) Options, 500,000 Class ESOP ($0.50) Options and 500,000 Class ESOP
(30.55) Options. For further details, refer to section 5.3 of this Target Statement.

(b) Dealings in Shares and Options

No Director of Australian Power and Gas or any of their associates have acquired or disposed of a
relevant interest in any Shares or Options in the 4 month period ending on the date immediately
before the date of this Target's Statement.

43 AUSTRALIAN POWER & GAS - TARGET'S STATEMENT



10 DIRECTORS' INTERESTS cont'p

10.3 Directors' interests and dealings in AGL or AGL Bidder's securities
(a) Interests in AGL or AGL Bidder’s securities

As at the date immediately before the date of this Target's Statement, the following Australian Power
and Gas Directors had a relevant interest in any AGL Group securities:

Director Number of shares Number of options

Mr James Myatt 177 Nil

(b) Dealings in AGL or AGL Bidder's securities

No Director of Australian Power and Gas has acquired or disposed of a relevant interest in any
AGL Group securities in the 4 month period ending on the date immediately before the date of this
Target's Statement.

10.4 Benefits and agreements

(a) Benefits in connection with retirement from office

Other than as described below, no person has been or will be given any benefit (other than a benefit
which can be given without member approval under the Corporations Act) in connection with the
retirement of that person, or someone else, from a board or managerial office of Australian Power
and Gas or related body corporate of Australian Power and Gas.

In accordance with Listing Rule 10.19 (and under sections 200B and 200E of the Corporations

Act where applicable) and as approved by Shareholders at the Annual General Meeting of
Australian Power and Gas on 20 November 2012, under the terms of their respective employment
contracts with APG Operations, each of Mr Warren Kember, Mr David Goadby, Mr Grant Long,
Ms Shelley Reed, Mr Phillip Ridley, Ms Joanne Tseng (being, the Executives) and Mr James Myatt
(who is employed by Australian Power and Gas) will be entitled to a termination payment (plus any
payment in lieu of notice, or other entitlements under the contract) if an Early Termination Event
occurs, being where the relevant contract is terminated by:

e Australian Power and Gas or APG Operations (without cause) prior to the end of the fixed
period under the relevant employment contract; or

. in the case of an Executive, the Executive because of a material diminution in the Executive's
role and responsibilities, other than as agreed, or in Mr Myatt's case, Mr Myatt because
of a reduction in the duties or responsibilities of Mr Myatt following a change of control in
Australian Power and Gas.

The potential termination benefits payable to the Executives and Mr Myatt are:

e termination payments under their respective employment contracts with Australian Power
and Gas;

. short term incentive (bonus) payments; and

e the automatic or accelerated vesting of long term incentive payments (performance shares
or options) issued to the Executive or Mr Myatt under Australian Power and Gas' ESOP (for
further details see section 10.4(b) of this Target Statement).
The value of the potential termination payments to the Executives and Mr Myatt may exceed 5% of
Australian Power and Gas' equity interests set out in its latest financial accounts provided to the ASX.
For full details of the potential payments to each Executive or Mr James Myatt, please refer to
Australian Power and Gas' Notices of Annual General Meeting for each of the years 2011 and 2012
which, in each case, contain detailed summaries of the terms applicable to such
termination payments.
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(b) Agreements connected with or conditional on the Offer

Other than as described below, there are no agreements made between any Director of Australian
Power and Gas and any other person in connection with, or conditional upon, the outcome of the
Offer other than in their capacity as a holder of Shares or Options.

Certain participants in the ESOP currently have a number of unvested Options entitlements. These
entitlements are subject to vesting conditions. Under clause 9.5 of the ESOP, where the Directors are
of the opinion that a Change of Control has occurred, the Directors may determine that the relevant
performance conditions applicable to any entitlement of a participant may be satisfied and that the
Options granted to such a participant may be exercised (the Waiver Power). On 18 July 2013, the
Directors passed a resolution delegating authority to Mr lan McGregor to exercise the Waiver Power,
subject to certain conditions being satisfied. One of the relevant conditions is that a takeover bid to
acquire more than 50% of the voting shares in Australian Power and Gas has been made. As at the
date of this Target Statement Mr McGregor has not sought to exercise the Waiver Power but may do
so in the future if the relevant conditions are satisfied.

(c) Interests of Directors in contracts with AGL or AGL Bidder

No Director has any interests in any contracts with AGL or AGL Bidder (save as disclosed in section
10.3 of this Target's Statement).
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11 TAXATION CONSEQUENCES

The following is a general outline of the main Australian income tax consequences for an Australian
resident individual Shareholder. The outline is not exhaustive of all income tax considerations which
could apply in the circumstances of any given Shareholder and there are a number of limitations to

the outline including that:

e itapplies only to Australian resident individual taxpayers who acquired their Shares otherwise
than in respect of employment with Australian Power and Gas or its associated companies. It
does not cover the tax treatment for any other classes of taxpayers including individuals who
are non-residents of Australia for tax purposes, companies, banks, insurance organisations,
superannuation funds or trusts;

e it applies only where Shareholders hold their Shares on capital account. It does not apply where
the shares are held on revenue account (eg. shares held by Shareholders who trade in shares or
hold Shares as trading stock); and

e jtis based on current Australian tax law as at the date of this Target's Statement. It does not
take into account or anticipate any changes in the law (including changes to legislation, judicial
authority or administrative practice).

This outline does not constitute, and should not be construed as, taxation advice. Australian Power
and Gas and its Directors and advisers do not accept any liability or responsibility in respect of

any statement concerning the taxation consequences of the Offer or in respect of the taxation
consequences themselves.

All Shareholders, and particularly those Shareholders not specifically addressed by this outline as
noted above, should consult their own independent professional taxation advisers regarding the
Australian and, if applicable, foreign income tax consequences of disposing of Shares given the
particular circumstances which apply to them.

11.1 If you accept the Offer

If you accept the Offer, it may result in taxation consequences, including exposure to tax under

the CGT rules. If you are a Shareholder that holds their Shares on capital account for income tax
purposes, the sale of the Shares under the Offer will constitute a CGT event and you could make

a capital gain or loss. A general outline of the taxation consequences of accepting the Offer is set
out in section 7 of the Bidder's Statement. The outline provided in the Bidder's Statement has been
prepared by or on behalf of AGL and AGL Bidder (and not Australian Power and Gas or its Directors).

11.2 If you sell your Shares on market

If you sell your shares on market for the market price at the time, the sale will constitute a CGT event
and you will make a capital gain or loss in accordance with the principles described in section 7 of
the Bidder's Statement. Your capital proceeds will be equal to the price for which you sell the Shares
(which may be above or below the Offer price of $0.52 per Share).

11.3 If you reject the Offer by doing nothing

If you do not wish to accept the Offer or sell your Shares on market and instead you do nothing, then
if AGL Bidder satisfies the required thresholds, it will be entitled to compulsorily acquire the Shares
that it and its associates do not already own.

At the time of compulsory acquisition, there will be CGT consequences in accordance with the
principles described in section 7 of the Bidder's Statement. The CGT event will occur at the time the
compulsory acquisition becomes effective.
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12 OTHER MATERIAL INFORMATION

12.1 Pre-acceptance agreements

On the Announcement Date, AGL Bidder entered into separate pre-bid acquisition agreements
(Pre-Bid Acquisition Agreements) with each of Australian Power and Gas' then three largest
Shareholders, Nippon Gas, the Cobra Group and the Poole Interests. Under these Pre-Bid Acquisition
Agreements AGL Bidder agreed to purchase a total of 38,113,795 Shares at $0.52 per Share. The
Shares acquired comprised:

° Nippon Gas - 10,000,000 Shares;
e  Cobra Group - 10,000,000 Shares; and
° Poole Interests — 18,113,795 Shares.

In total, the Shares acquired under the Pre-Bid Acquisition Agreements represent 19.9% of the total
number of Shares on issue. AGL Bidder is now the registered Shareholder of these Shares. Complete
copies of these Pre-Bid Acquisition Agreements were attached to a substantial holder notice in
respect of Australian Power and Gas lodged by AGL and AGL Bidder with ASX on 16 July 2013.

In addition, each of Nippon Gas, the Cobra Group and the Poole Interests have advised Australian
Power and Gas of their intention to accept the Offer for the balance of shareholdings they hold or
control by no