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The 2008 financial year has been one of uncertainty, unforeseen events, obstacles, and challenges but
through it all Macarthur Coal has emerged strong, focused and with a clear strategic direction for the
future. We have gone from potential takeover activity to one in a hundred-year rain events, from
frustrating ongoing infrastructure constraints, to changes in Board membership, and from a company with
120 employees at the beginning of the financial year to one with almost 300 at the end. Although we are
still feeling the effects of floods and infrastructure bottlenecks, Macarthur Coal has shown itself to be a
successful and profitable member of the Queensland and Australian business communities. We have
demonstrated that we can face the challenges head-on, meet and overcome them to build wealth for our
shareholders.

It is within this context that we present our 2008 Annual Report.

Through this report we aim to build stakeholder confidence in our organisation by providing a
comprehensive examination of our corporate, operational, social and environmental performance during
the 2008 financial year. We also include information on our future directions, both in the short and long-
term, and we have provided targets by which we will be able to measure and report on our performance
in the future.

We present accurate and pertinent information on our activities including milestones achieved and
challenges faced in plain language. As part of our commitment to providing accurate, accessible
information, this year, in addition to our printed annual report we also provide an interactive electronic
version giving more detail of our performance which can be found on our website at
www.macarthurcoal.com.au. PDF versions of previous reports (annual, half-yearly and quarterly) can also
be found on the Macarthur Coal website.

We have a wide range of stakeholder groups which include but are not limited to the following:

= Our employees

= Our shareholders

= Our customers

= Our business partners
= Contractors

= Suppliers

= Federal and state government departments
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= Business analysts

Financial institutions

Our communities

The media

Educational institutions

Schools (through our Shares for Schools Program)

Prospective employees

Prospective customers

Prospective shareholders.

WE INVITE YOUR FEEDBACK

provided by mail, telephone or email to the following addresses:

Communications Officer
Macarthur Coal Limited
GPO Box 1025
Brisbane QLD 4001

Ph: 617 3221 7210

Email: info@maccoal.com.au

Click on the diagram to zoom.
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We are committed to open and transparent communication and welcome your feedback which can be
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Inclusion in ASX Top 100 listed companies
of $400.2 million
of $72.7 million

in the share capital of Monto Coal 2 Pty Ltd to Paway Limited (a member of the
Noble Group) for a consideration of $48.5 million

New commissioned on time and within budget at Coppabella
Completion of stage 2 and 3 of the at Coppabella Mine
An at Moorvale was completed early and within budget on 1 October 2007

increasing throughput by 33%
Commissioning of
Granting of over Pit F at Moorvale Mine

Signing of a with Dragon Steel Corporation in July 2007 and signing of a memorandum of
understanding with Hyundai Steel Corporation in April 2008 for the supply of PCI coal
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= Production difficulties due to significant rain events and declaration of force majeure

= Impact of floods still being felt in the September 2008 quarter with return to full production capacity not
expected until January 2009

= Continued infrastructure bottlenecks

= The need to improve safety performance at Coppabella Mine

PREVIOUS NEXT
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2008 2007 Variance %6

Revenue from coal sales $M 400.2 362.8 10.3
EBITDA $M 136.2 98.1 38.8
EBIT $M 117.7 82.0 43.5
Net profit after tax (NPAT) $M 72.7 66.5 9.3
Earnings per share Cents 36.6 35.5 3.1
Dividends per share Cents 17.0 18.0 (5.6)
Gearing (net debt/shareholders’ equity) % 3.8 (19.1) N/A
Net interest cover (EBITDA/interest paid) Times 44.7 60.5 N/A
Return on Invested Capital % 10.0 13.3 N/A
Net Tangible Assets per share $/share 3.13 2.21 N/A
PREVIOUS NEXT
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Royalties $™ 31.4 26.8
Company tax $™ 25.3 57.2
Dividends $M 19.5 54.3
Donations and sponsorships $ 165,902 303,674
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Continuing exemplary safety record at Moorvale Mine with another lost time injury
(LTI) free year

Sedgman employees, (operators of the Moorvale and Coppabella coal handling and
preparation plants (CHPP)), achieved seven years LTI free at Coppabella

31% reduction in Coppabella Mine’s LTIFR (rolling 12 months to 30 June 2008)
Implementation of new behavioural safety training regime
Induction and reinduction of all employees to ensure awareness of safety standards

Visit from a special guest presenter (minesites and corporate office) to discuss the
impact of a workplace accident and the choices we make while on the job

Comprehensive culture program implemented

Commencement of construction of accommodation camp

Completion of stage 2 and 3 of the transition to owner operator at Coppabella Mine
Setting of utilisation and productivity targets for Coppabella equipment

Resolution of Downer EDI Mining litigation

Decision to transition to owner operator at Moorvale

Commitment to purchase mining equipment valued at over $110 million for Moorvale
Mine

Commissioning of P&H 4100 electric rope shovel and associated truck fleet to lower
costs and reduce diesel usage and emissions at Coppabella Mine

Connection of the Burdekin and Eastern Spur pipelines to drought-proof operations

Signing of three-year contract for supply of fuel and lubricants for Coppabella and
Moorvale mines

Rollout of systems to integrate accounts, maintenance, purchasing and payroll to
improve efficiency

Completion of purchase of Custom Mining Limited including 74.66% of Middlemount
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Mine project

Progression of Olive Downs North open-cut project

Commencement of the Middlemount bulk sample pit

Continuing exploration activity at a number of prospects

Resource base in the Vermont East/Wilunga area increased

Completion of a concept mining study on the Codrilla project

Carbon and
environment

Creation of Carbon Committee

Preparation, approval and release of company’s Climate Change Policy

Development of carbon action plan

Appointment of an in-house environmental co-ordinator

PREVIOUS
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Macarthur Coal Limited and its controlled entities (Macarthur Coal) are involved in exploration, project
development, coal sales and marketing, and coal mine management and operation in central Queensland.
Coal mines operated and tenements owned are listed on the

Macarthur Coal Limited (the company) is a public company that listed on the Australian Stock Exchange
(ASX) in July 2001. The ASX code is MCC.

Macarthur Coal is Queensland-based with its mining assets situated in Queensland’s Bowen Basin and its
corporate office located in Brisbane.

Macarthur Coal’s principal product is low volatile pulverised coal injection coal (LV PCI) for use in the
production of steel.

Macarthur Coal is a major supplier of LV PCI coal to the steel mills of Asia, Europe and Brazil and also
produces some thermal and coking coal.

Macarthur Coal’s major assets are a 73.3% share in Coppabella Mine and Moorvale Mine through the
Coppabella & Moorvale Joint Venture (CMJV) (which together provide approximately one third of the
total volume of LV PCI coal exported from Australia) and a 74.66% share of the Middlemount Mine
project.

Macarthur Coal has large prospective exploration tenement holdings which provide a project portfolio for
the development of new coal mines.

Macarthur Coal’s mines and exploration tenements (excepting the Middlemount Mine project) are held
within unincorporated joint ventures, a structure which has allowed the company to gain significant
strategic benefits by involving other parties in its projects. Our production joint venture participants are:
CITIC Resources Australia Pty Ltd, Marubeni Corporation, Sojitz Corporation, JFE Shoji Trade
Corporation, and NS Trading Co Ltd.

The Middlemount Mine project is an incorporated joint venture with Paway Ltd (part of the Noble Group
Ltd). Paway holds the remaining 25.34% of the Middlemount project.

Macarthur Coal employs over 295 people directly and over 100 people through contractors.

Macarthur Coal provides the expertise to manage the mines and exploration program on behalf of the
joint venture participants. Macarthur Coal carries out all mining operations at Coppabella Mine.
Contractors are engaged to undertake mining operations at Moorvale Mine and Middlemount bulk
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sample operations.

= All the production at Coppabella and Moorvale mines is under Macarthur Coal’s management and the
company is entitled to 73.3% of the coal produced at the two mines. All sales and production statistics

in this Annual Report represent Macarthur Coal’s 73.3% attributable share unless otherwise stated.
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Asset Interest Subsidiary Company Holding Asset Joint Venture and Manager
Held in
Asset
73.3% Coppabella Coal Pty Ltd Coppabella & Moorvale Joint Venture

managed by Macarthur Coal (C&M
Management) Pty Ltd (MCCM)

73.3% Coppabella Coal Pty Ltd Coppabella & Moorvale Joint Venture
managed by Macarthur Coal (C&M
Management) Pty Ltd

73.3% Coppabella Coal Pty Ltd Coppabella & Moorvale Joint Venture
managed by Macarthur Coal (C&M
Management) Pty Ltd

Monto 41% Monto Coal 2 Pty Ltd Monto Coal Joint Venture managed
by Monto Coal Pty Ltd

Amaroo 85% BB Interests Pty Ltd Bowen Basin Coal Joint Venture
managed by BB Interests Pty Ltd

85% BB Interests Pty Ltd Bowen Basin Coal Joint Venture
managed by BB Interests Pty Ltd
Vermont 85% BB Interests Pty Ltd Bowen Basin Coal Joint Venture
East managed by BB Interests Pty Ltd
Wilunga 85% BB Interests Pty Ltd Bowen Basin Coal Joint Venture

managed by BB Interests Pty Ltd

Capricorn 85% Capricorn Coal Pty Ltd Capricorn Joint Venture managed by
Capricorn Coal Pty Ltd

74.66%  Ribfield Pty Ltd (95%) Middlemount Coal Middlemount Coal Pty Ltd
Pty Ltd (5%) (both owned 74.66%
Macarthur Coal and 25.34% Noble Group
Ltd)

Moorvale 90% Moorvale West Coal Pty Ltd Moorvale West Joint Venture
West managed by Moorvale West Coal
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Pty Ltd

Olive Downs 90% Olive Downs Coal Pty Ltd Olive Downs South Joint Venture

South (formerly Olive Downs Joint
Venture) managed by Olive Downs
Coal Pty Ltd

West/North  65% West Burton Coal Pty Ltd West/North Burton Joint Venture

Burton managed by West Burton Coal Pty
Ltd

West Walker 85% West Walker Coal Pty Ltd West Walker Joint Venture managed
by West Walker Coal Pty Ltd

West 90% West Rolleston Coal Pty Ltd West Rolleston Joint Venture

Rolleston managed by West Rolleston Coal
Pty Ltd

PREVIOUS NEXT
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THE YEAR AHEAD

Macarthur Coal has a clear strategic direction which will take the company forward and allow us to grow
and be successful into the future.

To ensure that we remain focused we have developed the following Vision and Mission.
Vision

To be the leading independent Australian coal company.

Mission

To grow total shareholder value by:

= Optimising operations and managing risk

= ldentifying and developing competitive assets

= Responding quickly to cost-effective opportunities to expand production and markets

» Forging long-term, mutually-rewarding relationships with customers, suppliers, regulators, employees,
the community and shareholders.

= In line with this Vision and Mission, we have created the following Top Five Priorities for the 2009
financial year which will enable us to ensure that the most efficient use is made of all our resources to
maximise shareholder value and achieve our goals.

TOP FIVE FOR 2009 FINANCIAL YEAR

Objective Measures 2009 Target

Safety and  We recognise that keeping our workforce safe is a process of continued focus and
People constant improvement and we are committed to improving our safety performance at all
our worksites.
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Safety — keep our people safe

All Injury Frequency Rate
(AIFR)

Less than industry
average of 22

People — ensure our people are
trained, developed and retained

Staff turnover (%)

Annual reduction in
employee turnover

Culture — ensure our employees
are satisfied at work

Culture Audit
(completion and participation)

Baseline culture audit
completed 31 Dec
2008

Develop culture

Two Working Together
programs held by 30
June 2009

Environment
impact.

Operational As we make the transition to owner operator across both Coppabella and Moorvale, we
Excellence strive for operational excellence and set clear targets to achieve this goal.
Production and Operational Tonnes mined 5.0Mt (ROM)
Targets — achieve targeted
production and sale
requirements
Coal Sold 5.0Mt
Non-moisture penalties Maintain a minimal
minimised penalty rate
Cost Focus  We aim to ensure that we seek out innovative and efficient methods to keep our costs as
low as possible to ensure maximum wealth for our shareholders.
System to capture costs — Fully-functional, timely cost 30 June 2009
ensure all systems capture costs reporting system in place for
with timely reports Coppabella and Moorvale
Production A major goal is to grow our production in line with our increased port capacity and we
Growth aim to investigate and develop projects in our large project portfolio to meet this goal.
Tenement portfolio — advance Status and quantity of Resources and
projects in tenement portfolio Resources and Reserves Reserves increased by
improved 15% by 30 June 2009
Middlemount — ensure Sale of coal from bulk sample  March 2009
development of Middlemount pit
Mine project
Mining lease granted and 30 September 2009
operations commenced
Carbon and At Macarthur Coal we are conscious of our impact on the environment and strive to adopt

and improve measures to ensure our activities have the least possible environmental

Carbon Action Plan — ensure all
milestones in action plan are
met

All milestones met on time
and within budget forecast

30 June 2009

Environmental Management —
manage our environmental
obligations

Major environmental non-
conformance

Nil

file:///E|/Wc86b5a7e82619.htm[18/02/2011 4:36:24 PM]



Macarthur Coal Annual Report 2008 | Chairman's Report

MACARTHUR COAL LIMITED ANMUAL REPORT 2008
STRENGTHENING PRODUCTION : SECURING GROWTH MACARTHUR

COMMUMICATION CBJECTIVE
HKGHLIGHTS & ACHIEWEMENTS
(HALLENGES

FIMAMCAL RESULTE

OUR ANANCIAL CONTRIBUTION TO
THE ECONCMIES OF THE REGION,
STATE & COUNTRY

QUR TOP 5 PRICRITIES FOR 2008
OUR PROFILE

QUR TOR 5 PRICRITIES FOR 2009

CEQ'S REPORT
OUR OPERATHOMNAL PERFORMAMNCE
CORPORATE SOCIAL RESPOMSIBILITY

LEADERSHIP & MAMAGEMENT e Lagyg Chairman

MRECTORS' REPORT

FIMAMCAL PERFORMANCE

Shareholders

2008 has been another year of change, challenge and growth for Macarthur Coal.

The company faced some major challenges throughout 2008. In March 2008, rumours began to circulate
in the market and the media that Macarthur Coal was being investigated by a third party with the
possibility of a takeover bid being made for the company. Although the Board was able to confirm that
talks were progressing, the third party withdrew when ArcelorMittal, the world’s largest steelmaker and
longtime customer of Macarthur Coal, purchased a 14.9% stake in the company from Talbot Group
Holdings Pty Ltd (TGH) and Tinkler Investments Pty Ltd.

The focus then shifted to whether ArcelorMittal would make a bid for the company. During this time, the
Board was committed to ensuring that all shareholders were treated equally. Ultimately, no offer was
forthcoming for the company. ArcelorMittal increased its shareholding to 19.9% and Korean steelmaker,
POSCO, became a 10% shareholder, both by purchasing further shares from TGH.

With those potential takeover activities now behind us we can continue to focus on our core business of
mining coal and building wealth for our shareholders.

Ongoing in the Goonyella coal chain continued to limit Macarthur Coal’s sales.
Although the first stage of the upgrade to Dalrymple Bay Coal Terminal (DBCT) was completed in March
2008, the terminal’s overall performance was still well below optimum capacity.

Macarthur Coal alleviated these infrastructure constraints, to a degree, by shipping almost one million
tonnes through the Abbot Point Coal Terminal but we look forward to improved sales performance
through completion of upgrades to DBCT and the Goonyella corridor.

In its June 2008 budget, the State Government announced that coal companies would pay increased
royalties in the future. In view of the lack of performance in the provision of infrastructure, which
ultimately is the responsibility of the State Government, this opportunistic grab for additional revenue,
with no consultation, is greatly resented by the entire coal industry.

Macarthur Coal recorded a , which is 9.3% higher than the NPAT in the 2007
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financial year. Given the challenges we faced from infrastructure bottlenecks and the extreme rain events,
the NPAT of $72.7 million is a solid result with substantially increased coal prices expected to boost
profits further next year.

Our share price continued to outperform the S&P/ASX 200 index by an impressive 149.2% over the
financial year, making it the sixth best performing Australian company.

Two of our founding Board members, Ken Talbot and Don Nissen, resigned during the potential takeover
activity in June 2008. | would like to thank both Don and Ken for their many years of dedicated service
to the company which has been instrumental in helping to make the company the enormous success it is
today.

However, with these resignations comes the opportunity for us to strengthen the Board and increase its
independence, and this will be our focus in the early part of the 2009 financial year.

As mentioned, two of our long-term customers, ArcelorMittal and POSCO acquired major shareholdings in
Macarthur Coal. With CITIC, which owns 20.39%, we now have three cornerstone shareholders in the
company. This is a strong signal of support from our steel customers for Macarthur Coal as an
independent coal company.

In summary, 2008 has not been the smoothest ride for us at Macarthur Coal but I am proud of the way
that we have buckled down as a team and ensured that business has continued as usual. | would
particularly like to thank our CEO and MD, Nicole Hollows, for her leadership and hard work throughout
the year, and all Macarthur Coal employees, for their sustained dedication to the company.

With the increased production capacity coming online in the next couple of years through the
Middlemount Mine project and other prospective projects, our increased port allocation, and the rising
coal price, the future for Macarthur Coal looks very bright.
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Macarthur Coal S&P/ASX 200 S&P/ASX 200 Resources

This graph shows Macarthur Coal’s shareholder return as compared to the S&P/ASX 200 Accumulation
Index. From listing in July 2001, it can be seen that, until the middle of the 2004 financial year, the
company performed largely in line with the broader industry as coal prices remained low and the
company consolidated its position in the market.

In the 2005 financial year, the company enjoyed significantly better performance compared to the index
due to higher coal prices and high sales.

The sharp rise towards the end of the current financial year can be attributed to the high coal price
following the flooding in Queensland’s Bowen Basin and increased corporate activity around Macarthur
Coal’s shares.

However, overall, the graph shows that Macarthur Coal has consistently outperformed the S&P/ASX 200
Accumulation Index and represents a company that provides good returns to shareholders.
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Shareholders

In 2008, Macarthur Coal’s , up 9.3% on last financial year, our second highest
since listing. This is a positive result given the challenges we faced during the year. As | reflect on the
past 12 months, | can definitely say it has been a year of two distinct halves.

The first half of the year saw substantial during the construction phase at DBCT
which limited our production and coal sales. The infrastructure constraints reduced our ability to ship coal
which led to full stockpiles and forced us to reduce our installed production capacity with our contractors
removing equipment at both Coppabella and Moorvale mines.

The second half saw at our Coppabella and Moorvale mines and the Middlemount Mine
project due to the rainfall from December 2007 to February 2008. As a result of these floods, which
impacted most of central Queensland, in January 2008 we declared force majeure on our coal sales
contracts. Significant efforts were made to install pumps and revise mine planning. The effort has paid off
as most of the water has now been pumped out of the pits at Coppabella and normal mining activity
recommenced at Moorvale in May 2008. We were able to lift force majeure on 20 August 2008. However,
we are still feeling the effects of the floods and we are unlikely to achieve full production at Coppabella
until January 2009.

Despite these challenges we have been able to achieve a solid profit and implement our growth strategy

through:
the acquisition of the , adding to our strong project portfolio
continued and focussed progression to develop our in the highly prospective

Bowen Basin, and

our growth in port allocation over the next five years.

We want our people to be safe at work and we have worked hard this year to instil in our employees the
highest regard for personal and workplace safety. We have adopted a to safety and
safety training that involves all levels of our company to ensure that safety becomes an intrinsic part of
everyone’s job.
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Moorvale Mine continued its exemplary safety record with another LTI free year and Sedgman Ltd, which
operates the CHPP (at both Moorvale and Coppabella Mines), achieved the remarkable milestone of seven
years LTI free at Coppabella. This is an excellent achievement and they are to be congratulated.
Operations at Coppabella achieved 100 days LTI free in July and a 31% reduction in the LTIFR on a rolling
12 month basis to 30 June 2008.

The transition to owner operator at progressed in May 2008 when we took over operation of
the Marion 8200 dragline and we now undertake all mining operations at the mine. As part of the
successful transition, we announced in December that Macarthur Coal and Downer EDI Mining had agreed
to a settlement of a long-standing contractual dispute. The specific details of the settlement remain
confidential.

With the learnings of the transition to owner operator at the forefront, we have made the decision to
transition to owner operator at our . We have ordered mining equipment worth in excess of
$110 million which will be commissioned progressively over the next 12 to 18 months. Leighton
Contractors will continue to undertake mining operations at Moorvale until we take over operations and
will then commence the box-cut at our Olive Downs North project.

Our focus in 2009 will be on developing our company culture and ensuring that we have the right
systems and processes in place to achieve our objective of operational excellence at both Coppabella and
Moorvale mines.

There is no doubt that mining costs are under pressure with significant increases in the costs of tyres,
fuel, explosives and labour experienced throughout the industry during the year. We will continue to
focus on cost management during the year and we have improved the efficiency of shared services
between Coppabella and Moorvale mines.

This graph shows the steady increase in Macarthur Coal’s total FOB costs (excluding purchased coal) over
the past four years due to industry-wide costs, demurrage, and increased royalties as well as minesite
costs such as water charges, fuel, tyres, labour and explosives.

In January 2008 we completed the acquisition of Custom Mining Limited and an interest in the
Middlemount Mine project (currently we own 74.66% of the Middlemount Mine project). This was an
important acquisition and complements our existing tenement portfolio. Mining of overburden from the
bulk sample pit at Middlemount commenced in December 2007 and coal mining of the bulk sample is
expected in October 2008 to enable trial shipments to customers. We expect that mining operations of up
to 1.8Mtpa ROM coal will commence in late 2009. We have also progressed our Olive Downs North Open-
cut project and, subject to the grant of the mining leases, we expect mining operations to commence in
late 2009. These projects will provide the flexibility to produce coking coal and help diversify our product
base.

To fill our at both DBCT and Abbot Point, the company also has an extensive
project portfolio with several options for moving forward.

In addition, in April 2008, Macarthur Coal signed a memorandum of understanding with Hyundai Steel,
Korea’s second largest steel producer, and a sales contract with Dragon Steel Corporation for the supply
of LV PCI coal in the future. We welcome Hyundai Steel and Dragon Steel as new customers and look
forward to mutually beneficial relationships over the coming years.
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Macarthur Coal has always tried to operate in a manner which has the least impact on our environment.

In 2007 we created a to monitor and advise on issues regarding climate change and
other environmental issues. In June 2008 the Carbon Committee released the company’s Climate Change
Policy (see page 54). Going forward, the role of the Carbon Committee is to ensure that adequate
resources and systems are available to meet regulatory requirements and to manage the impact of
carbon trading on our business.

Given the weather events, rehabilitation activities at both mines have been deferred and will be
undertaken in the 2009 financial year.

In closing, | would like to thank our Chairman, Keith De Lacy and the members of the Board for their
commitment, dedication and expertise in assisting me to guide the company through this eventful year. |
would also like to thank Macarthur Coal’s employees for their hard work during what has been a difficult
and challenging year, but also a year of accomplishment and achievement. This would not have happened
without our dedicated and committed people.

I look forward to the future where we will concentrate on making Coppabella an excellent operating asset,
take over the operation of Moorvale and develop our portfolio of tenements. We will strive to do this
safely, conscious of our environmental footprint and responsibilities, and while ensuring our people are
happy and productive at work.

oMoy 40ellousd

Nicole Hollows
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OVERVIEW
DEMAND FOR COAL CONTINUES TO GROW

A strong year of growth in world steel production has seen solid growth in demand for metallurgical coal
including both coking and LV PCI coal. The demand for steel is expected to continue to grow strongly
(see here for more information).

INCREASED SALES REVENUE

= Sales revenue for the 2008 financial year was $400.2 million up by 10.3% compared to the 2007
financial year

= Increased revenue was due largely to higher coal prices in the last quarter of the 2008 financial year
and to the net gain on sale of a 19.61% interest in Monto Coal 2 Pty Ltd.

MAJOR PROJECTS

Progression of transition to owner operator status at Coppabella Mine with all mining operations
undertaken by Macarthur Coal from May 2008 and employment of over 90 new Macarthur Coal
employees. Focus will now be on culture development and ensuring efficiency of systems and processes

Acquisition of Custom Mining Limited in January 2008. Custom Mining’s interests include a 74.66%
share in the Middlemount Mine project and farm-in rights for up to 70% of the Dingo West prospect

Progression of the Olive Downs North Open-cut Project

Sell-down of 10% of Macarthur Coal’s 51% interest in the Monto Project (via sale of shares in Monto
Coal 2 Pty Ltd) to Noble Group Ltd for consideration of $48.5 million in April 2008

Commissioning of P&H 4100 electric rope shovel and associated truck fleet at Coppabella Mine in
January 2008

Ordering mining equipment valued at over $110 million for Moorvale Mine. The equipment will allow the
company to move towards owner operator status in the next 12 to 18 months

Signing of agreement with RAS (Moorvale Station) Pty Ltd to build an accommodation village for our
people near Moorvale Mine and commencement of construction
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= Granting of mining lease over the Pit F area at Moorvale Mine in November 2007 providing more dump
room and an extension to the mining area for the future.

EXPLORATION ACTIVITIES

= Exploration activities during the year were negatively impacted by long periods of wet weather from
December 2007 through to February 2008

= Exploration activities were primarily directed at advancing the Codrilla, Vermont East and Dingo West
projects. The Coppabella and Moorvale underground projects were also progressed

= Exploration expenditure for the 2008 financial year was $8.5 million

= For more information on our exploration activities see here.

Sales

Macarthur Coal’s Share 2008 2007 Variance
000 tonnes 000 tonnes %

Coppabella Mine (excluding sale of purchased coal) 2,064.3 2,748.0 (24.9)

Moorvale Mine (excluding sale of purchased coal) 1,613.9 1,046.6 54.2

Total 3,678.2 3,794.6 (3.1)

Production

Macarthur Coal’s Share Variance

%

Overburden removed

Coppabella Mine bcms 27,409.0 34,422.7 (20.4)
Moorvale Mine bcms 13,425.1 11,173.0 20.2
Total bcms 40,834.1 45,595.7 (10.4)

Run of mine coal production

Coppabella Mine tonnes 2,169.3 3,714.8 (41.6)
Moorvale Mine tonnes 1,937.8 1,684.0 15.1
Total tonnes 4,107.1 5,398.8 (23.9)

Saleable coal production

Coppabella Mine tonnes 1,988.5 2,559.4 (22.3)

Moorvale Mine tonnes 1,542.8 1,075.5 43.5

Total tonnes 3,531.3 3,634.9 (2.8)
PREVIOUS NEXT
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Growth in World Crude Steel Production Increases Demand for Coal

The demand for metallurgical coal remained strong through 2008 and the steel market remained buoyant.
According to the International Iron and Steel Institute (ISSB) world crude steel output increased 7.5% in
the 2007 calendar year. This was the fifth consecutive year that world crude steel production grew by
more than 7%. There has been a slight slow down during 2008 but the steel market remains strong
(ISSB, http://www.worldsteel.org) and growth rates remain above historical averages.

FORECAST STEEL DEMAND +

2007 2012 FORECAST

m China W Europe
m India m E Eurcpe/FsU
Other Asia m Nth America

Japan

Other

Source: Macquarie Research. This graph illustrates forecast world steel demand over the next five years.
As can be seen, demand is predicted to increase by 500Mt with significant growth in Asia, one of
Macarthur Coal’s primary target markets for its planned increased production.

In the second half of the 2008 financial year, the strong demand growth for coal, coupled with ongoing
infrastructure limitations as well as near-term shortages due to flooding in Queensland, led to an

increasingly tight market for almost all metallurgical coal types. LV PCI coals enjoyed strong demand as
steel producers endeavoured to increase PCI injection rates in response to massive increases in seaborne
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coke prices due to severe shortages in supply of coking coal and coke.

Major sales activities

Sales of 3.9Mt (including purchased coal) were achieved during the 2008 financial year. This was lower
than last year due to ongoing infrastructure constraints in the Goonyella corridor and flooding of the
mines early in 2008, particularly at Coppabella Mine.

Marketing achievements during the year were as follows:

= Strong and diverse international customer base maintained which includes most of the world’s top steel
producers

= Contract executed for supply to Dragon Steel Corporation, a company constructing a new integrated
steel plant in Taiwan

= A memorandum of understanding signed with Hyundai Steel, a company constructing a new integrated
steel plant in the Republic of Korea

= Further progress in developing markets in India achieved
= Infrastructure capacity enhanced by continuing to ship coal through Abbot Point Coal Terminal

= Increased thermal coal sales from stockpiles to cover production shortfalls at Coppabella Mine due to
flooding in early 2008.

MARKET SPREAD FOR 2008 +

m Europe Taiwan

m Brazil m India
1 Japan m Other

Korea

Macarthur Coal’'s market spread for the 2008 financial year shows a diversified market mix which focuses
on developing the growing markets of Asia, Brazil and India.

PREVIOUS NEXT
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Macarthur Coal’s sales for 2008 were substantially impacted by continuing port and rail constraints in the
Goonyella coal chain.

In the second half of the 2007 calendar year, construction of expansion works at DBCT severely impacted
coal chain capacity. This resulted in extensive vessel queues and loading delays. Efforts by the port
operator to reduce the length of the vessel queue resulted in substantial cutbacks to users’ port
entitlements over the 2008 financial year. Shipments in August 2007, for example, were the lowest on a
monthly basis for three years. As a direct result of the vessel queues, Macarthur Coal’s demurrage costs
averaged approximately A$4 per tonne throughout the year.

Despite the first phase of the DBCT expansion to 68Mtpabeing completed in March 2008, the overall
performance of the Goonyella coal chain has been considerably less than forecast. The first phase of the
expansion has raised Macarthur Coal’s current contract allocation to 5.13Mtpa. Following the completion
of Phases 2 and 3 of the expansion, the company’s total allocation is 8.8Mtpa on a 100% basis, with
allocation increasing progressively over a number of years (see graph below). Macarthur Coal’'s
attributable sales are lower than port allocation given its equity share of projects being developed.

MACARTHUR COAL'S SALES AND ATTRIBUTABLE PORT ALLOCATION +

This chart shows the impact of the infrastructure constraints on Macarthur Coal’s sales. However, once
the upgrades to DBCT and Abbot Point are final and the Northern Missing Link completed, Macarthur
Coal will have significant additional port capacity to match its planned growth in production.

Rail delivery to DBCT in 2008 was also considerably less than forecast contracted capacity which also
reduced Macarthur Coal’s sales. While new rolling stock has been ordered to meet the increased
contracted capacity at DBCT, it is extremely difficult to determine Macarthur Coal’s likely final port
entitlement for the 2009 financial year. The Independent Expert’s latest estimate for total tonnage at
DBCT is 59.4Mtpa for the 2009 financial year which is significantly less than the contracted capacity of
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68.0Mtpa.

m Contract m Actual - Qutloaded

m QMS Forecast

As can be seen from this graph, the actual performance of capacity throughput (green line) was lower
than the Queue Management System (QMS) forecast for much of the 2008 financial year and is now in
line with forecasts.

During the first half of the financial year the infrastructure constraints severely reduced our ability to ship
coal and as a result, stockpiles at both mines became full. This forced the company to reduce production
by temporarily removing two excavators and associated truck fleets from Coppabella Mine operations and
one excavator and truck fleet from Moorvale.

The from December 2007 to February 2008 further impacted production but the
company was able to maintain reasonable supply to customers through the large product coal stockpiles
accumulated in the first half of the financial year.

Macarthur Coal continued to make shipments from the Abbot Point Coal Terminal from 1 July 2007 with
more than one million tonnes being shipped through Abbot Point by 30 June 2008.

In order to reduce congestion in the Goonyella coal chain in the long term, Macarthur Coal is working
closely with other coal producers and Queensland Rail (QR) to fast-track development of the Northern
Missing Link rail project (a rail link which will connect the Goonyella rail system with the Newlands rail
system) to enable coal produced in the Goonyella coal system to be exported via an expanded Abbot
Point Coal Terminal.

It is expected that the development of the Northern Missing Link and Abbot Point Terminal expansion,
beyond the current 25Mtpa expansion of the Abbot Point Terminal that is underway, will be staged over
several years in increments of 25Mtpa:

Stage 1 estimated to be completed by early 2011 (50Mtpa)
Stage 2 to be completed by late 2012 (75Mtpa)
Stage 3 by late 2014.

On 29 February 2008, Macarthur Coal executed a 3Mtpa take or pay contract with the Ports Corporation
of Queensland for future export through Abbot Point Coal Terminal. This ten-year export allocation is due
to commence in 2011 at a rate of 1.5Mtpa and ramp up progressively to 3Mtpa as the port and rail
expansion is completed.

Macarthur Coal has lodged an expression of interest for port capacity at the proposed Wiggins Island Port
Terminal at Gladstone and is working closely with other potential coal producers, Gladstone Port
Corporation and QR through the feasibility stage of the project.

It is expected that the development will be staged over several years in increments of 25Mtpa:
Stage 1 estimated to be completed by mid 2012 if construction commences by early 2009
Stage 2 to be completed by mid 2015 (50Mtpa)

Stage 3 by mid 2020 (75Mtpa).

file:///E|/Wc40b4a933a62b.htm[18/02/2011 4:35:55 PM]


file:///E|/userfiles/image/dbctqms.gif

Macarthur Coal Annual Report 2008 | The Infrastructure Challenge

Port capacity at Wiggins Island will support development of Macarthur Coal’s southern prospects and
projects including Monto, Capricorn, and West Rolleston.

Despite much of Queensland remaining in drought conditions, in Central Queensland
from December 2007 to February 2008. This included two separate one in a hundred year flood events in
two months at the Coppabella and Moorvale mine sites. These events filled on-site storage to record
levels providing more than 2,500MI of on-site storage.

The $292 million Burdekin Pipeline was officially opened in August 2007 by the Hon Anna Bligh, the then
Deputy Premier and Minister for Infrastructure. The 270km pipeline carries water to Moranbah from the
Burdekin Falls Dam (Queensland’s largest and most reliable water storage) and then to Macarthur Coal
operations through the Eastern Spur Pipeline. The Burdekin Pipeline provides long-term water security
and capacity for Macarthur Coal and other Bowen Basin coal producers for both existing and future
operations.

All water used in coal production is recycled however a percentage is lost through evaporation.
Throughout the year, the company implemented a number of other projects to reduce our risk of
inadequate water supply, maximise water supply storage and minimise evaporation and usage onsite

including:
the construction of three water cells at to hold approximately 40MI of water
the deepening of the raw water storage dam to reduce the effect of evaporation

an audit and review of water consumption patterns and levels
the construction of a new storage dam holding up to 500MI at Moorvale.
All projects were completed by December 2007.

These initiatives, combined with the arrival of the Burdekin supply, provide security of water supply for
ongoing operations at Coppabella and Moorvale and for future development of new projects.

In late 2007 an increased electricity supply from the Kemmis Creek substation to Coppabella Mine was
established by Ergon. The new capacity provides additional supply to enable the operation of the P&H
4100 electric rope shovel which commenced operation in January 2008.
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% Ownership 73.3%

Tenements ML 70161, ML 70163, ML 70164, ML 70236 and ML 70237

Location 140km south-west of Mackay near the townships of Nebo and Moranbah

Coal type 9% ash LV PCI coal

Manager Macarthur Coal (C&M Management) Pty Ltd on behalf of the Coppabella &
Moorvale Joint Venture

Mining operations Mining operations are carried out by Macarthur Coal (C&M Management) Pty
g;jal handling and preparation is carried out by Sedgman Coppabella Joint
Venture

Mining and coal preparation activities are carried out 24 hours per day, seven
days per week
Blasting activities are carried out by Orica Limited

2008 attributable 2.90Mt
production target

2008 attributable actual 2.17Mt

production Production constrained by infrastructure bottlenecks and severe weather
events
2009 attributable 3.00Mt

production target

History The first mining lease was granted on 1 June 1998
Development from a greenfields prospect to a coal producing mine was
completed within a 14 month timeframe
Overburden removal commenced in July 1998
First coal was mined in October 1998
Reached a cumulative total of 40Mt of run of mine (ROM) coal mined in April
2007

Coal is mined in the Johnson, South and East pits and blended to optimise coal quality and coal
processing yield from a seam approximately 10 metres thick.

For the past year, attributable ROM production was 2.17Mt. This was 41.6% below the production results
achieved in the previous year due to ongoing infrastructure constraints in the Goonyella coal chain which
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forced a reduction in production during the first half of the financial year and severe rain events in which
a total of 1,200mm of rain fell at Coppabella between early December 2007 and February 2008. This is
four times more than the annual average rainfall for the mine. As a result of the rain, all onsite dams
filled and a significant amount of water collected in the open-cut. The water in the pits was pumped out
over several months and the mine returned to production, sufficient to fulfil our contract position in
August 2008, although coal mining at the Johnson Pit strip recommenced in April 2008. No mining
equipment owned by Macarthur Coal was damaged during the rainfall event however some of the haul
and access roads required rehabilitation work. Macarthur Coal (C&M Management) Pty Ltd declared force
majeure under the terms of its coal sales contracts on 25 January 2008 and this was not lifted until 20
August 2008.

COPPABELLA RAINFALL = 12 MONTHS +

—

W Moaithly rarl sl sl —_

Monihly ranfall average

Figures for this graph were compiled by Macarthur Coal staff from data collected at the Mt Flora
Weather Station, 12 kilometres from Coppabella Mine

In August 2007, Macarthur Coal agreed on a transition plan to owner operator with Downer EDI Mining.
This, combined with infrastructure constraints restricting production, resulted in the early removal of two
EX 5500 excavators and supporting trucks due to production surplus and rail infrastructure constraints.

In December 2007 Macarthur Coal (C&M) Management Pty Ltd and Downer EDI Mining announced that
they had reached agreement to settle their long-standing dispute at Coppabella Mine. The specific terms
of the settlement remain confidential.

The new P&H 4100 electric rope shovel and Caterpillar 793 truck fleet were effectively rolled out on 19
December 2007 and the shovel was fully operational by the end of January 2008. The shovel achieved its
one million bcm milestone in February 2008. Recruitment drives were held to select employees for the
shovel and the dragline and we were successful in securing the new teams. Macarthur Coal took over the
operation and ownership of the Marion 8200 dragline in May 2008 resulting in all mining operations at
Coppabella now being carried out by the company.

In March 2008, Coppabella Mine was issued with two warning notices from the Environmental Protection
Authority (EPA). The first was for releasing water from a sediment dam (which was not in compliance
with the Environmental Authority (EA)). The second was for a contravention for failure to undertake
water sampling in accordance with EA conditions. Consequently, Macarthur Coal was issued with one
$1,500 fine. The water management plan has been reviewed and water management is a key focus going
forward.

OVERBURDEN REMOVAL COPPABELLA +
100% PROJECT BASIS

{millions}

The consistent strip ratio at Coppabella Mine leads to relatively small fluctuation in overburden
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removal rates. However, infrastructure constraints since the 2006 financial year have caused the rate
to decline in line with production.

ROM COAL PRODUCTION COPPABELLA
100% PROJECT BASIS

&

w
&

tonnes (millions)

20 4

FY2002  FY2003 FY2004 FY2005 FYZ006 FY2007  FY2008

This chart shows similar effects in ROM coal production as in overburden removal. From the 2006

the 2008 financial year, was further impacted by the severe rain events.

COPPABELLA MINE +

H - Railway WS 200809 201011 Mined out area
— —— Road [ 200910 Out of pit spoil area

financial year, ROM coal production has been negatively impacted by infrastructure constraints and, in
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Moorvale

% Ownership 73.3%

Tenements ML 70290, ML 70291 and ML 70319

Location 156km south-west of Mackay near the townships of Nebo and Moranbah
Coal types 9% ash LV PCI coal

13% to 17% ash thermal coal
8.0% ash coking coal

Manager Macarthur Coal (C&M Management) Pty Ltd on behalf of the Coppabella &
Moorvale Joint Venture

Mining operations Mining operations are carried out by Leighton Contractors Pty Ltd
Coal handling, preparation and train loading are carried out by Sedgman Ltd
Mining and coal preparation activities are carried out 24 hours per day, seven
days per week
Blasting activities are carried out by Orica Limited

2008 attributable 1.60Mt

production target

2008 attributable 1.94Mt

actual production Production slightly constrained by infrastructure bottlenecks and severe

weather events

2009 attributable 1.95Mt
production target

History The mining lease was granted on 5 December 2002
Development from a greenfields prospect to a coal producing mine was
completed within a twelve month timeframe
Overburden removal commenced in December 2002
First coal was mined in March 2003
Reached a cumulative total of 10Mt of ROM coal mined in April 2007

The mine has a coal seam with an average thickness of approximately nine metres. Mining occurs in
three pits over a length of approximately three kilometres. A fourth pit, Pit F will commence mining in
late 2008. The mining lease over the Pit F area was granted on 1 November 2007. The lease provides
more dump room and an extension to the mining area for the future.

Attributable ROM production was 1.94Mt which was 15.1% more than the previous year. In the first half
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of the financial year, infrastructure constraints impacted production due to full onsite stockpiles. One
excavator and associated truck fleet were removed from the mine temporarily.

The severe rainfall event also affected Moorvale Mine but a smaller catchment area and different mining
methods meant that not as much water collected in the pits as occurred at Coppabella Mine. Production
was delayed when water entered the open-cut. Some onsite dam walls were breached but have since
been repaired and the onsite water storages filled again. Production was negatively impacted but to a
lesser extent than at Coppabella and mining activities returned to normal in May 2008.

Water storage capacity onsite was improved with the construction of a further 500MI storage cell and
three water cells holding approximately 40MI which were filled during the rainfall event.

There was a minor geotechnical failure in the advancing highwall which slowed coal mining in one pit
during the year. The mine plan was slightly altered to provide greater highwall stability.

An upgrade of the CHPP was completed early and within budget on 1 October 2007. The plant can now
process at the ROM rate of 600 tonnes per hour which is a 33% increase on its previous throughput
capacity of 450 tonnes per hour. The upgrade will enable the mine to increase production in line with the
port allocation increase. In March 2008, the CHPP achieved the expanded capacity rate on an annualised
basis.

Over $110 million worth of equipment has been purchased for Moorvale Mine. It is planned to transition
to owner operator at Moorvale by December 2009 with all mining operations being undertaken by the
Manager. Sedgman Ltd will continue to operate the CHPP. As the transition to owner operator proceeds,
the current Leighton Contractors workforce will move to commence the initial box-cut at the new Olive

Downs North Project.

OVERBURDEN REMOVAL MOORVALE =+
100% PROJECT BASIS

2

This chart shows the steadily increasing rate of overburden removal at Moorvale Mine which is consistent
with the increase in the strip ratio at the mine and the increase in ROM coaling in the 2008 financial year.
The strip ratio has increased from 3:1 to 5.5:1 from the 2006 financial year to the 2008 financial year.

ROM COAL PRODUCTION MOORVALE +
100% PROJECT BASIS

ROM coal production at Moorvale reached a peak in the 2005 financial year before infrastructure
constraints began to impact production and shipping. The severe rain event from December 2007 to
February 2008 also impacted production in the 2008 financial year.
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% Ownership 74.66%

Tenements MDL282, MLA70379, EPC1225 Application

Location Six kilometres south-west of the township of Middlemount in central Queensland

Coal type PCI coal and semi-hard coking coal

Manager The Middlemount Mine project is being developed by Middlemount Coal Pty Ltd, an
incorporated joint venture between Macarthur Coal and Paway Ltd (part of Noble
Group Ltd)

Mining Mining operations are carried out by Leighton Contractors Pty Ltd

operations A CHPP will be constructed by Sedgman Ltd following the granting of the mining
lease
Mining and coal preparation activities will be carried out 24 hours per day, seven
days per week by contractors

2009 Sale of trial cargoes only from the bulk sample pit

attributable

production

target

History Macarthur Coal completed the acquisition of Custom Mining Limited (including a

74.66% interest in the Middlemount Mine project) in January 2008

Bulk sample pit overburden removal commenced in December 2007 with first coal
uncovered in May 2008

Coal mining in the bulk sample pit is expected to commence in October 2008 with
coal transported to a nearby third party CHPP

On 15 January 2008, Macarthur Coal completed the acquisition of Custom Mining Limited. Custom Mining
Limited’s principal asset is its shareholding in the Middlemount Mine project, approximately six kilometres
south-west of the township of Middlemount.

The Middlemount Mine project comprises Mineral Development Licence (MDL) 282 which is a 1,800
hectare tenement over the Rangal Coal Measures. The deposit contains 100.1Mt of JORC Resources of
which 30.6Mt are at Measured Status. See here for our

Since acquisition of the project, Macarthur Coal has worked closely with Noble Group Ltd to seek to
expedite development of the project. Under the provisions of the MDL, a bulk sample is being mined to
enable a detailed assessment of coal quality and mining conditions. The bulk sample pit development was
started by Leighton Contractors in early December 2007. The bulk sample pit is expected to yield
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approximately 360,000 tonnes of Pisces seam ROM coal.

in January and February 2008 hampered operations while water was pumped out of the
pit. Operations were reduced from two to a single excavator fleet as a result of equipment damage
caused by the rainfall event.

A Mining Lease Application (MLA) has been lodged over the deposit to enable the commencement of
ongoing mining after completion of the bulk sample. Progress of the MLA has been delayed due to
additional water management and flood studies that have been required due to the flooding in January
2008. Macarthur Coal is working closely with the EPA to complete these studies. It is anticipated that,
subject to grant of the lease, ongoing mining of the deposit at a rate of up to 1.8Mtpa ROM coal will
commence late in the 2009 calendar year. Following the granting of the lease, Sedgman Ltd will
commence construction of a CHPP which is expected to take 9 to 12 months from commencement to
commissioning. Until the CHPP is commissioned, ROM coal from the bulk sample pit will be trucked to a
nearby third party CHPP for washing and shipment of trial cargos to customers via DBCT.

MIDDLEMOUNT
STAGE 1 BLOCK
LAYOUT

----- Railway 2008/09 2010/11 Mined out area
Road 2009110 Qut of pit spoil area
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% Ownership 73.3% (balance held by other Coppabella & Moorvale Joint Venture participants)

Tenements EPC 649 (north of the Isaac River), MLAs 70354 and 70355

Location 15km south of Moorvale Mine

Coal types Coking coal and LV PCI coal

Manager Macarthur Coal (C&M Management) Pty Ltd on behalf of the Coppabella & Moorvale
Joint Venture

Mining Once the ML is granted mining activities will be carried out by Leighton Contractors

operations The coal will be prepared at the Moorvale CHPP operated by Sedgman Ltd

Mining Following granting of the ML it is anticipated that mining will begin in late 2009

commencement

date

History Exploration activities continued to further refine the current open cut resource

Cultural Heritage clearances and environmental authorisations continued prior to a
large diameter drilling program for coal quality and washability data collection and
analysis

Mining Lease Application processes are nearing completion with approval expected to
be granted in early 2009

Mine planning is focusing on the integration of production with Moorvale operations to
optimise potential coal blending opportunities

Approvals for the mine are progressing with the Land and Resources Tribunal recommending in July 2007
that the Minister for Mines and Energy grant the two mining leases required for the development to
proceed.

Commencement of mining at Olive Downs North is to be coordinated with the expansion of the existing
Moorvale operation. It is planned that as the transition is made to owner operator at the existing
Moorvale operation, the current Leighton Contractors workforce will commence work on the initial box-cut
at Olive Downs North.

The project will be operated as a satellite pit to Moorvale Mine at up to 1Mtpa ROM coal. The ROM coal
will be prepared at the Moorvale CHPP and railed to DBCT for shipping.

Infill drilling has also outlined approximately five kilometres of additional strike length immediately north
of the areas of the MLAs. Slimcore drilling and testing is underway to enable an upgraded JORC Resource
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estimate for the project.

Both PCI and coking coal fractions can be produced from Olive Downs coal and this project will give the
company the flexibility to produce coking coal and help to diversify its product base.
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Macarthur Coal’s exploration tenements (excepting the EPC 1225 Application at Middlemount) are held
within unincorporated joint ventures, a structure which has allowed the company to gain significant
strategic benefits by involving other parties in its projects. The Middlemount Mine project is an
incorporated joint venture.

Thirteen potential projects are under investigation. Two of these involve the conceptual assessment of the
potential for development of underground mines at Coppabella and Moorvale and another is concerned
with the development of the Middlemount Mine project. The Olive Downs North and Codrilla resource
areas (see below) are at an advanced development stage with the remaining eight areas at various levels
of prospectivity and development.

Throughout the year we experienced significant delays in accessing drilling rigs and laboratory data due
to the current skill shortages in the resources industry. Severe wet weather also hampered exploration
activities throughout the year.

Exploration expenditure for the 2008 financial year was $8.5 million.

Open-cut mine developments

Codrilla

The Codrilla project is undergoing intense scrutiny for accelerated development and a concept mine study
of the Codrilla deposit has been completed. This study reflects the potential for a mine producing up to
4.0Mtpa ROM coal and 3.2Mtpa product coal consisting of 80% LV PCI coal and 20% thermal coal. It is
anticipated that there would be a stand-alone CHPP with the product hauled to Moorvale for train loading.

Infill drilling between Moorvale Mine and the Codrilla deposit has highlighted areas capable of providing
additional Resources for the Codrilla project area. Work is being undertaken to increase this project’s
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development status with baseline environmental and economic feasibility studies to complete prior to the
lodgement of a Mining Lease Application.

Further advancement of the Moorvale underground project was confirmed by the results of a second 3D
seismic program. A prefeasibility study is well advanced with the results likely during the 2009 financial
year. It is anticipated that a mining reserve will be determined for the area and that the current studies
will advance to a full feasibility study over the next two years.

A preliminary 2D seismic program and stage one of an extensive coal quality drilling program were
completed over the Coppabella underground project area. A 3D seismic study was planned however the
wet weather has delayed the work. The 3D seismic study, along with further drilling, has been scheduled
for the 2009 financial year. Following completion of the work, a conceptual mining study will commence.

The bulk of the Moorvale West Resources were upgraded to Measured status following the completion of
laboratory analyses. Resource confidence has been significantly enhanced by drilling, testing, geotechnical
investigation and seismic data acquisition.

An extensive exploration drilling program interrupted by wet weather in the second and third quarters has
been directed at extending the open-cut Resource potential of PCI coal within the Vermont East/Wilunga
prospect. The western parts of Vermont East yield a coking coal fraction. This prospect provides potential
for development of a significant area of Resource that runs approximately 45km in length from Olive
Downs south to the Carfax area east of Dysart. Inferred Resources at Vermont East/Wilunga have been
upgraded from 38Mt to 164.6Mt over the course of the past year (see table of Resources and Reserves on
page 38).

Exploration in the West Burton area continued with scout drilling aimed at potential shallow open-cut
resources in the northwest. An additional tenement (EPC 1115) was granted in March 2008. The
West/North Burton prospects have the potential to contain coking coal.

2D seismic exploration within EPCs 871 and 896 has confirmed the lateral continuity of shallow, flat-lying
coal seams which make up the thermal coal Resource discovered in EPC 786. Follow-up drilling is planned
to confirm the nature of the seams and upgrade the Resource tonnage.

Exploration drilling and 2D seismic within the West Walker project area have confirmed the lateral
continuity of the thick PCl-grade coal seams extending north from the Coppabella mining leases.

Resource definition drilling commenced on the Dingo West area west of Rockhampton. Coal seams
encountered are likely to be of a PCl-grade similar to those in the adjoining Capricorn tenement area.
However, at the time of publication, the exploration program is at an early stage.

During the year a full-time Tenement Manager was employed and detailed procedures developed to
manage the legislative and administrative requirements arising from exploration activities.

Of the current exploration prospects, the following have had their Resources defined to JORC level:

Coppabella underground
Moorvale underground

Moorvale West
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Olive Downs North
Olive Downs South
Codrilla

West Rolleston
Vermont East/Wilunga

Monto

See here for a table specifying

Work continues on defining the resources of the other four prospects which comprise:

Capricorn

West/North Burton

West Walker

Dingo West
Capricorn

% Ownership 85%
Tenements EPC 769

Location North-east of the town of Dingo

Nearest Port

Gladstone Port

Coal Types

It is inferred from the coal type at Yarrabee Mine that the Capricorn prospect
may be a source of semi-anthracite which can be used as a thermal coal and
a PCI coal

Resource status

Unquantified coal occurrences have been outlined by 2D seismic, and over 50
company and non-company open holes over an elongated, structurally
disturbed, segmented target area of 146km2. Coal occurs adjacent to the
Blackwater to Gladstone rail line in the Aries, Castor and Pollux seams at
depths that may prove suitable for both open-cut and/or underground
extraction

Project status

A grassroots prospect

Activity undertaken in
2008

Geological modelling

Additional cultural heritage inspections prior to further drilling of defined
target areas

Codrilla

% Ownership 85%

Tenements EPC 676

Location 35km south-east of Moorvale Mine

Nearest Port

Dalrymple Bay Coal Terminal

Coal Types

LV PCI coal and thermal coal similar to that produced at Coppabella Mine

Resource status

A U shaped deposit in which drill defined JORC Coal Resources to 150 metres
depth comprise:
41.5Mt of Measured Resource

17.9Mt of Indicated Resource

These Coal Resources adjoin another 28km2 of exploration target area to
450m depth — outlined by 78 Macarthur Coal drill sites cored mostly up dip
and 26.5km of seismic coverage by Macarthur Coal in which coal is known to
occur in a 7m thick seam thought to be the Vermont Upper Seam. An
additional 7km2 of open-cut resources have been drill defined alongstrike
from the Codrilla deposit

Project status

A greenfield prospect. Detailed planning is under way. A feasibility study will
be prepared over the next year

Activity undertaken in
2008
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the Codrilla and Moorvale deposits

Moorvale Underground

% Ownership 73.3%

Tenements MLs 70290 and 70291

Location Immediately downdip to west of Moorvale Mine

Nearest Port Dalrymple Bay Coal Terminal

Coal Types LV PCI coal and coking coal

Project status A brownfields prospect

Activity undertaken in = Stage 2 3D seismic investigations over the proposed underground
2008

= Geological modelling, calculation of Resources to JORC Code and issue of
Resource statements

= A prefeasibility study is in progress

Coppabella Underground

% Ownership 73.3%%

Tenements MLs 70164, 70236, 70384, 70385, 70386, 70387 and EPC 531

Location Southwest of Mackay and next to Coppabella Mine

Nearest Port Dalrymple Bay Coal Terminal

Coal Types LV PCI coal

Resource status A significant Resource with underground mining potential exists beyond the

limits of the current open-cut mine at Coppabella. Once a 3D seismic survey,
drilling and analysis work are carried out, a prefeasibility study will examine
the potential for establishing an underground mine

Project status A brownfields prospect
Activity undertaken in = Geological modelling, 2D seismic and exploration drilling
2008

Moorvale West

% Ownership 90%

Tenements EPC 680

Location Eight kilometres west of Moorvale Mine

Nearest Port Dalrymple Bay Coal Terminal

Coal Types LV PCI coal and coking coal

Resource status JORC Coal Resources to a depth of 450m comprise:

= 100.3Mt Measured

= 31.6Mt Indicated

= 14.0Mt Inferred

Of the total of 145.9Mt some 93.6Mt are less than 300m deep. The seams

outcrop next to the Peak Downs rail line affording drift entry and access to
some 3.2Mt of coal at less than 100m depth

Project status A greenfields prospect — awaiting compilation of Moorvale and Coppabella
underground prefeasibility studies before reviewing options for development

Activity undertaken in = Compilation of drilling, testing and geotechnical data
2008
= Geological modelling, calculation of Resources to JORC Code and issue of
Resource statements

= Conceptual mine planning
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Olive Downs South

% Ownership

90%

Tenements

EPC 649 (south of the Isaac River), part of EPCs 676, 721 and 850

Location

25km south of Moorvale Mine

Nearest Port

Dalrymple Bay Coal Terminal

Coal Types

Coking coal, LV PCI coal and high energy thermal coal

Resource status

JORC Coal Resources to a depth of 450m comprise:
25.8Mt of Measured Resource of which 18.5Mt are at less than 100m depth

18.0Mt of Indicated Resource of which 6.1Mt are at less than 100m depth

228.3Mt of Inferred Resource of which 20.9Mt are at less than 100m depth

Prospect status

A grassroots prospect

Activity undertaken in
2008

Olive Downs South geological modelling extended alongstrike to the south
into Vermont East

Extensive cultural heritage inspections, track and site access preparation for
exploration drilling and 2D seismic

West/North Burton

% Ownership

65%

Tenements

EPCs 682, 708, 1115 and 836

Location

50km north-west of Coppabella Mine, west and north of Burton Mine and east
of North Goonyella Mine

Nearest Port

Dalrymple Bay Coal Terminal

Coal Types

It is inferred from the coal types at the nearby Burton Mine and projects that
the West/North Burton prospect may be a source of low to medium volatile
coking coal, PCI coal and thermal coal in the Rangal Coal Measures

Resource status

2D seismic survey identified areas prospective for shallow coal and follow-up
scout drilling is targeted at locating the Leichhardt and Vermont Seams at
underground mineable depths

Project status

A grassroots prospect

Activity undertaken in
2008

Exploration drilling to define potential shallow fault repeated crop zone
evident from 2D seismic

Environmental Authority (EA) amendments to enable access within
Endangered Regional Ecosystem (ERE) buffer zones on EPC 836

Cultural Heritage inspections

Vermont East/Wilunga

% Ownership

85%

Tenements

EPCs 850, 721 and 688

Location

40km south of Moorvale Mine

Nearest Port

Dalrymple Bay Coal Terminal

Coal Types

Initial results for Vermont East indicate the likely presence of a medium
volatile coking coal fraction and confirm the presence of thermal coal and PCI
coal, as inferred from the nearby Lake Vermont Project. LV PCI coal has been
identified in the Wilunga area

Resource status

Vermont East adjoins the Wilunga prospect and contains a number of fault
repeated crop zones of the Rangal Coal Measures. Wilunga is an S-shaped
deposit and combined with Vermont East covers a target area of over 110
km2. To date an inferred JORC Resource of 164.6Mt has been established
over the project area

Project status

A grassroots prospect currently under the exploration spotlight

Activity undertaken in
2008
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= Structure contour mapping and geological modelling in Vermont East

= Ongoing Cultural Heritage inspections for 2D seismic and exploration drilling

West Walker

% Ownership

85%

Tenements

EPCs 657, 666, 757 and 712

Location

Adjoining Coppabella Mine tenements to the north

Nearest Port

Dalrymple Bay Coal Terminal (via the adjacent Hail Creek rail spur)

Coal Types

LV PCI coal similar in quality to the LV PCI coal at Coppabella Mine

Resource status

An elongated target area of 36km2 immediately alongstrike from drill defined
Resources at Coppabella Mine has been outlined by 47 Macarthur Coal and
non-company open holes and 9km of non-company seismic coverage. Coal
could occur in the 6m thick Leichhardt Seam at depths suitable for
underground mining. Additional resources alongstrike into EPC 712 are likely

Project status

A grassroots prospect

Activity undertaken in
2008

= Cultural heritage clearance for 2D seismic and follow up drilling
= Exploration drilling and 2D seismic in EPC 712

= Coal quality drilling

West Rolleston

% Ownership

90%

Tenements

EPCs 786, 781, 833, 856, 871 and 896

Location

40km south of Springsure in central Queensland and 25km west of Rolleston
Mine

Nearest Port

Gladstone Port

Coal Types

Thermal coal for the domestic and export markets in four seams similar to
those which occur at Rolleston Mine, 25km to the east

Resource status

Drill defined JORC Coal Resource estimates in EPC 786 to 100 metres
comprise:

= 43.6Mt Measured

= 15.5Mt Indicated

21.0Mt Inferred

Project status

A grassroots prospect that has progressed to the preliminary mine planning
stage for EPC 786. Lateral continuity of seams within EPC 786 identified
alongstrike through 2D seismic in EPCs 871 and 896

Activity undertaken in
2008

= Cultural Heritage clearances for 2D seismic and follow up drilling in EPCs
871 and 896 alongstrike from the resources in EPC 786

= 2D seismic acquisition in EPCs 871 and 896

Monto

% Ownership

41%

Tenements

ML 80101 and EPCs 613 and 683

Location

120km south-west of Gladstone

Nearest Port

Gladstone Port

Coal Types

Thermal coal

Resource Status

file:///E|/Wcb474fbc24d4c.htm[18/02/2011 4:36:33 PM]

JORC Coal Resources estimated in 2002 are defined in accordance with the
JORC Code (1999 Version) and comprise:
= 55.7Mt Measured



Macarthur Coal Annual Report 2008 | Advancing Our Project Portfolio

66.0Mt Indicated

= 397.0Mt Inferred

Project Status A greenfield project. A review of the feasibility of the Stage 1 development of
the mine is being undertaken

Activity undertaken in = Further project evaluation was undertaken
2008
= Further exploration activity was negatively impacted by wet weather

= JORC Coal Resources are being re-evaluated

Dingo West

% Ownership 0% as at 30 June 2008 with farm-in rights for up to 70%

Tenements EPC 881

Location Immediately west of the township of Dingo

Nearest Port Gladstone Port

Coal Types It is inferred from the coal type at Yarrabee Mine that the Dingo West
prospect may be a source of semi-anthracite which can be used as a thermal
coal and a PCI coal

Resource Status To be determined

Project Status A grassroots prospect

Activity undertaken in = 27 chipholes were drilled in regional exploration work

2008

= Five slim coreholes were completed for additional coal quality testwork

RESOURCES AND RESERVES

Note, only those projects that have had Resources and Reserves determined to JORC standard are
included in this table.

RESOURCE AND RESERVE STATEMENT (100%b6 Project Basis) as at 30 June 2008

Resources (Mt) Recoverable Coal Competent
Reserves (Mt) Person
(Reference)

Measured Indicated Inferred Total Proved Probable Total
Reserve Reserve

Coppabella 66.7 123.3 17.0 207.0 45.8 21.2 67.0 1,2
Mine

Moorvale Mine 58.6 57.1 12.5 128.2 34.9 4.8 39.7 1,2
Middlemount 30.6 37.8 31.7 100.1 6
Moorvale West 100.3 31.6 14.0 145.9 3,4
Olive Downs 30.6 16.1 78.0 124.7 12.5 12.5 3,4,5
Nth

Olive Downs 25.8 18.0 228.3 272.1 3,4,5
Sth

Codrilla 41.5 17.9 59.4 3,4
West Rolleston 43.6 15.5 21.0 80.1 3,4
Vermont 164.6 164.6 3,4
East/Wilunga

Monto 55.7 66.0 397.0 518.7 6
Total 453.4 383.3 964.1 1800.8 80.7 38.5 119.2

All Resources, with the exception of those at Monto, comply with the JORC Code 2004. Monto was
modelled in 2002 and Coal Resources currently comply with the 1999 edition of the JORC Code.
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The information in this report that relates to Coal Reserves at Coppabella and Moorvale mines is based on
information compiled by Mark Bryant, BE Mining (Hons), MAusIMM (1). Mark Bryant is a member of The
Minserve Group Pty Ltd (ABN 43 010 995 767).

The information in this report that relates to Coal Resources at Coppabella and Moorvale mines is derived
from geological modelling by Mal Blaik BSc App (Geol) (Hons), MAusIMM, (2). Mal Blaik is employed by JB
Mining Services Pty Ltd (ABN 99 050 708 596).

The information in this report that relates to Coal Resources at Moorvale West, Olive Downs, Codrilla,
Vermont East/Wilunga and West Rolleston is derived in part from geological modelling by Greg Jones BSc
(Hons) MAusIMM, MAIG (3) with information compiled by Lance Grimstone BSc (Hons) (Geol), Grad Dipl
Mngt, FAus IMM, CPGeo, MMICA (4). Greg Jones is employed by JB Mining Services Pty Ltd

(ABN 99 050 708 596). Lance Grimstone is employed by Lance Grimstone & Associates (Consulting) Pty
Ltd (ABN 23 114 977 829).

The information in this report that relates to Coal Reserves at Olive Downs is based on information
compiled by Alwyn Hyde-Page, BE Mining (Hons), FAusIMM CP (5). Alwyn Hyde-Page is a member of The
Minserve Group Pty Ltd (ABN 43 010 995 767).

The information in this report that relates to Coal Resources at Monto is derived from geological modelling
by Greg Jones (3) undertaken in 2002. Monto is currently being remodelled with additional drillhole data.

The information in this report that relates to Coal Resources at Middlemount is based on information
compiled by Carol Rolley, MSc, MAIG (6). Carol Rolley is employed by JB Mining Services Pty Ltd
(ABN 99 050 708 596).

Mark Bryant, Mal Blaik, Greg Jones, Lance Grimstone, Carol Rolley, and Alwyn Hyde-Page have sufficient
experience which is relevant to the style of mineralisation and type of deposit under consideration and to
the activity which they are undertaking to qualify as Competent Persons as defined in the 1999 and 2004
editions of the Australasian Code of Reporting of Mineral Resources and Ore Reserves.

Mark Bryant, Mal Blaik, Greg Jones, Lance Grimstone, Carol Rolley, and Alwyn Hyde-Page consent to the
inclusion in the report of the matters based on the information in the form and context in which it
appears.
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At Macarthur Coal, we take our role as a corporate citizen seriously. We believe it is best for us in the
long term, both financially and socially, to act in a way that is responsible, socially aware and in the best
interests of our stakeholders and the wider community.

Macarthur Coal’s corporate social responsibility program has six main aspects:

= ensuring that all our work practices are carried out safely, ethically and responsibly

respecting, supporting, encouraging and engaging our employees

considering all aspects of the environment in the planning, development and operational phases of our
activities and implementing environmentally responsible practices and procedures wherever possible

building, maintaining and strengthening our relationships with the communities in which we operate

communicating effectively with our broad range of stakeholders

= working to create wealth for our shareholders.

In the following pages you will find information on Macarthur Coal’s corporate social responsibility policies,
projects and outcomes.

PREVIOUS NEXT
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Living the Four Pillars | Our employee profile | Making health and safety a value

Investing in our people | Valuing our current employees | lnvesting in our future employees

Macarthur Coal’s goal is to be an employer of choice, that is, a company which attracts highly skilled and
enthusiastic employees to join our team. We aim to recruit talented and dedicated people and provide
them with the inspiration, leadership, skills, resources and support necessary for them to work safely,
achieve their full potential and make their maximum contribution to the company.

Living the Four Pillars

Macarthur Coal has a strong corporate culture that is underpinned by the Four Pillars. We adopted the
Four Pillars in 2007 to provide a simple but meaningful mechanism with which employees can easily
identify and adopt the core values that are at the heart of the company.

The Four Pillars are:

Lead the Way

= Be innovative in how we do things

= Focus on constant evolution and improvement

= Have a ‘can do’ attitude

= Drive business growth through a customer focus and gaining advantage through partnerships

Talk Straight

= Use plain language

= Communicate freely, while being mindful of impact
= State clearly what we believe in

= Respect each others’ differences

Value People

= Ensure safety of our people is a top priority

= Recruit and retain the best and most suitable
= Focus on personal and career development

= Reward good performance

Work Together

= Set high expectations for our people

= Emphasise high levels of job satisfaction
= Celebrate successes
|
|

Have a positive attitude
Work with customers, the community and stakeholders.
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Our employee profile

Number of employees by occupation as at 30 June 2008

NUMBER OF EMPLOYEES BY OCCUPATION AS +

AT 30 JUNE 2008
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= Male w Female

The higher percentage of males employed as operators reflects the industry profile however Macarthur
Coal is an equal opportunity employer and encourages women to apply for non-traditional roles.

There were two major intakes of new operators in 2008 in order to provide staff for the dragline, new
electric rope shovel and associated truck fleets. Total numbers of new operators were as follows:

Experience level Females Males Total
No experience 26 11 37
Limited experience 8 18 26
Experienced 1 26 27
Total 35 55 90

By this it can be seen that the company actively supports and promotes the employment of women in
non-traditional roles with more than 33% of positions held by women.

Employees by location as at 30 June 2008

EMPLOYEES BY LOCATION AS AT 30 JUNE 2008 +

m Coppabella Moorvale

= Midlernount Brisbane

The distribution of employees across the company reflects Macarthur Coal’s current operations.
Coppabella Mine has the highest number of employees as the company has completed the transition to
owner operator with only the CHPP still being operated by contractors. Mining and CHPP activities at
Moorvale Mine are still carried out by contractors with Macarthur Coal providing management services.
Operational activities at the Middlemount project bulk sample pit are carried out by contractors with
Macarthur Coal providing operational based management services.

Making health and safety a value
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Providing a safe working environment for our people is one of the core values of Macarthur Coal and one
of our Top Five business priorities. Emphasising the critical importance of health and safety in the
workplace and providing the training, equipment, resources and structure to ensure that employees
operate in the safest possible work environment is one of the primary ways in which we take care of and
support our employees.

Dissatisfied with the safety performance at , in 2008 we implemented a new across-
company, behavior-based training regime. We have taken the approach that it is important to develop
our people to value safety rather than see safety as merely an add-on to a production focus. This is
part of our commitment to engendering behavioural change so that safety awareness is ingrained in our
employees. In July, Coppabella Mine passed 100 days LTI free, an event which last occurred in 2006.
Although 100 days LTI free is not an exceptional milestone in itself, it is an indication that the policies,
procedures and systems that we have put in place are beginning to work and that employees are
beginning to wholeheartedly embrace the importance of health and safety to both themselves and the
company.

In 2008 we established a Health and Safety Committee composed of the Chief Operating Officer, Chief
Development Officer and the General Managers/Senior Site Executives from Coppabella and Moorvale
mines and the Middlemount Mine project. The Committee has been formed to investigate new safety
initiatives, procedures and policies and to keep abreast of industry updates in order to ensure that our
employees have the safest workplace possible. The Committee provides regular updates to employees
through the Spotlight on Safety section in the monthly employee newsletter.

continues to exemplify the desired safety standard with another year with no lost time
injuries. In addition, the Sedgman Ltd team which operates the Coppabella and Moorvale CHPPs
recently celebrated seven years LTI free at the Coppabella plant which is an exceptional achievement.

m Coppabella Moorvale B Industry

LTIFR as a 12 month rolling average for 2007-2008 (per million person hours)

Coppabella Mine 4.9 — as at 30 June 2008, this is a 31% improvement in the rolling 12 month
LTIFR compared to the LTIFR at 30 June 2007 which was 7.1

Moorvale Mine 0.0 — as at 30 June 2008

Queensland open-cut 3.1 (for year 2006 - 2007. The results for 2007-2008 are not yet available)
coal mining industry

On 14 July 2008, the Middlemount team and Leighton Contractors at the Middlemount Mine project
reached one year and project to date without an LTI.

In 2008, we began a coal competency program. Coppabella’s safety and training department embarked
on a process of enhancing the quality of training documentation that is used onsite. We entered into a
partnership arrangement with a well respected Registered Training Organisation (IML International) and
have produced revised assessment booklets for 21 core unit models. These documents have been
mapped against National Competency Standards contained in the National Coal Training Package
(MNCO04), and are underpinned by a statement of compliance for each unit produced. This program will
continue to develop with the introduction of familiarisation documents and training manuals which will
boost the levels of training and understanding across our business.

The ICAM (Incident Causation Analysis Methodology) method of safety accident investigation is an easy-
to-use, effective system to guide investigators to the root causes of incidents. It aims to identify both
local factors and failures within the broader organisational and production systems that contributed to
the incident, such as communication, training, operating procedures, incompatible goals, change
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management, organisational culture, and equipment. Through the analysis of this information, ICAM
provides the ability to identify what really went wrong and to make recommendations on necessary
remedial actions to reduce risk and the chance of future incidents occurring.

In 2008, Macarthur Coal invited James Wood to speak to employees on the minesites and also in the
corporate office. James is a paraplegic confined to a wheelchair who now travels Australia and New
Zealand highlighting the importance of safety in the workforce by speaking about the incidents leading
up to the workplace accident which caused his disability. He was once employed in the mining industry
but a simple choice he made put in motion a series of completely avoidable incidents which led him to
have a serious workplace accident in which he broke his back. James was able to show first-hand how
critical it is for employees to be aware of and vigilant in their safety standards and how making the
wrong choice, which may seem inconsequential at the time, can have devastating flow-on effects.

Coppabella and Moorvale mines share emergency response facilities and personnel. We have a fully-
equipped fire and rescue truck which attends any emergencies at either mine and has also attended
automobile accidents on Peak Downs Highway providing assistance until the arrival of emergency
services. Trained employees are onsite at all times to staff the truck should it be required to attend an
emergency.

Macarthur Coal has a partnership with the Mining Industry Skills Centre (MISC) to operate the state-of-
the-art 5DT virtual reality simulator at Coppabella Mine in a pilot study to determine industry training
needs and the effectiveness of simulator training. The simulator can be used in pre-employment,
operator upskilling and refresher training systems and, to date, has been used at Coppabella to assist
in training new employees as well as giving experienced employees the opportunity to practice
operating mining equipment in challenging conditions such as during wet weather, low visibility or
mechanical failures. The simulator can be programmed to simulate several different types of machinery
used by Macarthur Coal such as haul trucks, excavators and dozers and has also been programmed to
simulate the topography of the Coppabella site. The simulator has been housed in a purpose-built
facility and commenced operation in July 2007.

From the commencement of the simulator program to 30 June 2008, over 120 direct training sessions
were delivered with a prime focus on developing truck operation skills. This resulted in over 720 hours
of simulator-based training.

Macarthur Coal’s new training program featuring the simulator was shortlisted as a finalist for the 2008
MISC Training Awards in the Small-Medium Award in the Company Award Category. At the time of
printing, the winners had not been announced.

More information on the simulator program can be obtained from the

At Macarthur Coal we support our employees in achieving and maintaining fit and healthy lifestyles. We
sponsor a free mobile gym in Nebo for use by minesite employees, their families and the community.
Corporate office employees are eligible for reimbursement of up to $1,500 per employee per annum for
gym memberships or use of personal trainers. In addition, Macarthur Coal sponsors a weekly exercise
session provided by a personal trainer which is held in the Macarthur Coal corporate office for any
employees wishing to attend.

The company conducts regular drug and alcohol checks of Macarthur Coal and contract employees on
its minesites. In the 2008 financial year, 1,491 random checks were completed with five breaches of
policy identified. In all cases, the breach was discussed with the person and corrective action was
initiated.

In 2008, we offered free flu vaccinations to all corporate office and minesite employees.

Macarthur Coal has an Employee Assistance Program with Centacare which provides access to
confidential counseling services for employees and their immediate families, if required. The company
will fund up to six appointments for each employee. The service is completely confidential with no
information about any employee who uses the service released to the company.

Effective training and development are essential to the success of the company. Employees are
encouraged to attend conferences and courses in their specialised areas and to report back to members
of their teams and/or company any relevant information or details. Professional development sessions are
conducted throughout the year for all employees and training needs are determined as part of the annual
performance review process.

With the move to owner operator progressing during 2008, it is essential for Macarthur Coal to ensure
that employee training is given priority and that training methods and programs are efficient and
effective and serve the needs of both the company and the individual. During 2008 a new minesite
training management system was put into place and a detailed database was created in order to
monitor and track training activities at the employee, department and company levels. The database
enables management to assess training programs and to modify them and make improvements.

Macarthur Coal is committed to employing the best people for the job and training them to operate
efficiently and safely. We had two major new operator intakes over the year, taking on over 90 new
employees as operators. Of these, 37 were inexperienced, 26 had limited experience and the remainder
were experienced which means that 70% of the intake had little or no experience. Our training
programs enabled us to assess their skills and provide the necessary training to each individual to
ensure that, as quickly as possible, they were fully equipped to take on the requirements of their roles.
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Major minesite training activities over the past year included:

Induction training. All existing employees and those who transferred from the contractors previously
employed by Macarthur Coal were reinducted under the new Safety and Health Management System
to ensure that they are aware of Macarthur Coal’s Four Pillars and other company policies, procedures
and values. All new minesite employees (numbering over 90) were also given comprehensive
induction programs.

Standard Operating Procedure training. This included compliance training to ensure all employees
meet the operating requirements of the company and the industry.

Competency training. This included S1, S2, S3, G2, haul trucks, light vehicles, elevated work
platforms, loaders, graders, excavators etc. Over 620 statements of attainment were issued by our
Registered Training Organisation (RTO) IML International during the year. In order to determine which
employees required which training, 3,598 competency assessments were carried out.

Emergency Response Block training. Our Emergency Response Team (ERT) consisting of 20 employees
has undertaken rigorous training over the year in Occupational First Aid, breathing apparatus and G5
Conduct Fire Team training. In addition, each ERT crew undergoes one day of training per month in
line with our commitments to ERT development and improvement.

Two full-scale mock emergency scenarios have been carried out at Coppabella Mine. These are
designed to test overall response times, identify knowledge or experience gaps, and hone the skills of
our ERT members. Both exercises have produced pleasing results.

We have provided the opportunity for 12 operators to complete four units from the Certificate IV in
front line management allowing them career advancement.

All supervisors are undertaking Certificate IV in front line management.

We have made full use of the simulator for training both experienced and inexperienced operators.

During 2008 Macarthur Coal employees and directors attended over 60 seminars and short courses in
such areas as occupational health and safety, transport infrastructure, rescue training, first aid,
budgeting, financial analysis, CPA training, corporate social responsibility, computer skills, investor
relations, climate change and carbon trading, and bulk freight systems. Several employees are currently
studying for university degrees or postgraduate qualifications.

Financial support and study leave are available for employees undertaking business-related further
studies.

Clearing for construction began in April 2008 near Moorvale Mine on a Macarthur Coal accommodation
village. The decision to build a dedicated village for Macarthur Coal employees only was made to ensure
that we can offer the best in site accommodation to our people thus improving our ability to attract and
retain high quality employees. The cohesive population of the village will also assist us in fostering the
desired employee culture and maintaining our focus on health and safety. The build period is
approximately 39 weeks for the completion of Stage 1 which will comprise 320 rooms, central facilities
and recreation facilities.

Providing a satisfying workplace where employees are valued and respected is another priority for
Macarthur Coal. The Four Pillars underpin the company’s commitment to providing employees with the
challenges, support and resources they need to make their work satisfying and enjoyable.

Executives and full-time employees may be eligible for bonuses for work or projects undertaken beyond
the scope of their normal roles. Details of Macarthur Coal’s Remuneration Policy are provided in the

In 2008 Macarthur Coal introduced a comprehensive and sustainable Culture Program. It was developed
as a result of the realisation that a one-day Culture Day was no longer feasible with the growing
number of company employees. The aim of the program is to ensure that people understand and
embrace the Four Pillars and integrate them into all aspects of their working life.

Key components of the Culture Program include:

The Working Together Program is a three-day course developed in recognition that building a
cohesive, high-performance culture depends on individuals understanding themselves and the shared
values of Macarthur Coal and, in return, embracing the desired culture. Every two months, small
groups of employees (a mix of minesite and corporate office and management and non-management
employees) undertake the course which includes workshops and concludes with a team-based physical
challenge.

The inaugural Foundations of Leadership Program was launched during the year. This is a one-day,
intensive program focused on the development of leadership capacity in high potential employees.
Employees from across the company’s operations are nominated for participation by members of the
Executive Committee.

A ‘State of the Nation Address’ is given by the CEO at least once every six months and covers the
company’s mission, vision, strategies, values and performance to date.

A formal business overview of Macarthur Coal’s operations has been introduced as part of the new
employee orientation process.

A new Intranet was introduced in 2007 and continues to be used as a platform for providing updates
across the company.

In January 2008, the MacTIMES employee newsletter was introduced. This is a monthly publication
distributed to all employees on all sites to provide timely updates on company information as well as
news of our employees. The newsletter includes a regular column from the CEO called ‘Talking
Straight with Nicole’ and is a forum for the CEO to highlight any issues or achievements from the past
month. The newsletter also has regular safety and human resources sections.

Team meetings/toolbox chats occur on at least a monthly basis to update employees on activities in
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their own areas or across the company.

The Executive Committee participates in a yearly retreat which focuses on the culture to which we
aspire and facilitates senior management in setting tangible actions to achieve our goals.

A range of social events and celebrations are held at the different locations to assist people in getting
to know each other. Two very successful events were the Minesite and Brisbane Family Fun Days.
Over 190 adults and children attended the Minesite Family Fun Day and enjoyed mine tours, a
barbeque, music and the opportunity to inspect some very large equipment. Over 50 people
(employees and family members) attended the Brisbane Day and participated in bare-foot bowling
while the children were entertained by a face painter and other activities.

As part of the Culture Program, the company gave several awards to recognise the contribution that
specific employees have made. Any employee may nominate a colleague for an award with the final
decision being made by the CEO in consultation with the Board. In 2007, the following awards were
made:

The Spirit of Macarthur Coal Award

Angela Baldo, Financial Controller
Maureen McDermott, Coal Quality and Logistics Officer

Lead the Way Award

Michele Runnegar, Marketing Officer-Logistics
Greg Burke, D Crew Truck Shovel Supervisor

Policies and procedures are in place to ensure employees are aware of their entitlements and
obligations with respect to achieving a workplace free of harassment, discriminatory employment
practices and unethical business practices. The documents are reviewed regularly and are provided to
new employees on commencement. In addition, in 2007, all Macarthur Coal employees received
mandatory training in diversity and respecting each others’ differences in the workplace.

In 2008 the services of a financial planner were provided free of charge to all Macarthur Coal employees
who wished to access personal financial advice. Employees were invited to include their partners in the
sessions if they desired. The initiative was taken to provide employees with an opportunity to develop
personal financial management skills and increase their awareness of savings and investment options.

Macarthur Coal considers it prudent and responsible to invest in development and training for future
employees in the resources sector and the following activities help to support that goal.

The Queensland Minerals and Energy Academy was launched in November 2005. It is a partnership
between the Queensland Government’s Department of Education and the Arts, the Queensland
Resources Council, training providers and academic providers. The Academy provides high school
students with a direct route into the resources sector, helping to ease the skill shortages currently
affecting the sector. Macarthur Coal is a sponsor of the Academy which is an important initiative for the
ongoing future of the resources sector in Queensland. More information about the Academy is available
at the website at www.qmea.org.au.

Macarthur Coal is also a sponsor of the Mining Industry Skills Centre (MISC) and, as previously noted, is
working with the Centre on their . The company is also participating in the MISC

Mining Industry Heartbeat Project. This project aims to address the current resources industry skill
shortages by assisting in the development of skills strategies through the compilation and consolidation
of data from across the entire Australian mining industry. Software will then be utilised to identify
trends in the demographics of the mining industry and to model different skill scenarios to determine
where future shortages may exist and to what extent different strategies will address them. More
information about the Centre and the Heartbeat Program can be found on the

In July 2006, Macarthur Coal initiated the Macarthur Coal Mining Engineering Scholarship which is open
to students studying for a Bachelor of Engineering at the University of Queensland. Students must have
successfully completed the first year of their course and the scholarship is awarded on merit with
preference given to applicants who express an interest in coal mining. The scholarship provides an
annual stipend of $10,000 for the remaining three years of the recipient’s degree. The recipient of the
scholarship in 2008 was Amanda Layther.

Macarthur Coal also has a relationship with the School of Mining Engineering at the University of
Queensland to provide paid work experience to undergraduate students who are studying mining
engineering and have a desire to work in the coal mining industry. Students are invited to contact
Macarthur Coal to express their interest and the students are then assessed for suitability. Once a
student is selected, we liaise with the student and the University to determine an arrangement that will
suit all parties and takes into account duration of employment, duties and roles, and structure of the
program. The arrangements can differ considerably from student to student as needs dictate. For
example, some students work for up to 12 months one day per week during semester and with longer
periods of time during vacation, while others may be granted leave from their formal study to
undertake a period of full-time employment with Macarthur Coal.

The company hosts a school-based trainee who has joined us for a second year of training within our
technical services department. We offer development as part of our surveying team and this allows our
trainee to gain invaluable on the job, site-based training for one day per week over a 12 month period.

Coppabella Mine offers host opportunities for MRAEL employees in both the workshop and open-cut
mining environments. is a not-for-profit, community-funded, private enterprise organisation
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employing over 750 apprentices through central Queensland. We have two apprentice workshop fitters
with a commitment to assist them in achieving a trade qualification over a four-year period. We have

an additional four people undertaking traineeships as equipment operators which will give them up to

three skills over a one-year placement.

Our commitment to the community includes an ongoing program to offer training opportunities to
indigenous workers in line with our Cultural Heritage Management Plan. Each training plan lasts for
between three to six months. This gives opportunities for indigenous workers to gain skills that can
allow them access into the mining industry (light vehicle and haul trucks to Coal Competency Standards
for example) and the program promotes personal development as well assisting the industry in
addressing the skill shortages. In 2008 we were pleased to offer permanent employment to three of our
trainees who have now become important and valued members of our team.
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At Macarthur Coal, we believe that the measure of success goes beyond building wealth for shareholders.
Although wealth creation is the primary purpose of the company, in order to be considered truly
successful in the long term it is important that we are fully integrated within the communities in which we
operate and on which we have an impact.

Communicating effectively

Communicating effectively with all our stakeholders is a priority for Macarthur Coal. As the company has
grown in both size and value, so has the need to ensure that all levels of communication, both internal
and external are timely, informative and add value to the business. In 2007 a comprehensive audit of the
various communication activities within the company was undertaken and a detailed Corporate
Communications Plan was developed. The plan will be used to ensure that communication activities
continue to be targeted to the appropriate stakeholders in a timely and informative fashion.

Major aspects of the Corporate Communications Plan are:

= Investor relations. Investor Relations are a key component of communication for any publicly listed
company. Stakeholders who are interested in the financial side of the company include shareholders,
business analysts, brokers, and the media just to name a few. We employ several methods to
communicate with these stakeholders including quarterly, half yearly and annual reports. In both 2007
and 2008 the Macarthur Coal Annual Report has won a gold award for reporting from the Australasian
Reporting Awards. Other strategies include national and international roadshows where interested
analysts can attend presentations given by senior company executives and interact with them one-on-
one, teleconferences, conference presentations and ASX releases. Brokers and analysts are also
encouraged to contact the company directly if they have questions or require information.

Corporate website. In October 2007 a new corporate website was launched. The website is user
friendly and allows for simple navigation so that visitors can find information easily.

Nebo News. Nebo News is a free community newspaper that is produced monthly. Macarthur Coal
sponsors the publication and supplies stories about Macarthur Coal that are of interest to the general
community.

Internal communication. With the company growing in size and spread across four sites (Coppabella,
Moorvale, Middlemount and our Brisbane office) effective internal communication is essential. A new
monthly employee newsletter has been launched and an intranet also facilitates internal communication.
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Media relations. The company maintains a good relationship with its stakeholders in the media.

Communications with key government and industry bodies. At Macarthur Coal it is vital that we
maintain our relationships with key government and industry organisations. For example, CEO, Nicole
Hollows, is a member of the Board of the Queensland Resources Council and the company has a close
relationship with such organisations as the , the

, and the for example.

Sponsorships and donations: More information on the company’s sponsorships and donations
program follows.

The company is dedicated to supporting our communities through sustainable development and through
our sponsorships and donations program.

The sponsorships and donations policy sets out the objectives of the program and criteria for assessing
requests for support and funding. The objectives are to:

foster support for the company from communities affected by Macarthur Coal’s activities

illustrate that Macarthur Coal is not simply a company existing within the community but that it is a
contributing and active member of the community demonstrating principles of responsible corporate
citizenship

increase community confidence in Macarthur Coal as a fair and responsible company.

Priority is given to supporting projects within Macarthur Coal’s broad communities which meet the
following criteria:

educational initiatives — including initiatives to address the resource sector skill shortages
programs to support and develop opportunities and initiatives for children

projects involving community development and assistance

projects which support charities and/or community services

projects where Macarthur Coal’s donation does not represent the major component of the project’s or
the organisation’s income.

During the 2008 financial year Macarthur Coal’s contributions of $165,902 to the individual projects
(detailed in the following) added to the $31.4 million in coal royalties that the company paid to the
Queensland Government and which go toward providing infrastructure for communities across
Queensland. More information on the company’s financial contributions to the community see

Macarthur Coal’s Shares for Schools Program has been operating since 2002. The program provides
financial assistance to public and private high schools in Queensland as well as the opportunity for high
school students to gain insight into and understanding of the business of a publicly listed company.

In September, a mixture of six state and private high schools from across Queensland, are invited to
participate in the program. Each new school receives a parcel of shares in Macarthur Coal. For the first
three years of the program, schools received shares to the value of $2,000 however, in 2005 this was
increased to $5,000. The shares are held in trust for two years with dividends reinvested on behalf of the
schools. Schools are encouraged to track the performance of the company from the perspective of real
shareholders.

After the two years, schools are given the choice of retaining their shares or having the shares sold with
the proceeds given to the schools’ parents and citizens associations. To date, four groups have matured:
27 schools have opted to retain their shares and two schools requested that their shares be sold. One
school will use their shares as a basis for an annual student business award, to be named the Macarthur
Coal Award, with all dividends going to provide a financial prize to the winning student.

Historically, a teacher and a student representative from each school are invited to attend the company’s
Annual General Meeting. However, in order to optimise the participants’ time with the Board and senior
management and to gain the greatest benefit from the program, in 2008, the participants will be invited
to meet the Board members in October. The participants will be able to interact with the Board and
senior management one-on-one and will also be given more detailed information about Macarthur Coal
and its place as a listed public company in the Australian and world business community.

Each of the attending students is then invited to submit a report on matters concerning aspects of the
business of a publicly listed company in order to be eligible for the Macarthur Coal Award. The student
who submits the best report receives the Macarthur Coal Award which consists of a $5,000 scholarship
towards university fees for the student and an additional $5,000 worth of Macarthur Coal shares for their
school.
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In 2007-2008, the students were asked to find certain information in the company’s annual report, define
corporate governance and write about two of the ASX principles for good corporate governance, explain
why listing on the ASX is beneficial to companies, and investigate and write about corporate social
responsibility.

Emily Chalk from Somerville House in Brisbane received the award in 2008 and was presented with a
cheque and certificate by CEO, Nicole Hollows, at a school assembly in August 2008. Emily’s report
showed an impressive understanding of the questions asked and she was able to combine this with
astute personal insights and interpretations which allowed her to produce an outstanding report.

Schools Currently Participating in the Shares for Schools Program

Group 5 — 2006 Group 6 — 2007 Group — 7 2008

Calamvale Community College Bundaberg SHS Beenleigh SHS

Cannon Hill Anglican College Ipswich Girls Grammar School Helensvale SHS

Fraser Coast Anglican College Pioneer SHS Ormiston College

Spinifex State College Sarina SHS St Luke’s Anglican School
Somerville House St Patrick’s College

Whitsunday Anglican School

The current schools involved in the program grouped according to the year in which they became
involved.

Group Initial no Additional Total no of Value of Value when transferred Value at 30

of shares shares shares held initial from scheme to school June 2008
shares

1 1,709 80 1,789 $2,000 $7,693 N/A
2 1,400 113 1,513 $2,000 $7,053 N/A
3 560 61 621 $2,000 $3,329 N/A
4 901 102 1,003 $5,000 N/A $16,921
5 1,080 55 1,135 $5,000 N/A $18,608
6 550 0 550 $5,000 N/A $9,279

Groups 1, 2, 3 and 4 have had their shares transferred and so the value at 30 June 2008 is unknown.
Groups 5 and 6 have not yet had their shares transferred. The shares for Group 7 will be purchased in
September 2008.

Kids Help Line

Macarthur Coal is committed to supporting initiatives which aid young people within Queensland. In 2008
we commenced the development of a relationship with Kids Help Line, a free service which provides
confidential telephone, email and web counselling services to young people up to 25 years of age. The
service receives, on average, about 12,000 calls per week of which its trained counsellors, are able to
answer about half (due to funding and staff shortages). Macarthur Coal considered Kids Help Line a
particularly pertinent and relevant organisation with which to become involved as many of our employees
live in remote locations where there is far less access to services than metropolitan centres. In April,
Maree Bryan, Kids Help Line Manager Corporate Relations, and one of the service’s former clients, Mareka
Newey, visited the company’s Brisbane office to outline the service’s function and highlight some of the
challenges the service faces. The large number of employees who attended the presentation were
particularly moved by Mareka’s description of her experiences and how the counsellors at Kids Help Line
had enabled her to overcome serious abuse in her childhood and go on to successfully study psychology
at the University of Queensland. More information on the services offered by Kids Help Line is available on
their website at

Central Queensland Helicopter Rescue Service

The CQ Helicopter Rescue Service is based in Mackay and provides rescue transport services across the
Bowen Basin and remote Queensland communities. The helicopter has been used for transporting
personnel injured at Coppabella Mine. The Service is a not-for-profit charity and relies heavily on
corporate and public donations to meet its operating costs. More information is available at

Blackwater International Coal Centre

Macarthur Coal became a major sponsor of the Blackwater International Coal Centre which has been
established in Blackwater to promote and showcase the Australian coal industry to tourists. The Centre
includes a coal industry interpretive centre, an education and community centre, exhibition space, a
theatre, cinema, café merchandise outlet and themed landscaping and was officially opened by the
Premier, the Hon Anna Bligh, on 31 August 2008. For more information go to
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4RFM Moranbah Community Radio Station

The 4RFM community radio station at Moranbah is staffed almost entirely by volunteers and provides a
range of programs and music to cater for the whole community. The station commenced in 1997 as a
youth project but has since expanded and was granted a permanent broadcast licence in October 2005.
Macarthur Coal sponsors the ‘Triple A Morning Show’, which airs from 6am to 8am, seven days a week,
and focuses on issues of safety and health in the community including the major issue of driver fatigue.
The show features energetic, upbeat music to assist in keeping listeners alert while they are driving.
Macarthur Coal also sponsors the ‘Drive Home’ program which airs from 6pm to 8pm on weeknights. For
more information go to

Mining Industry Skills Centre

The Mining Industry Skills Centre is a not for profit organisation formed in 1996 as a collaborative venture
between the mining industry and government to establish a Centre for Excellence for the development
and implementation of training initiatives in the mining industry. Macarthur Coal is a major sponsor and
also works with the Centre on their . For more information on the Mining Industry Skills
Centre go to

Bom Pasteur Drug and Alcohol Rehabilitation Centre

The Bom Pasteur Drug and Rehabilitation Centre is located in the Brazilian city of Ouro Branco. Macarthur
Coal’s association with the Centre arose out of our relationship with customer, Gerdau Agominas, which is
also involved in the project. Macarthur Coal’s sponsorship of the Centre helps a group of severely
disadvantaged people in one of the wider global communities of which we consider ourselves a member.

Nebo Mobile Gym

For the past four and a half years, Macarthur Coal has sponsored the City Fitness Health Club mobile gym
at Nebo for use by minesite personnel, their families and the community. Nebo State School students
also attend the gym once per week. Initially the gym was provided one day per week but this has been
increased to two days due to increased demand. Macarthur Coal also collects a donation of three dollars
from contractors and non-residents each time they use the gym and the money raised is used to
purchase additional facilities.

Queensland Minerals and Energy Academy

The Queensland Minerals and Energy Academy (QMEA), a partnership between the Queensland
Government, the Queensland Resources Council, and training and academic providers, aims to give high
school students clear pathways into one of the state’s most innovative and economically important
sectors. Macarthur Coal, along with other relevant organisations, sponsors the Academy which aims to
help to reduce the skill shortages in the resources sector. More information is available at

Eimeo Surf Life Saving Club (Mackay)

The Eimeo Surf Life Saving Club in Mackay is a large club with a high proportion of children as members.
Macarthur Coal’s support of the club reinforces our focus on our people and includes their families and
those of the wider community.

Lloyd McDermott Rugby Development North Queensland U16s Indigenous Rugby Carnival

This carnival was held in Mackay over the June long weekend and featured teams of under 16 indigenous
rugby players from Mackay, Townsville, Gladstone and Rockhampton. The Lloyd McDermott Rugby
Development Team aims to deliver opportunities to the Aboriginal and Torres Strait Islander youth of
North Queensland.

Greenhouse Gas Emissions and Clean Coal

For information about Macarthur Coal’s contributions to projects aimed at reducing greenhouse gas
emissions and producing clean coal technology see

World Vision Sponsorship

Macarthur Coal corporate office employees support nine year old Krishna Bai Shishupal who lives with her
family in southern Rajasthan in India. The support enables Krishna Bai to go to school, have fresh food
and clean drinking water and also helps World Vision to strengthen the local community through
educational and social programs.

Red Cross Blood Bank

Many corporate office employees regularly donate blood to the Brisbane Red Cross Blood Bank.
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Responsible environmental management is both a commitment and a priority for Macarthur Coal. As part
of our overall business approach and fundamental to the growth of shareholder value, we are committed
to undertaking our activities in a sustainable and responsible manner.

In 2007, the company created a Carbon Committee to develop a carbon emissions management strategy
with the following identified as the starting points:

understanding Macarthur Coal’s carbon footprint with respect to operations and customers
improving the management of greenhouse gas (GHG) emissions across operations
continuing to support and participate in industry research and development projects such as COAL21
undertaking government and stakeholder liaison in the design of climate change policies.
In April, the Board approved the company’s Climate Change Policy:
Climate Change Policy

Macarthur Coal recognises that Climate Change is an international and community issue and therefore
represents one of the company’s Top Five strategic priorities.

We believe that emissions associated with mining can be mitigated and that emission reductions resulting
from the use of coal are achievable within a sustainable development framework.

Macarthur Coal supports a reduction in energy use and greenhouse gas emissions.

We are committed to:
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ongoing measurement of carbon emissions across Macarthur Coal operations and the value chain to
better understand the sources of energy use and greenhouse gas emissions, including in relation to all
new developments

reporting of carbon emissions internally and externally to meet stakeholder demand for transparency
and statutory obligations for reporting energy use and greenhouse gas emissions

understanding the potential impact changes in the climate system may have on Macarthur Coal’s
operations

systematically identifying and quantifying climate related costs and risks in the Macarthur Coal value
chain

communicating with our stakeholders on our approach to Climate Change and seeking their
involvement.

To date, emissions statistics for the 2008 financial year have not been collated and there are currently no
emissions targets in place. Our Climate Change Policy deliberately falls short of committing to reduction
targets, as the focus for the next twelve months will be on improving our data collection and reporting
processes to ensure accuracy and identifying aspects of our operations where reductions in emissions and
energy use can be achieved.

At Macarthur Coal we realise that our employees play a vital role in our commitment to managing our
carbon footprint and mitigating our impact on the environment. Our employees are kept informed of the
company’s policies and strategies for environmental management and the issue of climate change and
encouraged to be environmentally aware and responsible both while at work and at home.

In 2008, the Carbon Committee launched the company’s Climate Change Policy on 5 June, World
Environment Day. In launching the policy, the company offset 100% of its office electricity usage for one
month through payment to a not-for-profit organisation, , which created the offset
through the planting of over 75 trees.

The company also participated in Earth Hour 2008 by encouraging employees to switch off their lights for
one hour from 8pm on 29 March 2008.

Macarthur Coal operates within site-specific Plans of Operations that are submitted to the EPA on an
annual basis. Each Plan of Operations and amendments to these plans are subject to EPA approval.

Environmental activities at Coppabella and Moorvale mines are managed by the joint venture manager,
Macarthur Coal (C&M Management) Pty Ltd (MCCM). MCCM is responsible for ensuring that all site
contractors install, maintain and operate all plant and equipment in compliance with the conditions of the
Environmental Authority (EA) enforced by the EPA.

An Environmental and Government Liaison Officer oversees Macarthur Coal’s environmental obligations
and a full-time Environmental Coordinator is engaged to manage day-to-day environmental matters
including monitoring environmental impacts and ensuring compliance with environmental regulations.

The Environmental Coordinator’s responsibilities include:
Setting, communicating and evaluating environmental objectives and targets

This involves having input into and working to management plans approved by the EPA to identify
priorities for the coming year. Such priorities may include: evaluating and identifying how much
rehabilitation will be undertaken and within which areas; monitoring and evaluating water management
on an ongoing basis; and communicating with the EPA where necessary. Another integral aspect is to
communicate water and other environmental issues to the community including landowners and
Aboriginal groups.

Developing and implementing environmental management documentation

We utilise a comprehensive database to capture relevant environmental data and produce comparative
reports to aid in tracking the progress Macarthur Coal is making in regard to environmental management
objectives and targets.

Identifying requirements for corrective action

This involves regular inspection of rehabilitated areas and areas which are scheduled for rehabilitation to
ensure there are no issues which need to be addressed. If problems such as erosion, adverse weather
conditions or water quality issues are identified, the Environmental Coordinator maps out corrective
actions to address such issues, allocates them to the necessary parties and ensures that the corrective
actions are carried out.

The Environmental Coordinator must also respond to any issues arising within the local communities as a
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result of Macarthur Coal’s actions. For example, in 2007, a local landowner complained of excessive dust
resulting from Macarthur Coal’s blasting activities at Coppabella Mine. The Environmental Coordinator
liaised with the landowner to establish the extent of the problem and then worked with the blasting
contractor and the EPA to identify and implement remedial action.

Monitoring and reporting compliance against legislative requirements

Five years after rehabilitation of an area is undertaken, the Environmental Coordinator is required to
report on progress to the EPA. In order to report comprehensively, regular ongoing inspections and audits
of rehabilitated areas and information about any corrective action required is recorded. The
Environmental Coordinator also ensures that any necessary actions or programs are implemented. An
external contractor may be requested to monitor the rehabilitation process throughout the yearly cycle in
order to ensure current ecosystems are maintained. The ecosystems may have unknowingly been
disturbed by adverse weather throughout the region.

Macarthur Coal employees and contractors are informed of applicable environmental statutory and
contractual obligations where relevant to their role and the location in which they work. The program to
make employees aware of these obligations requires each site-based employee to undergo a site-specific
mine induction when they commence their employment which includes training in environmental
awareness. If there are any changes to environmental statutes or policies, the Environmental Coordinator
will liaise with the management of the contracting companies to ensure that all employees are informed
of the new requirements.

Management is provided with monthly environmental performance reports and any non-compliance issues
are reported to the Board. In March 2008, Coppabella Mine was issued with two warning notices from the
EPA. The first was for releasing water from a sediment dam (which was not in compliance with our EA).
The second was for a contravention for failure to undertake water sampling in accordance with EA
conditions. Consequently, Macarthur Coal was issued with one $1,500 fine. In July 2007 Moorvale Mine
received an infringement penalty of $1,500 for unauthorised water discharge from the Moorvale sediment
dam. Both infringements were investigated and procedures put in place to mitigate recurrence.

Ongoing liaison is undertaken with the EPA to ensure awareness of any changes to policies or guidelines
and to ensure that conditions are not breached.

Maintaining open communication and consultation with local communities is a priority for Macarthur Coal.
For example, neighbouring landowners are contacted and informed of any blasting which is to take place
and they are also sent selected environmental monitoring results such as those dealing with dust and/or
water. Macarthur Coal realises the importance of building and maintaining strong local relationships
through communication with and involvement in the local communities.

Successful rehabilitation of mined areas is fundamental to Macarthur Coal’s operating culture. The
company aims to ensure that, in the long-term, its mining activities impact on the local ecosystem as
little as possible.

Rehabilitation is undertaken progressively on the minesites and commences as soon as possible after
disturbance ceases or areas are identified as no longer reserved for infrastructure or subject to further
disturbance. Provision for the cost of rehabilitation activities is made in the company’s budget and is
detailed in of the financial report.

Rehabilitation involves recontouring slopes to a 1:7 batter and building drainage structures to limit rainfall
runoff eroding rehabilitated areas. Scrapers replace the stockpiled topsoil which was stripped and set
aside during the commencement of mining operations onto the slopes. The area then undergoes
revegetation involving seeding, fertilising and mulching. After the seed has become established, trees are
planted to provide further stability and to meet EPA requirements for end of mine life. Revegetation
activities are undertaken just prior to the wet season as this timing maximises the strike rates of the
seeds. Only local species of trees and grasses are used in the rehabilitation process to minimise weeds
and mitigate any other possible environmental issues.

In the 2008 financial year, unfortunately no rehabilitation was able to be undertaken at Coppabella Mine.
The severe weather from December 2007 to February 2008 twice washed away the re-contouring, topsoil
and seeding on the areas to be rehabilitated at Coppabella Mine. This 30 hectare area will now be the
first to be rehabilitated in the 2009 financial year. Twenty-seven hectares were rehabilitated at Moorvale
Mine during the year. No rehabilitation was undertaken in the 2007 financial year due to the late delivery
of machinery and the drought conditions.

Coppabella Mine Moorvale Mine
(hectares) (hectares)
Prior to June 2003 21 -
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2004 76 8.5
2005 81 11.5
2006 48 16
2007 0 0
2008 0 27
Total as at 30 June 2008 226 63
Planned 2009 60 10
Total as at 30 June 2009 286 73

The second stage of an Australian Centre for Mining Environmental Research (ACMER) project involved in
researching procedures to improve the identification and management of the dispersive soils typically
found at Coppabella Mine was completed. Recommendations for the most suitable placement of dispersive
topsoil and managing existing spoil dumps have been developed from the research findings.

Macarthur Coal’s are undertaken with the sensitivity that matches the particular
circumstances that exist on each tenement. Operations are conducted in accordance with the conditions of
the relevant EA and in consultation with landowners. Cultural Heritage searches are also undertaken by
the relevant claimant groups before any land disturbance takes place. The impact to landowners and the
environment is minimised as much as possible and damage to ecosystems is avoided.

Once an exploratory hole is drilled, logged and surveyed, the hole is plugged and capped. The drill site is
then rehabilitated with the backfilling of any depressions and leveling of the site. Revegetation of drill
sites and traverses is monitored over time and reseeded where necessary to the landowners’ satisfaction.

Should the prospect progress to a mine development project, extensive environmental field surveys are
completed in support of an application for the grant of a mining lease.

In 2008, clearing of land commenced near Moorvale Mine for Macarthur Coal’s new accommodation
village. During the clearing, some protected plants, Desmonium Macrocarpia, a perennial herb, were
discovered. These plants are protected under specific Planning and Environment Court Orders 3A(a) and
3A(b). In association with the EPA, all clumps of Desmonium Macrocarpia were carefully removed from
the accommodation village site and were relocated to another appropriate site.

Waste at Coppabella and Moorvale mines is managed by integrating the principles of the waste
management hierarchy (avoidance, reduction, recycling or disposal) and avoiding any direct or indirect
impact on the health of the local community or the diverse ecology surrounding the minesites. The
company has a waste management plan which has been approved by the EPA. The plan includes
provision for the ongoing monitoring of waste management.

Macarthur Coal’s waste management policy does not permit landfills onsite. All waste is removed by
registered waste management contractors for recycling or disposal.

Macarthur Coal’s corporate office participates in reuse and recycling programs for laser printer cartridges,
fax and ink cartridges and photocopier toner bottles. Waste paper is also collected and recycled.

Although there were from December 2007 to February 2008 that led to a large
amount of in pit water in the mines which delayed operations until it was pumped out, technically
Queensland is still in the grip of one of the worst droughts on record. Therefore ongoing and sustainable
water management at Macarthur Coal’s mines remains a priority. Water is recycled wherever possible and
new ways of conserving water are being investigated. All water used in coal production is recycled but a
percentage is lost to evaporation.

The exceptional rain events that occurred during December 2007 to February 2008 ensured that onsite
water storages were fully replenished.

Further storage was added at Moorvale Mine with the completion of an additional 500MI storage cell.

The Burdekin Pipeline was commissioned in August 2007 and ensures that both mines will continue to
have an

The Macarthur Coal accommodation village being constructed near Moorvale Mine will have its own water
purification plant which will eventually supply both the village and the Moorvale minesite.

The drive to increase research and development into clean coal technology and sustainable production
has grown during the past year with major funding announcements from the federal and Queensland
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governments as well as the coal mining industry. Climate change is firmly on the national and
international agenda and Macarthur Coal is a participant in several projects with the purpose of
researching and implementing clean coal technologies.

COAL21

Macarthur Coal is a participant in COAL21 which is an initiative of the Australian Coal Association aimed at
reducing greenhouse emissions arising from the use of coal in electricity generation in Australia. It is a
collaborative, consensus-building program involving participants from federal and state government, the
coal and electricity industries, and research organisations.

In May 2007 Queensland’s coal industry pledged to raise approximately $1 billion over ten years to fund
clean coal technologies through the COAL21 fund. Queensland and New South Wales coal producers,
including Macarthur Coal, agreed to a levy of 20 cents for every tonne of coal sold.

The objectives of COAL21 are to:

Create a national plan to scope, develop, demonstrate and implement near zero emissions coal-based
electricity generation that will achieve major reductions in greenhouse gas emissions over time while
maintaining Australia's low cost electricity advantage.

Use the plan to inform governments and industry as an input to policy development.
Facilitate the demonstration, commercialisation and early uptake of technologies identified in the plan.

Promote relevant Australian research development and demonstration (RD&D) so that it can both build
upon and make a unique contribution to international RD&D in the area.

Foster greater public awareness of the role of coal and the potential for near zero emissions coal-based
electricity generation to significantly reduce or eliminate greenhouse gas emissions and other
environmental impacts associated with its use.

Provide a mechanism for effective interaction and integration with other international zero emission coal
initiatives.

More information about COAL21 can be found at
Greenhouse Challenge Plus

MCCM, manager of the Coppabella & Moorvale Joint Venture, is a signatory to the Greenhouse Challenge
Plus which enables Australian companies to form working partnerships with the Australian Government to
improve energy efficiency and reduce greenhouse gas emissions. As a sighatory, MCCM undertakes to
integrate greenhouse issues into its decision-making processes.

Examples of the commitment to consider the level of CO2 emissions from operations include:

use of a Marion 8200 electric dragline for overburden removal at the Coppabella Mine. It is estimated
that annually the dragline emits approximately 1,400 tonnes of CO2 less than an equivalent truck and
excavator fleet.

use of a P&H 4100 electric rope shovel (to supplement the dragline) and associated Caterpillar 240
tonne truck fleet. The shovel commenced operations in early 2008. As the shovel is electric, its use
helps to reduce diesel usage and improve energy efficiency.

More information about the Greenhouse Challenge Plus can be found on the website at

Australian Coal Association Research Program (ACARP)

ACARP’s mission is to research, develop and demonstrate technologies that lead to the safe, sustainable
production and use of coal. Australian black coal producers, including Macarthur Coal, contribute five
cents per tonne of coal sold towards research undertaken by ACARP.

Key research areas are greenhouse gas mitigation, occupational health and safety, the environment and
rehabilitation of mined land, community concerns and land access, cost of production and technical
support for marketing Australian coals.

Macarthur Coal is participating in an ACARP study to determine best practice for water and mine
management in northern Bowen Basin coal mines. ACARP’s website is at
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As a responsible corporate citizen, Macarthur Coal contributes financially to the economy at both a state
and federal level and to the communities in which we operate.

FAMAMCAL PERFORMANCE

For example, in 2008 Macarthur Coal contributed:

= $165,902 through its community sponsorships and donations program

= over $23.9 million in salaries, wages and superannuation to its employees (excluding contractors)
= $25.3 million in company tax

= $19.5 million in dividends to shareholders

= $31.4 million in royalties to the Queensland Government (on a 100% joint venture basis)

= $30.5 million in rail freight charges (on a 100% joint venture basis)

= $24.5 million in port charges (on a 100% joint venture basis) excluding demurrage.

The company also made a substantial contribution to the local communities in which we operate through
the purchase of services and supplies. Employees and contractors at Coppabella and Moorvale mines and
the Middlemount Mine project also add a significant economic contribution to the Nebo, Coppabella,
Moranbah and Middlemount townships through their purchases from local businesses.

PREVIOUS NEXT
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Details of the directors of the company at any time during or since the end of the
financial year are as follows:

BA, HonDLitt, DUniv, QDA, FAICD, FAIM
Chairman
Independent, non-executive Director

Keith has extensive commercial experience. He is
a former Treasurer of Queensland and is a
prominent company director.

He has been Macarthur Coal Chairman since the
company’s public listing on 5 July 2001.

Keith was appointed to the Audit and Risk
Management Committee on 18 February 2003
and the Nomination and Remuneration
Committee on 13 June 2003.

Keith’s appointments to boards of other publicly
listed companies include Chairman of Trinity
Limited from 14 December 2004 and Director of
Reef Corporate Services Limited from 1
December 1999.

Keith is Chairman of Queensland Sugar Limited, Cubbie Group Ltd, Nimrod Resources Limited, and the
Global Sugar Alliance.

In 2006, Keith was made a Member of the Order of Australia for service to Queensland. He also has
honorary doctorates from both James Cook and Central Queensland universities.
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BE, MAusIMM, FAIM, FAICD
Deputy Chairman
Non-executive Director

Roger has extensive domestic and international
coal industry experience covering management,
marketing, finance and operational roles.

He has been Macarthur Coal’s Deputy Chairman
since 5 July 2001.

Roger was appointed to the Nomination and
Remuneration Committee on 13 June 2003 and
the Special Projects Committee on 11 August
2008.

Roger’s appointments to boards of other publicly
listed companies include Chairman of Queensland
Ores Limited from 18 May 2005, Chairman of
Southern Uranium Limited from 14 April 2007,
director of CITIC Australia Trading Limited from 3 April 2002 and director of Copper Resources
Corporation Ltd from 1 November 2005 to 4 June 2007.

Peter Forbes, 60

FCPA, FCIS, FAICD, SA Fin
Independent, non-executive Director

Peter has more than 30 years of experience in
senior financial and corporate management roles,
including 14 years as Deputy Chief Executive and
Executive General Manager — Equities for
Queensland Investment Corporation, one of
Australia’s largest wholesale fund managers.

Peter was appointed as a Macarthur Coal director
on
14 November 2003.

Peter has been a member of the Audit and Risk
Management Committee since 14 November 2003
and was appointed Chairman of the Committee
on 16 August 2007. He was appointed to the
Special Projects Committee on 16 August 2007.

Peter is a director of both Cubbie Group Ltd and QIC Private Capital Pty Ltd, and is a member of the
Queensland Council of the Australian Institute of Company Directors (AICD).

Nicole Hollows, 37

BBus (Acctg), Grad Dip CSP, Grad Dip Adv Acctg
(Dist), ACIS, CA, GAICD
Chief Executive Officer and Managing Director

Nicole was appointed Chief Executive Officer of
Macarthur Coal in January 2007 and Managing
Director in June 2007. Prior to this Nicole held
the positions of Acting CEO, Deputy CEO and
Chief Financial Officer.

Nicole joined the group in 1998 and was
appointed Company Secretary and Chief Financial
Officer of Macarthur Coal (C&M Management) Pty
Ltd (then Australian Premium Coals Pty Ltd), the
manager of the company’s Coppabella and
Moorvale coal mines in Queensland’s Bowen
Basin.

file:///E|/Wcb2b4821ef5e8.htm[18/02/2011 4:36:32 PM]



Macarthur Coal Annual Report 2008 | Board of Directors

In 2007 Nicole was appointed to the Board of the
Queensland Resources Council.

In her role, Nicole is responsible for the day-to-day management of all company operations and plays an
integral role in the company’s investigation of new emerging markets for its coal product and expansion
plans to grow production. Nicole has more than 16 years of experience in the resources sector.

Chen Zeng, 44

BA (Economics), M International Finance,
member Asia Society, member Australia China
Business Council

Non-executive Director (appointed 23 July 2007)

Chen is the Managing Director of CITIC Australia,
a company that is a long time shareholder,
participant and investor in Macarthur Coal’s coal
ventures and shares a similar business
philosophy.

Chen has over 19 years of experience managing
a number of business operations, corporate and
asset restructures and has developed several
projects for the CITIC and CITIC Australia
groups.

He is also a director of the China Chamber of
Commerce in Australia, CITIC Australia Trading
Limited (appointed as director on 3 April 2002,
currently non-executive director and Chairman since 14 May 2004) and Marathon Resources Limited
(appointed 27 December 2006). He was appointed an Executive Director of CITIC Resources Holdings
Limited on 1 April 2004.

Chen was appointed as a Macarthur Coal director on 23 July 2007 and was appointed to the Special
Projects Committee on
16 August 2007.

Don Nissen, 64 (resigned 7 June 2008)

FAIM, FAICD
Non-executive Director

Don has more than 42 years of experience in banking and finance including ten years as the Queensland
General Manager for the Commonwealth Bank.

He was appointed as a Macarthur Coal director on 5 July 2001 and resigned on 7 June 2008.

Don was Chairman of the Audit and Risk Management Committee from 18 February 2003 until 16 August
2007 and was a member of the Audit and Risk Management Committee until his resignation in June 2008.

Don’s appointments to boards of other publicly listed companies include Ariadne Australia Limited from 17
February 2001 to 18 March 2008 and Brisbane Broncos Limited from
16 November 1998 to 25 October 2004.

Ken Talbot, 58 (resigned 23 June 2008)

BE, ME, ASIA, FAICD, FAusIMM
Non-executive Director

Ken has 37 years of experience in the Australian coal industry, including five new mine developments.

Ken was the founder of Macarthur Coal. He has 21 years of experience as a Chief Executive
Officer/Managing Director until his resignation as CEO in January 2007 and resignation as director on 23
June 2008.

Ken was a director of Queensland Resources Council from 2001 until 2007.

Ken has received a Centenary Medal in 2003, the Australian Export Heroes Award in 2006 and was named
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the Ernst & Young Champion of Entrepreneurship for the Northern Region in 2006.

Ken was appointed to the Nomination and Remuneration Committee on 13 June 2003 and was appointed
Chairman of the Special Projects Committee on 16 August 2007. He held these positions until his
resignation in June 2008.
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Lisa Dalton, 44

BAppSc, MAppSc, LLB (Hons), GAICD
Company Secretary

Lisa joined Macarthur Coal having formerly held the position of Company
Secretary at Tarong Energy. Lisa provides support to the Board and its
committees, facilitates compliance with the corporate governance framework and
coordinates risk and compliance management at Macarthur Coal.

Lisa began her career at Clayton Utz, has been corporate counsel and company secretary for an
international biotechnology company, and was Principal Legal Officer in the Corporate Governance and
Business Services Unit at Crown Law.

Stuart Hatton, 41

BCom, CAP, GAICD
Chief Financial Officer

Stuart was appointed to this position in August 2008 having previously held the &
position of CFO and General Manager Commercial Services at Aurora Energy in i‘
Tasmania. He is responsible for all financial aspects of the business including .l

treasury, finance and financial reporting.

Stuart also has extensive commercial and finance experience in other corporations including as CFO and
General Manager Finance & Commercial at Tarong Energy. He has also worked in the finance and
commercial areas of BHP and Pasminco (now Nystar) and as an external auditor for KPMG.

Peter Kane, 43

BE (Mining), MAusIMM, MMAA, Certified Mine Manager
Chief Operating Officer

Peter was appointed to this position in February 2008 and is responsible for
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overseeing all operational aspects of the company's business.

Peter has extensive experience in the mining industry in both iron ore and coal
mining and has worked for such companies as BHP Iron Ore, BHP Australia Coal, Thiess and, most
recently, Leighton Contractors.

Gary Lee, 53

BAppSc (Hons)
Vice President — Marketing

Gary was appointed in January 2004 and is responsible for the sales and
marketing of all coal types from Coppabella and Moorvale mines. Gary has 30
years of coal industry experience in both technical and marketing roles.

He has extensive experience in international coal markets for both metallurgical and thermal coal.

Shane Stephan, 45

BBus (Dist), MBA (AGSM), MAusIMM, MAICD, Certified Mine Manager
Chief Development Officer

Shane was appointed as Chief Development Officer in December 2007 having
previously held the position of Chief Financial Officer and before that, Vice
President — Strategy and Corporate Development. Shane oversees corporate
development, mergers and acquisitions, investor relations and the company’s
exploration program.

Shane has been with the company for over seven years and holds formal qualifications in banking and
finance as well as mining engineering and management.

Shane has over 22 years of resource industry experience with 19 years of coal mining experience
including senior line management roles, experience as the District Inspector of Mines in Queensland and
as a member of the Coal Industry Health and Safety Advisory Council in Queensland. Shane was also
previously employed as an executive in the structured and corporate finance divisions of an international
investment bank.
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Details of the directors of the company at any time during or since the end of the

financial year are as follows:

BA, HonDLitt, DUniv, QDA, FAICD, FAIM
Chairman
Independent, non-executive Director

Keith has extensive commercial experience. He is
a former Treasurer of Queensland and is a
prominent company director.

He has been Macarthur Coal Chairman since the
company'’s public listing on 5 July 2001.

Keith was appointed to the Audit and Risk
Management Committee on 18 February 2003
and the Nomination and Remuneration
Committee on 13 June 2003.

Keith’s appointments to boards of other publicly
listed companies include Chairman of Trinity
Limited from 14 December 2004 and Director of
Reef Corporate Services Limited from 1
December 1999.

Keith is Chairman of Queensland Sugar Limited, Cubbie Group Ltd, Nimrod Resources Limited, and the
Global Sugar Alliance.

In 2006, Keith was made a Member of the Order of Australia for service to Queensland. He also has
honorary doctorates from both James Cook and Central Queensland universities.
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Roger Marshall, OBE, 69

BE, MAusIMM, FAIM, FAICD
Deputy Chairman
Non-executive Director

Roger has extensive domestic and international
coal industry experience covering management,
marketing, finance and operational roles.

He has been Macarthur Coal’s Deputy Chairman
since 5 July 2001.

Roger was appointed to the Nomination and
Remuneration Committee on 13 June 2003 and
the Special Projects Committee on 11 August
2008.

Roger’s appointments to boards of other publicly
listed companies include Chairman of Queensland
Ores Limited from 18 May 2005, Chairman of
Southern Uranium Limited from 14 April 2007,
director of CITIC Australia Trading Limited from 3
April 2002 and director of Copper Resources Corporation Ltd from 1 November 2005 to 4 June 2007.

Peter Forbes, 60

FCPA, FCIS, FAICD, SA Fin
Independent, non-executive Director

Peter has more than 30 years of experience in
senior financial and corporate management roles,
including 14 years as Deputy Chief Executive and
Executive General Manager — Equities for
Queensland Investment Corporation, one of
Australia’s largest wholesale fund managers.

Peter was appointed as a Macarthur Coal director
on
14 November 2003.

Peter has been a member of the Audit and Risk
Management Committee since 14 November 2003
and was appointed Chairman of the Committee
on 16 August 2007. He was appointed to the
Special Projects Committee on 16 August 2007.

Peter is a director of both Cubbie Group Ltd and
QIC Private Capital Pty Ltd, and is a member of the Queensland Council of the Australian Institute of
Company Directors (AICD).

Nicole Hollows, 37

BBus (Acctg), Grad Dip CSP, Grad Dip Adv Acctg
(Dist), ACIS, CA, GAICD
Chief Executive Officer and Managing Director

Nicole was appointed Chief Executive Officer of
Macarthur Coal in January 2007 and Managing
Director in June 2007. Prior to this Nicole held
the positions of Acting CEO, Deputy CEO and
Chief Financial Officer.

Nicole joined the group in 1998 and was
appointed Company Secretary and Chief Financial
Officer of Macarthur Coal (C&M Management) Pty
Ltd (then Australian Premium Coals Pty Ltd), the
manager of the company’s Coppabella and
Moorvale coal mines in Queensland’s Bowen
Basin.

In 2007 Nicole was appointed to the Board of the
Queensland Resources Council.
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In her role, Nicole is responsible for the day-to-day management of all company operations and plays an
integral role in the company’s investigation of new emerging markets for its coal product and expansion
plans to grow production. Nicole has more than 16 years of experience in the resources sector.

Chen Zeng, 44

BA (Economics), M International Finance,
member Asia Society, member Australia China
Business Council

Non-executive Director (appointed 23 July 2007)

Chen is the Managing Director of CITIC Australia,
a company that is a long time shareholder,
participant and investor in Macarthur Coal’s coal
ventures and shares a similar business
philosophy.

Chen has over 19 years of experience managing
a number of business operations, corporate and
asset restructures and has developed several
projects for the CITIC and CITIC Australia
groups.

He is also a director of the China Chamber of
Commerce in Australia, CITIC Australia Trading
Limited (appointed as director on 3 April 2002,
currently non-executive director and Chairman
since 14 May 2004) and Marathon Resources
Limited (appointed 27 December 2006). He was appointed an Executive Director of CITIC Resources
Holdings Limited on 1 April 2004.

Chen was appointed as a Macarthur Coal director on 23 July 2007 and was appointed to the Special
Projects Committee on
16 August 2007.

Don Nissen, 64 (resigned 7 June 2008)

FAIM, FAICD
Non-executive Director

Don has more than 42 years of experience in banking and finance including ten years as the Queensland
General Manager for the Commonwealth Bank.

He was appointed as a Macarthur Coal director on 5 July 2001 and resigned on 7 June 2008.

Don was Chairman of the Audit and Risk Management Committee from 18 February 2003 until 16 August
2007 and was a member of the Audit and Risk Management Committee until his resignation in June 2008.

Don’s appointments to boards of other publicly listed companies include Ariadne Australia Limited from 17
February 2001 to 18 March 2008 and Brisbane Broncos Limited from
16 November 1998 to 25 October 2004.

Ken Talbot, 58 (resigned 23 June 2008)

BE, ME, ASIA, FAICD, FAusIMM
Non-executive Director

Ken has 37 years of experience in the Australian coal industry, including five new mine developments.

Ken was the founder of Macarthur Coal. He has 21 years of experience as a Chief Executive
Officer/Managing Director until his resignation as CEO in January 2007 and resignation as director on 23
June 2008.

Ken was a director of Queensland Resources Council from 2001 until 2007.

Ken has received a Centenary Medal in 2003, the Australian Export Heroes Award in 2006 and was named
the Ernst & Young Champion of Entrepreneurship for the Northern Region in 2006.

Ken was appointed to the Nomination and Remuneration Committee on 13 June 2003 and was appointed
Chairman of the Special Projects Committee on 16 August 2007. He held these positions until his
resignation in June 2008.
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Lisa Dalton B App Sc, M App Sc, LLB (Hons), GAICD, was appointed Company
Secretary on 24 May 2007. Lisa joined Macarthur Coal having formerly held the
position of Company Secretary at Tarong Energy Corporation Limited. Lisa
provides support to the Board and its committees, facilitates compliance with the
corporate governance framework and is responsible for legal services and human
resources services.

Lisa began her career at Clayton Utz, has been corporate counsel and company
secretary for an international biotechnology company and was Principal Legal
Officer in the Corporate Governance and Business Services Unit at Crown Law.
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The number of directors’ Board and committee meetings and respective attendance during the financial
year is detailed in the table below.

Keith De 22 22 5 6 2 2 * *
Lacy

Roger 20 22 * * 2 2 * *
Marshall

Don Nissen 16 19 6 6 = * * *
Peter 22 22 6 6 * * 6 6
Forbes

Ken Talbot 15 21 * * 1 2 4 6
Chen Zeng 21 21 * * * * 5 6
Nicole 21 22 * * * * * >
Hollows

A = Number of meetings attended B = Number of meetings held during the time the director held office
during the year.

Mr Don Nissen requested and was given a leave of absence from the Board on 20 May 2008 and
subsequently resigned on 7 June 2008.

Mr Ken Talbot requested and was given a leave of absence from the Board on 21 May 2008 and
subsequently resigned from the Board on 23 June 2008.
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* Not a member of the relevant committee.
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4. BOARD AND MANAGEMENT STRUCTURE

The Board has established three Board committees to help it oversee the management of the company.
The corporate governance statement which provides details of the governance framework and practices is
set out here.

With the move to owner operator at Coppabella Mine and the growth in the size of the company, it
became increasingly necessary to restructure the management systems at Macarthur Coal in order to
ensure efficient day-to-day operations while still maintaining the ability to place the required emphasis on
strategic management and plans for the future.

During the year, the management structure was streamlined to create a senior executive group reporting
directly to the CEO. The direct report aroup is comprised of the Company Secretary, Chief Development
Officer, Chief Financial Officer, Vice-President Marketing, and Chief Operating Officer. This reduced the
number of direct reports to the CEO thus enabling her to focus on strategic management.

The position of Chief Operating Officer is a new position, created during the year, and this person is
accountable for managing all operational aspects of the company safely and within the specific targets set
by the Board.

The Internal Audit function is outsourced. Internal Auditors attended the majority of meetings of the Audit
and Risk Management Committee to report on internal audit activities undertaken during the quarter.

file:///E|/Wce274ec02f43f.htm[18/02/2011 4:36:50 PM]


http://www.macarthurcoal.com.au/

Macarthur Coal Annual Report 2008 | Board and Management Structure

MACARTHUR COAL LIMITED MANAGEMENT STRUCTURE

Board of Directors

Special Audit & Risk Nomination &

arLa g Ing

Projects Management Remuneration
Committee Committes Committee

Developmeant

PREVIOUS NEXT

file:///E|/Wce274ec02f43f.htm[18/02/2011 4:36:50 PM]



Macarthur Coal Annual Report 2008 | Corporate Governance Statement

COMMUMICATION CBJECTIVE

HKGHLIGHTS & ACHIEWEMENTS

(HALLENGES

FMAMCAL RESULTS

OUR ANANCIAL CONTRIBUTION TO
THE ECONCMIES OF THE REGION,
STATE & COUNTRY

QUR TOP 5 PRICRITIES FOR 2008

OUR PROFILE

QUR TOR 5 PRICRITIES FOR 2009

(HAIRMAMN'S REPORT

CEQ'S REPORT

OUR OPERATHOMNAL PERFORMAMNCE

CORPORATE SOCIAL RESPOMSIBILITY

LEADERSHIP & MAMNAGEMENT toand A Lo ser, Cammunlcation g saam at C ella Mine.

MRECTORS' REPORT

FAMAMCAL PERFORMANCE

5. CORPORATE GOVERNANCE STATEMENT

The foundation of our approach to corporate governance is our Four Pillars: Lead the Way, Value People,
Talk Straight and Work Together. These values underpin our activities and business decisions and the way
we interact with each other, our shareholders and the community in which we operate.

The Board and executive management of Macarthur Coal are committed to corporate governance
practices which reflect the expectations of shareholders, the market and regulators and which ensure
transparent oversight of the company’s operations and performance. Through the company’s corporate
governance framework, the Board, CEO and Executive Committee (ExCo) aim to encourage the creation
of shareholder value through entrepreneurial approaches to innovation, development and exploration.

Macarthur Coal has elected to report against the Second Edition of the ASX Corporate Governance
Council’s Principles for Good Corporate Governance (the “Principles”) in advance of the requirement of the
ASX. Corporate Governance practices remain under constant review with the Board, CEO and ExCo; the
overall objective being to ensure accountability and transparency in the management of the company.

PREVIOUS NEXT
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5.1 Compliance with the Principles

Set out below is a summary of the company’s self-assessment against the Principles:

Click the tables below to zoom.

Principle 1: The Board and Management are clear about their

roles and responsibilities.

1.1 We have established clear delegations of authority v
between the Board and management

1.2 A review of senior executive remuneration took place in v
the reporting period. The remuneration report on page 41
describes the principles and process followed

1.3 There have been no departures from Principle 1.
Qur website www. macarthurcoal com au contains links
to our Board Charter, Directors Code of Conduct and a
summary of our Delegation of Authority Policy.
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Principle 2: Collectively, the Board’s experience in relevant
facets of mining and business ensures that it adds value

to the company. A majority of the Board, however, is not
independent. There are plans to appoint two independent
non-executive directors to the Board.

2.1 The majority of the Board (at the date of this report) is x
not independent.

2.5 No formal evaluation of the performance of the Board, A
its committees or individual directors took place in the
reporting period and the reasons for this are explained
on page 27.

Principle 3: Macarthur Coal promotes ethical and responsible
decision making by its directors and staff and uses a number
of tools to ensure this happens including:

« Constantly referring to the Four Pillars for guidance when
making decisions, communicating and interacting between
ourselves and with our stakeholders

* Ensuring codes of conduct for directors and employees are in
place and regularly referred to

¢ Being clear and regularly communicating the company's
expectation about the trading in the company’s shares by
directors, executives and employees.

3.1 Our codes of conduct for our employees and our directors
apply without exception to directors and employees and
are clear on the company’s expectations. They also set
out the process for reporting and investigating reports of
unethical behaviour.

3.3 Our Codes of Conduct and Share Trading Policy are made
available to our staff through the intranet and are also
accessible on our website at www macarthurcoal com au.

iple 4: We believe our systems and controls independently
and safeguard the integrity of our financial reporting.

4.1 We have an Audit and Risk Management Committee Ve
(ARMC) that met six times during the year.

4.3 The ARMC operates under a formal charter approved by v
the Board which was also reviewed and enhanced during
the year so that the ARMC now plays a more involved
role in monitoring material business risks and reporting
on these to the Board. A copy of the ARMC charter is
available on our website at www macarthurcoal com au.
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Principle 5: Timely and balanced communication with our
staff and our stakeholders is integral to our business.

Principle 6: We strive to ensure communication with our
shareholders is timely and presented in a clear manner.

Principle 7: Our Risk Management Framework ensures risk
management is embedded in our day to day decision making.

PREVIOUS
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The Board and Management are clear about their roles and responsibilities.

The Board’s primary role is to protect and enhance long-term shareholder value. Our Board Charter
documents the roles and responsibilities of the Board, the Chairman, the CEO, the CFO and the Executive
Committee.

The Board has established three board committees:

The Audit and Risk Management Committee — see for details on this Committee’s function and
membership

The Nomination and Remuneration Committee — see for details on this Committee’s function and
membership

The Special Projects Committee — see for details on this Committee’s function and membership.

During the year a Takeover Committee was also established during the year consisting of the two
independent non-executive directors, Mr De Lacy and Mr Forbes, and the Managing Director, Ms Hollows.
The Committee managed the day-to-day activity related to the potential change of control transactions
during the latter part of the 2008 financial year. It met frequently but was not provided with any
delegated authority from the Board.

The Board has responsibility for the effective oversight of Macarthur Coal and guiding and monitoring the
company’s activities to ensure proper management and constant improvement.

Specifically the Board has responsibility for:

Strategy approving, evaluating and monitoring strategy, its implementation and measurement of
key performance indicators
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Business approving and overseeing major expenditure, acquisitions/divestments and business
Performance operations

Leadership evaluating the performance of non-executive directors, determining the size and
composition of the Board and its committees and making recommendations to
shareholders on director appointment and retirement

monitoring and managing the performance of the CEO and succession planning for the
CEO

approving the appointment/removal of executive management

Remuneration recommending director remuneration to shareholders for approval
setting CEO remuneration and monitoring executive remuneration within Board-
approved remuneration policy limits

Financial approving all half-yearly and annual financial reports

Performance
& Reporting evaluating, approving and monitoring annual budgets

Safety & monitoring safety and environmental performance and ensuring appropriate resources
Environmental are available to meet environmental and workplace health and safety management
Management  plans
Risk reviewing with management how the strategic environment is changing, what key
Management  business risks and opportunities are appearing, how they are being managed and what,
if any, modifications in strategy direction should be adopted
overseeing mitigation plans for the company’s material business risks

approving and monitoring compliance with the company’s internal control system
including internal and external audit

The Special Projects Committee operates under a Board-approved charter, a copy of which is available on
our website at . The Committee is responsible for reviewing, analysing and
providing guidance to management on special projects that may arise from time to time. This includes
providing guidance and recommendations during pre-feasibility and feasibility stages of various projects
and overseeing due diligence processes prior to recommendations being made to the Board for approval
of a special project.

The Committee comprised the following directors during the 2008 financial year:

Ken Talbot — Chairman and non-executive director (resigned 23 June 2008)
Peter Forbes — non-executive director
Chen Zeng — non-executive director.

The CEO and Chief Development Officer attend the Special Projects Committee meetings by invitation.

Mr Roger Marshall, non-executive director, was appointed to the Special Projects Committee on 11 August
2008 as a replacement for Mr Talbot.

The Executive Committee (ExCo) provides leadership to Macarthur Coal.

The role of the ExCo is to demonstrate leadership by operating as a team; providing support to and
working with the CEO to ensure the effective implementation and communication of strategies, business
plans, projects and policies as approved by the Board.

ExCo is responsible for the following:

determining business priorities (Top Five) for Board approval

completing the company’s Top Five key priorities for the current and next month on a rolling basis
implementing business priorities and monitoring

outcomes achieved

managing principal and major business issues as they arise

monitoring the material business risk register and ensuring execution of risk mitigation plans
monitoring safety and environmental issues and trends

ensuring cross-business unit communication
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supervising projects/activities with corporate-wide impacts and ensuring outcomes are achieved
analysing business opportunities and recommending potential courses of action to the Board
approving corporate-wide policies and procedures that do not require Board approval
monitoring community relations activities

ensuring ongoing development of culture and reinvigorating our Four Pillars/values.

Further details of individual directors and the Board’s responsibilities are provided in the company’s Board
Charter and Directors on the page.

Code of Conduct available on the company’s website at

The performance of the CEO and senior executives is continually assessed with a formal one-on-one
review undertaken every six months. The process for evaluating the performance of the CEO and senior
executives and the outcomes of the reviews conducted during the financial year and any departures from
the process are set out in the
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5.3 Structuring the Board to Add Value

Collectively, the Board’s experience in relevant facets of mining and business ensures that it adds value
to the company. A majority of the Board, however, is not independent. There are plans to appoint two
independent non-executive directors to the Board.

Details of the directors of the company and their tenure are set out here.

5.3.1 Independence

Collectively, the directors’ experience, which includes coal mine operations, project development,
corporate governance, capital markets, banking, finance, government, marketing and dealing with Asian
markets, ensures that the Board is structured to add value to the company.

Two non-executive directors of the Board resigned in June of this year. Prior to this, and for the majority
of the year, the Board comprised seven directors; six non-executive directors and one executive director.
The current board has four non-executive directors and one executive director. At the date of this report,
selection of two independent non-executive directors was underway.

The Board has reviewed the independent status of the Board and has determined that throughout the
year and as at 30 June 2008, the majority of the directors are not independent:

two of the directors, Mr De Lacy (Chairman) and Mr Forbes (Chairman of the ARMC), are independent
directors giving the Board access to independent and unfettered judgement

Mr Marshall has been a non-executive director since the company listed in 2001 and, despite not strictly
meeting the criteria for independence because of his relationship with CITIC (the company’s largest
shareholder) and a consulting agreement with the company (which ended on 31 December 2007), in the
Board’s view, he retains a strong independence of mind and attitude.

Mr Zeng is the representative of the largest shareholder in the company and, although retaining a
strong independence of mind and attitude, does not meet the criteria of independence set out in the
Principles.

Although the Board does not believe that the decision-making capacity of the Board is compromised
because of its lack of independence, the resignations of Mr Nissen and Mr Talbot provided an opportunity
for the Board to undertake an assessment of both the Board’s composition and size and the directors’
skills, expertise and competence in the context of the company’s strategic objectives and material
business risks.
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The review identified:

the size of the Board, which should be a minimum of seven directors with the majority (at least four)
being independent

the skills and expertise required for potential new directors. Under the guidance of the NRC, a wide
base of potential directors has been sourced. Nominated directors will then be assessed by the Board
against criteria such as background, experience, skills, availability and personal qualities.

If a new director is appointed by the Board during the year, that person stands for election by
shareholders at the next AGM.

Our constitution states that at each AGM one-third of its directors (excluding the CEO) and any director
who has held office for three or more years since their last election must retire. Eligible directors who
retire by rotation may offer themselves for re-election by shareholders at the next AGM.

To facilitate independent judgement and thinking by directors, all directors, at the company’s expense
and with the consent of the Chairman, may obtain independent advice concerning any aspect of
Macarthur Coal’s operations from time to time.

The Chairman may determine that any advice received by an individual director will be circulated to the
remainder of the directors.

The NRC has responsibility for ensuring that the Board comprises individuals best able to discharge their
responsibilities as directors and that director remuneration arrangements are equitable
and transparent.

The Committee operates under a Board-approved charter and has responsibility for the following
nomination functions:

determining the skills and competencies necessary for the efficacy of the Board
establishing guidelines for the evaluation of the Board and its individual members
identifying suitable candidates for appointment to the Board

recommending the appointment or removal of directors

selecting and overseeing the appointment of the company’s CEO.

The Committee comprised the following directors during the 2008 financial year:

Keith De Lacy — Chairman, independent, non-executive director
Roger Marshall — non-executive director
Ken Talbot — non-executive director (resigned 23 June 2008).

At the date of this report, Mr Talbot’s position on the NRC has not been filled. Committee membership will
be reviewed when new independent directors are appointed. It is the intention that the NRC has a
majority of the independent directors.

The Committee met twice during the financial year. Attendance is detailed in the

Directors, upon consenting to become a director, receive a letter of appointment from the company which
includes information such as their term of appointment and remuneration structure, the company’s codes
of conduct and policies, indemnity and insurance arrangements, and continuing education arrangements.
In addition, an induction program is tailored to meet the newly-appointed director’s needs.

An extensive evaluation of the Board was undertaken in June 2007. This year, the normal Board
evaluation period (May to July) was characterised by merger and acquisition activity and uncertainty
about the ongoing tenure/composition of the Board. During this period, two directors, Don Nissen and
Ken Talbot, resigned. For this reason, no formal evaluation was conducted during the year. An evaluation
of the Board and its sub-committees will be undertaken in 2009.

The Board has established and has delegated its authority to the NRC to approve remuneration increases
and short term incentives (both Key Performance Indicators (KPIs) for future years and assessment of
current year’s performance) for senior executives. Remuneration increases and KPIs for the CEO are
assessed by the Chairman, recommended by the NRC and approved by the Board.
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Full details on the remuneration paid to the non-executive directors, the CEO and the key management
personnel are outlined

Document and make publicly available the Board’s policy for the selection and appointment of new
directors and the re-election of incumbents, including the number of terms a director can serve

Have a majority of the Board as independent non-executive directors

Undertake a Board, Committee and Director Evaluation.
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5.4 Ethical and Responsible Decision Making

Macarthur Coal promotes ethical and responsible decision making by its directors and staff and uses a
number of tools to ensure this happens including:

= constantly referring to the Four Pillars for guidance when making decisions, and when communicating
and interacting between ourselves and with our stakeholders

= ensuring codes of conduct for directors and employees are in place and regularly referred to

= being clear and regularly communicating the company’s expectation when directors, officers and
employees trade in the company’s shares.

5.4.1 Ethical Standards

All directors and employees are expected to adhere to certain basic principles in all activities in
recognition of the fact that Macarthur Coal’s reputation is an essential element of its success.

The ethical requirements for directors and employees are contained in the company’s Corporate Code of
Conduct and Directors Code of Conduct. In addition, the company has a Fraud and Corruption Policy, the
objective of which is to protect the revenue, property, information and other assets of the company from
any attempt — either by members of the public, contractors or its own employees — to gain by deceit,
financial or other benefits.

The codes and the Fraud and Corruption Policy are made available to directors and all staff. New
employees and directors are made aware of their obligations as part of their induction process.

5.4.2 Corporate Code of Conduct

The Corporate Code of Conduct applies without exception and sets out the standards to which directors
and employees will adhere in conducting business, including:

= commitment to shareholders
= compliance with the law
= environmental protection

= occupational health and safety
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equal employment
confidentiality
conflict of interest
general conduct
reporting unethical behaviour.
All employees received refresher training on the Corporate Code of Conduct throughout the year and were

asked to sign compliance certificates and disclose any issues they were aware of that could impact the
application of the Code to management practices.

The Corporate Code of Conduct is accessible by all staff through our intranet and can be accessed on the
company’s website at www.macarthurcoal.com.au.

The Directors Code of Conduct, provided to directors during their induction, sets out the principles that
apply to directors in addition to those stipulated in the Corporate Code of Conduct, including:

behaviour that serves the best interests of Macarthur Coal

exercise of care and diligence

proper use of information

declarations and protocol for managing conflicts of interest

full and frank disclosure of potential or actual conflicts of interest
enquiring, open and independent processes at meetings

maintenance of confidentiality

avoidance of any activity which could bring Macarthur Coal into disrepute
adherence to all corporate governance policies

devotion of sufficient time to execute duties

compliance with the spirit as well as the letter of all laws

trading in company securities in accordance with the company’s Share Trading Policy.

The Directors Code of Conduct can be accessed on the company’s website at www.macarthurcoal.com.au.

Directors declare any personal material interest to the Board as it arises to provide the Board with notice
of potential conflicts of interest and factors that may affect independence. Any director with an interest in
a transaction is required to withdraw themselves from the Board decision-making process. Decisions
related to the matter creating the conflict are determined in the absence of the affected director. Notices
of material personal interests are documented in the minutes. Details of director-related entity
transactions with Macarthur Coal are set out in to the financial statements.

Macarthur Coal encourages ownership of company shares by directors, employees and contractors as a
means of aligning their interests with shareholders’ interests. However, trading in the company’s
securities is to occur only in accordance with the company’s Share Trading Policy, common law, the
Corporations Act 2001, and the ASX Listing Rules.

The company’s Share Trading Policy was enhanced during the year to:

succinctly inform directors, employees and contractors of the permissible trading windows, thus
minimising the risk of securities being traded by a director, employee or contractor when in possession
of price-sensitive information that is not in the public domain

clarify the company’s position on directors entering into margin lending arrangements in respect of
shares in the company

prohibit directors and employees from hedging the economic risk of a holding in unvested shares in the
company.

Key elements of the policy are:

an explanation of the need for a Share Trading Policy

details of permissible and prohibited trading periods
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details of who to contact to seek approval should anemployee, director or contractor wish to trade
shares outside the trading window

an explanation of what constitutes price-sensitive information.

The Share Trading Policy requires directors, employees and contractors to inform the Company Secretary
of any trading in company securities, whether conducted personally, through a family member, through a
trust, or through a company in which they have any influence or control.

Macarthur Coal operates with a zero tolerance to fraud and corruption. The policy requires management
to institute and maintain a system of internal control to provide reasonable assurance for the prevention
and detection of fraud, misappropriations and other irregularities. Internal audit has the primary
responsibility for the investigation of all fraudulent or corrupt activity. The policy also details a procedure
for reporting and investigating possible fraudulent or corrupt activity.

An internal review of fraud risk will be undertaken in 2009 and a staff refresher on fraud and corruption
and the whistleblower provisions of the policy will be carried out and will include practical examples of
different scenarios.
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5.5 Integrity in Financial Reporting

We have systems and controls to independently verify and safeguard the integrity of our financial
reporting.

5.5.1 Audit and Risk Management Committee (ARMC)

The ARMC oversees financial reporting, risk management and disclosure practices consistent with the
corporate governance framework. The Committee’s members are:

= Peter Forbes — Chairman, independent, non-executive director

= Keith De Lacy — independent, non-executive director

= Don Nissen — non-executive director (resigned 7 June 2008).

The Committee met six times during the year. Details of attendance are provided here. Mr Nissen’s

position on the Committee is yet to be filled, however, it is the Board’s intention that the replacement will
be an independent non-executive director.

The ARMC operates in accordance with the ARMC Charter approved by the Board, a copy of which is
available on the company’s website at www.macarthurcoal.com.au. The Charter includes information on
the composition of the Committee, removal or resignation of Committee members, meeting frequency,
reporting to the Board, duties and responsibilities, and reviewing performance.

5.5.2 ARMC Function

The Committee has responsibility for:

= the adequacy and efficacy of the accounting system

= the appropriateness and consistency of accounting policies with Australian Accounting Standards
(including Australian Accounting Interpretations)

= the integrity and quality of external financial reporting

= the independence, objectivity, scope and quality of external audits. KPMG were appointed auditors on
22 June 2001 and Macarthur Coal’'s engagement partner changed at the beginning of 2007
demonstrating Macarthur Coal’s adherence to the principle of rotating audit engagement partners every
five years
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assessment as to whether non-audit services provided by the external auditor are consistent with
maintaining the external auditor’s independence. At the end of each reporting period the external
auditor provides a declaration of independence in relation to the audit or half year review

provision of advice to the Board regarding the non-audit services performed by the external auditor and
compatibility with the general standard of independence of auditors imposed by the Corporations Act
2001

the review and monitoring of related party transactions and compliance with director-related party
transaction regulations

evaluation of the corporate risk assessment processes and the adequacy of the internal control
framework

evaluation of the performance and objectivity of the internal audit function. Ernst & Young provide
internal audit services

management of any outstanding matters with auditors, the Australian Taxation Office (ATO), Australian
Securities and Investments Commission (ASIC), ASX and financial institutions.

The Committee has unrestricted access to employees, the external and internal auditors and appropriate
external advisors. The external auditor is provided with the opportunity to meet with the Committee
without senior management being present to ensure that issues can be discussed in an uninhibited
manner.

The CEO, CFO and the Financial Controller attended Committee meetings at the invitation of the
Committee.

The external auditor, KPMG, attended two meetings at the Committee’s invitation. The internal auditor,
Ernst & Young, also attended four meetings at the Committee’s invitation. The internal and external
auditors attend meetings to present outcomes of their audits to the Committee.

The selection and appointment process for the external auditor is the responsibility of the Committee.
When a vacancy occurs, the Committee will meet and determine whether a replacement auditor should
be selected by way of a formal tender or some other appropriate method.

The Committee:

recommends a preferred external auditor to the Board. If the Board thinks fit, it will appoint the
recommended external auditor. The appointment of an external auditor is subject to ratification by
shareholders at the next annual general meeting

reviews the external auditor’s performance annually. The review will include obtaining feedback from
the CFO and other members of senior management regarding the quality of the audit service

ensures that the external auditor has arrangements in place for the rotation of the audit engagement
partner. The audit engagement partner for the audit must rotate every five years.

The detailed procedure that the ARMC follows for selection of the external auditor is set out in the ARMC’s
Charter.
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Timely and balanced communication with our staff and our stakeholders is integral to our business.

The company has a Continuous Disclosure Policy that aids Macarthur Coal in fulfilling its reporting
obligation to provide investors with information in the manner expected of listed companies to enable
investors to make an informed assessment of the value of the company’s securities.

The Policy:

enables Macarthur Coal to balance the information needs of investors with the company’s needs to
achieve business goals and protect confidential or commercially sensitive information, in a disciplined
way and consistently with its legal obligations

defines the parameters of disclosure to manage investor expectations and minimise the potential for
positive or negative surprises

provides a disciplined approach to disclosure to achieve consistent disclosure levels ‘in good times and
bad’ and thereby enhance Macarthur Coal’s credibility

ensures information for investors is easy to understand and accurate at all times.

All Macarthur Coal employees, particularly the ExCo group, are aware of the Continuous Disclosure Policy,
the importance of compliance and the need for all employees to ensure that Macarthur Coal management
is to be made aware of any information which may need to be disclosed to the ASX. Refresher training on
this policy was undertaken during the year.

The Company Secretary is informed immediately of any matters which have the potential to influence
Macarthur Coal’s share price or are required to be released to the market.

The Company Secretary must immediately provide the information to the CEO (or if not available, the
Chairman) who will decide whether the information provided requires disclosure. If considered
appropriate, the CEO may consult with the Chairman and other available directors in making a decision.

The company has disclosure deeds in place with all of its directors to ensure directors disclose changes in
their relevant interests in a timely manner to facilitate the company’s compliance with the Listing Rules.
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In addition, a standing item has been added to every Board agenda to prompt disclosure of changes to
relevant or material personal interests.

5.6.3 2009 Objective

Enhancement and implementation of our Stakeholder Communication Plan.
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We strive to ensure communication with our shareholders is timely and presented in a clear manner.

The company takes its obligations to communicate with shareholders seriously and is committed to
monitoring and improving communication. The Shareholder Communication Policy was established to
ensure that shareholders are provided with timely, balanced communication that is written in plain
language.

Shareholder communication is conducted in accordance with the company’s Continuous Disclosure Policy,
the ASX Listing Rules and the Corporations Act 2001.

The Executive General Manager - Corporate Development and Investor Relations has been appointed to
deal with shareholder queries, whether in person, via telephone, email or post.

Principally, the company communicates with shareholders in the following ways:

Information with the potential to affect the price or value of the company’s securities or to influence an
investor’s decision to trade in the company’s securities is released to the ASX and then placed on
Macarthur Coal’s website. Selective or differential disclosure is precluded thereby ensuring that no
individual or group benefits from possession of market sensitive information.

The company made 45 ASX announcements during the year, including quarterly, half-yearly and annual
reports. The major announcements were:

2 July MCC Supports CITIC’s increased shareholding
2007 The company announced its support for the increased stake in the company taken up by
CITIC Australia Coal Pty Ltd from 11.62 % to 19.9%.

23 July Appointment of Chen Zeng to Board
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The Board announced the appointment of Mr Chen Zeng to the Board as a non-executive
director.

Redundancies at Coppabella Mine

Macarthur Coal confirmed that the mining contractor for Coppabella, Downer EDI Mining,
was reducing its staff and subcontractor numbers at the mine in preparation for Macarthur
Coal taking over operations at Coppabella.

Statement of Claim served

The Board announced that it had been informed that two wholly-owned subsidiaries of the
company, Monto Coal Pty Ltd and Monto Coal 2 Pty Ltd were served with a statement of
claim for proceedings in the Supreme Court of Queensland by the three joint venture
participants in the Monto Coal Joint Venture which are not associated with Macarthur Coal
Limited. The claim is for damages of not less than $68.97 million for breach of contract plus
interest and costs.

Annual Report
Macarthur Coal released its full-year results by way of the company’s Annual Report.

Half year profit guidance final

The Board of Directors announced profit guidance for the first half of the 2008 financial
year. Based on forecasts, profit for the six months to December 2007 was likely to be in the
range of $12 million to $18 million which was significantly lower than the $42.2 million
reported in the previous corresponding half.

Monto Heads of Agreement

The Board of Directors announced the company had entered into a Heads of Agreement
with Noble Group Limited in Hong Kong for the sale of a 19.61% interest in the share
capital of Monto Coal 2 Pty Ltd. The consideration was $48.5 million.

Purchase of Custom Mining

The Board of Directors announced the signing of a Share Sale Agreement for the purchase
of 100% of the shares in Custom Mining Limited. Payment for the acquisition was split
between cash and Macarthur Coal shares.

Downer EDI Settlement

Macarthur Coal and Downer EDI Mining reached agreement in settling the long-standing
dispute between the parties

at Coppabella Mine.

Completion of Custom Mining Transaction
Macarthur Coal announced the completion of the acquisition of Custom Mining Limited. The
details of the transaction were previously announced on 10 December 2007.

Mining Activities Suspended due to Heavy Rain

Macarthur Coal announced that the recent heavy rain event, where Coppabella Mine
recorded in excess of 233mm in

two days, temporarily disrupted coal mining activities at both mines. While there was some
damage to haul roads and mining activities were suspended temporarily, there was no
damage to large, mobile equipment.

Macarthur Coal declares Force Majeure
Macarthur Coal announced that the recent heavy rain event in central Queensland continued
to impact production.

Macarthur Coal Signs Share Sale Agreement For Sale of Shares in Monto 2 Pty Ltd
Macarthur Coal announced the signing of a Share Sale Agreement for the sale of a 19.61%
interest in the share capital

of Monto Coal 2 Pty Ltd, a wholly-owned subsidiary of the company, to Paway Limited, a
member of the Noble Group. The consideration was $48.5 million as announced by the
company on 10 December 2007.

Half Yearly Report and Accounts
Macarthur Coal released its half-yearly results by way of an Appendix 4D.

Macarthur Coal Confirms it has Received an Approach by a Third Party
In view of recent media speculation, the Board confirmed it had received an approach from
a third party in relation to a potential transaction.

Hyundai Steel PCI Supply Agreement

Macarthur Coal signed an agreement to enter into a long-term contract for the supply of
Coppabella PCI coal with Hyundai Steel Company Limited for use in their new blast furnace
from 2009.

Macarthur Coal Addresses Continuing Speculation about Approach from Third
Party

Further to Macarthur Coal’s announcement of 21 April 2008, and having regard to
continuing market speculation, the Board advised that discussions with a third party were
continuing.

ArcelorMittal Investment in Macarthur Coal

Macarthur Coal announced that ArcelorMittal acquired a relevant interest in 14.9% of
Macarthur Coal through two special crossings on the ASX at $20.00 for each Macarthur Coal
share.

Macarthur Coal Announces Resource Increase
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2008 Macarthur Coal announced an upgraded JORC Inferred Resource of 164.6Mt in the Vermont
East/Wilunga project
area. The resource was calculated following the exploration drilling program that took place
in the area over the past eighteen months.

10 June Don Nissen Resignation
2008 Macarthur Coal advised of the resignation of director, Mr Don Nissen from the Board.

20 June MCC Appoints CFO

2008 Macarthur Coal appointed Stuart Hatton as Chief Financial Officer.

23 June Ken Talbot resignation

2008 Macarthur Coal advised that Mr Ken Talbot had resigned from the Board.

Macarthur Coal’s contains information on its investments, investor relations (including the share

price [subject to a 20 minute delay]), all ASX announcements lodged since listing on the ASX in July
2001, the share registry contact information, the top 20 shareholder list, marketing, and corporate
governance documents. In 2007 a new website was implemented which features user-friendly access to
company information.

Shareholders and other interested parties may subscribe to receive the company’s ASX announcements
via email at: www.macarthurcoal.com.au/RegisterforNews/tabid/69/Default.aspx.

From this year, full interactive copies of our annual report will be available for viewing on our website.

Shareholders are provided with quarterly, half-yearly and annual reports.

In preparing its reports, Macarthur Coal attempts to present, not only its achievements, but also the
challenges that confront the company so that shareholders are able to form an accurate assessment of
the company.

The company also strives to ensure that language used in shareholder communication is readily
understandable and free from unnecessary jargon. To assist readers, the company provides a glossary of
mining industry and financial terminology in each annual report and also makes this available on the
company’s website at www.macarthurcoal.com.au.

The company encourages shareholders and other interested parties to attend and participate at its
general meetings. The company views the meetings as open forums that facilitate discussion between the
Board, management and shareholders. The meetings also provide the opportunity to demonstrate the
company’s commitment to accountability to shareholders and to gain valuable insight from shareholder
feedback.

All notices of general meetings and agendas are lodged with the ASX, mailed to shareholders and placed
on the company website.

The external auditor attends annual general meetings and is available to answer questions regarding the
audit.

Shareholders may submit questions prior to the meetings via letter, email or the website.

The rules for convening a general meeting are detailed in the company’s Constitution. Shareholders are
welcome to view the Constitution by visiting the company’s corporate office or requesting a copy.
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5.8 Recognising and Managing Risk

The company has identified its Material Business Risks, has mitigation plans in place and these are
monitored regularly by ExCo and the Board.

5.8.1 Risk Management Framework

The company has a comprehensive risk management and internal control system involving all levels of
the organisation which is integrated into day-to-day operations and includes structured reporting and
monitoring.

A Risk Management Policy, approved by the Board is in place. It requires that Macarthur Coal’s activities
be undertaken within Board-approved risk tolerance levels to protect profitability and assets. A copy of
the Risk Management Policy and Framework is available on the company’s website at
www.macarthurcoal.com.au.

The Risk Management Policy complements Macarthur Coal’s other policies, procedures and codes to
manage risk.

Policy Objective

Continuous  to ensure that price-sensitive information is released to the market through a structured
Disclosure process in compliance with the ASX continuous disclosure rules, and that third party
briefings are conducted only by authorised personnel

Delegation to ensure that commitment of Macarthur Coal funds, the subsequent expenditure of those
of Authority funds and asset disposals are approved by personnel with proper delegated authority
Policy

Short Term  to ensure that liquidity to meet operational requirements is maintained, that adequate
Investments controls are maintained to minimise loss of capital and that only authorised products are

used
Foreign to ensure exposure to currency risk caused by foreign exchange rate volatility is
Exchange minimised and that only low-risk hedging products are used
Health, to ensure maintenance of a safe and healthy work environment where people are

Safety and protected from injury or illness, our assets are not at risk and a sustainable balance is
Environment achieved between economic developments and the protection of the natural environment

Human to ensure that employees carry out operations in compliance with legislative
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Resources requirements, adhere to all relevant business codes of practice and have due regard to
the required ethical standards

Share to ensure that all trading in the company’s securities by employees and directors accords
Trading with Macarthur Coal’s Share Trading Policy, common law, the Corporations Act 2001 and
the ASX Listing Rules

Fraud & to protect Macarthur Coal, its revenue, property, information and other assets from any
Corruption attempt - either by members of the public, contractors or its own employees — to gain by
deceit, financial or other benefits

Segregation to minimise the opportunity for fraud to be committed or an error to be overlooked by

of Duties ensuring that Macarthur Coal’s financial activities are adequately segregated
Code of to ensure legal and ethical obligations to all stakeholders are met.
Conduct

Management, through the CEO and CFO, is accountable for identifying, assessing, monitoring and
managing strategic, financial and operational risks and the whole of company material business risks
facing the company. The key focus in 2008 has been to integrate into day-to-day activities, the
management and mitigation of material business risks.

Detailed risk registers have been developed to document key risks in the areas in which Macarthur Coal
operates. These areas include:

Strategy

Mining Operations
Marketing

Infrastructure
Exploration

Finance

Human Resources
Fraud

Information Technology.

The registers detail:

events with the potential to cause loss

consequences

existing mitigators

an assessment of the mitigators

an assessment of residual risk

a judgment on whether residual risk is within Board-approved tolerance levels

action plans to reduce residual risks below tolerance levels.
The ExCo group also develops a corporate-wide risk register that details high and extreme risks impacting
the whole of the company. A gap analysis is also undertaken between the risks identified by the ExCo
group and the high and extreme risks captured on the business unit risk registers. We are then assured
that material business risks facing the business from a corporate-wide perspective have been identified.
This process facilitates the development and implementation of risk mitigation plans for each material
business risk and ensures accountability for those mitigation actions is clear. The mitigation plans have

generated opportunities for performance improvement and key mitigation items have been incorporated
into senior executive KPIs for the 2009 financial year.

The company has identified 13 material business risks facing the business and provided reports to both
the ARMC and the Board on each of the material business risks and their associated mitigation plans. The
following list identifies the areas in which the company’s material business risks fall and is provided here
as context to aid appreciation of the challenges and opportunities faced by Macarthur Coal and the
industry generally (the list is by no means exhaustive):

infrastructure access
increasing regulation
carbon

rising costs
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maintaining licence to operate
business interruption
development of new projects
loss of or failure to attract skilled staff.
The company’s mitigation plans for each of the Material Business Risks are monitored quarterly by

management and six-monthly by the ARMC and the Board. Any changes in the material business risk
profile are reported to the Board through the CEO’s report.

Part of the company’s risk management framework includes a structured system for assessing, monitoring
and managing financial reporting and compliance risks.

In order for the CEO and CFO to make the necessary declaration to the Board, a number of tools are
used to report any issues that may arise in respect of the internal control environment:

Internal Policy Compliance

Familiarisation with the corporate policies is incorporated into the company’s induction program for all
new employees and refresher training was undertaken during the year for all employees on the objectives
and company’s expectations of compliance with each of the key policies. Written confirmation of
compliance with these policies is obtained from all employees. No material issues of non-compliance were
reported in the 2008 financial year.

Compliance Control Checklists

Compliance control checklists are also used as a tool at the end of each financial year to gather
information on any issues that may have arisen during the year. These are reviewed by the CEO and
senior executives, the ARMC and our external auditor as part of the half-yearly and end of year reporting.
The checklists ask questions in the areas of:

accounting and financial reporting
the general control environment
fraud

regulatory and policy compliance
record keeping and disclosure
safety

environment

risk management and insurance
information systems

litigation

internal control compliance

tenement management.

Ernst & Young are the company’s internal auditors and have assisted the Board in ensuring compliance
with internal control and risk management programs. The internal audit function delivers value-added
quality services for continuous improvement of the accountability and management of the company. The
audit program includes a review of the effectiveness of the compliance and control systems. Audit activity
is structured around the risk registers with a focus on the risks identified as having the greatest potential
to adversely affect Macarthur Coal.
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5.9 Remunerating Fairly and Responsibly

Our remuneration structure is designed to attract and retain high calibre people and comprises a
performance-based component linked to stretch targets.

5.9.1 Remuneration Principles and Oversight

The NRC has responsibility for:

reviewing and making recommendations on the appropriateness and relevance of the remuneration
policy, having regard to market factors and the requirements of the company and including the
requirement, where necessary, for shareholder approval of remuneration practices

considering the remuneration of executive and non-executive directors and making recommendations to
the Board

considering and approving remuneration increases and short term incentives for members of the ExCo

recommending the design of all employee remuneration and incentive plans and payments to be made
under the plans.

Details on the company’s Remuneration Policy and the links to company performance are outlined in the
Remuneration Report.

5.9.2 Director Remuneration

The Remuneration Report also discusses the company’s remuneration principles for directors.

The report distinguishes the structure of non-executive directors’ remuneration from that of the Managing
Director and senior executives.

Non-executive director remuneration consists of fees for being a director on the Macarthur Coal Board and
for membership of Board committees. Additionally, the Chairman of the Board and Chairman of the ARMC
receive additional compensation for that responsibility.

Non-executive directors also receive 10,000 Macarthur Coal shares per annum as equity-based
remuneration.

The total quantum of remuneration (including fees, statutory superannuation and shares) paid to non-
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executive directors during the year was within the amount ($950,000) approved by shareholders at the
2007 AGM.

There is no scheme for retirement benefits, other than superannuation, for non-executive directors.
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Macarthur Coal’s mining and exploration activities are located within the Bowen Basin in central
Queensland and are subject to environmental regulation under the Environmental Protection Act 1994
(QLD).

Macarthur Coal values the environment and is conscious of the company’s environmental impact.
Macarthur Coal aims to maximise the economic recovery of coal while minimising the environmental
impact on the areas affected by its operations.

To achieve a high level of environmental care, an Environmental and Government Liaison Officer oversees
Macarthur Coal’s environmental obligations and a full-time Environmental Coordinator is engaged to
manage day-to-day environmental matters including monitoring environmental impacts and ensuring
compliance with environmental regulations.

Reports on environmental performance are provided to management and the Board on a monthly basis
and any instances of non-compliance are reported to both management and the Board. Two instances of
non-compliance attracted a fine:

Coppabella — in March 2008, Coppabella Mine was issued with two warning notices from the EPA. The
first was for releasing water from a sediment dam (which was not in compliance with our EA). The
second was for a contravention for failure to undertake water sampling in accordance with EA
conditions. Consequently, Macarthur Coal was issued with a $1,500 fine

Moorvale — in July 2007 Moorvale Mine received an infringement notice for unauthorised water
discharge from a site dam. Consequently, Macarthur Coal was issued with a $1,500 fine.

All infringements were investigated and procedures put in place to mitigate the risk of recurrence.

In 2007 Macarthur Coal established a to develop a carbon emissions management
strategy and in April 2008, the Board approved the company’s Climate Change Policy.
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7. PRINCIPAL ACTIVITIES

Macarthur Coal’s principal activities during the course of the year were coal mining, project evaluation and
coal exploration. Product coal is predominantly exported to Asia, Europe and Brazil.

Macarthur Coal’s transition from mine manager to owner operator at Coppabella Mine reached a
significant milestone in May 2008 when the company assumed operation of the Marian 8200 dragline and
truck fleet.

In January 2008 the company completed the acquisition of Custom Mining Limited including an interest in
the Middlemount Mine project and a farm-in agreement for up to 70% of the Dingo West project.

There were no other significant changes in the nature of Macarthur Coal’s activities during the year.

PREVIOUS NEXT

file:///E|/Wcd4b6da9fda5c.htm[18/02/2011 4:36:45 PM]


http://www.macarthurcoal.com.au/

Macarthur Coal Annual Report 2008 | Business Strategy

COMMUMICATION CBJECTIVE

HKGHLIGHTS & ACHIEWEMENTS

(HALLENGES

FMAMCAL RESULTS

OUR ANANCIAL CONTRIBUTION TO
THE ECONCMIES OF THE REGION,
STATE & COUNTRY

QUR TOP 5 PRICRITIES FOR 2008

OUR PROFILE

QUR TOR 5 PRICRITIES FOR 2009

(HAIRMAMN'S REPORT

CEQ'S REPORT

OUR OPERATHOMNAL PERFORMAMNCE

CORPORATE SOCIAL RESPOMSIBILITY

LEADERSHIP & MANAGEMENT \r loads a haul truck with ce

MRECTORS' REPORT

FAMAMCAL PERFORMANCE

8. BUSINESS STRATEGY

Macarthur Coal will continue to pursue its policy of strengthening production and growth in order to fulfil
its vision of being the leading independent Australian coal company. The company has again identified its
Top Five strategic priorities for AFY2009 and the next three years. They are:

= Safety and people

= Operational excellence
= Cost focus

= Production growth

= Carbon and environment

PREVIOUS NEXT
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9. REVIEW OF OPERATIONS

Coppabella Mine

Attributable run of mine (ROM) production for 2008 was 2.17Mt. This was 41.6% below the production
results achieved in the previous year due to ongoing infrastructure constraints in the Goonyella coal chain
which forced a reduction in production during the first half of the financial year.

Severe rain events in which a total of 1,200mm of rain fell at Coppabella between early December 2007
and February 2008 also impacted production. The rainfall was four times more than the annual average
rainfall for the mine. As a result of the rain, all onsite dams filled and a significant amount of water
collected in the open-cut. No mining equipment was damaged during the rainfall event however some of
the haul and access roads required rehabilitation work. The company declared force majeure under the
terms of its coal sales contracts on 25 January 2008 and this was lifted on 20 August 2008. Coppabella is
not expected to return to pre-flood event full production volumes until January 2009.

In December 2007 Macarthur Coal (C&M Management) Pty Ltd and Downer EDI Mining announced that
they had reached agreement to settle their long-standing dispute at Coppabella Mine. The specific terms
of the settlement remain confidential.

The new P&H 4100C electric rope shovel and Caterpillar 793 truck fleet were fully operational by the end
of January 2008 and this was achieved on time and in budget. The shovel achieved its one million bcm
milestone in February 2008. The benefits of the shovel include cost reduction and far lower diesel
consumption at the mine.

Macarthur Coal also took over operation of the Marion 8200 dragline in May 2008, completing a significant
milestone in the progression to owner operator.

Moorvale Mine

Attributable ROM production was 1.94Mt which was 15.1% more than the previous year. In the first half
of the financial year, infrastructure constraints impacted production due to full onsite stockpiles. One
excavator and associated truck fleet was removed from the mine.

The severe rainfall event also affected Moorvale Mine, however, due to mine layout and size, it was not
as heavily impacted as Coppabella. Production was delayed when water entered the open-cut but this
was pumped out reasonably quickly resulting in mining activities returning to normal in May 2008.

An upgrade of the CHPP was completed early and within budget on 1 October 2007. The plant can now
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process at the ROM rate of 600 tonnes per hour which is a 33% increase on its previous throughput
capacity of 450 tonnes per hour. The upgrade will enable the mine to increase production in line with the
port allocation increase. The CHPP achieved the expanded capacity rate on an annualised basis in March
2008.

Over $110 million worth of mining equipment has been ordered for Moorvale Mine. It is planned for the
company to transition to owner operator at Moorvale by the end of 2009 with all mining operations to be
undertaken by Macarthur Coal. The first excavator fleet arrived in the September quarter and will replace
the excavator and truck fleet removed by Leighton Contractors in December 2007 as a result of port
congestion.

Macarthur Coal’s annual coal sales entitlements from Coppabella and Moorvale mines are set out in the
following table:

tonnes ‘000s tonnes ‘000s %
Coppabella 2,064.3 2,748.0 (24.9)
(excludes purchased coal)
Moorvale 1,613.9 1,046.6 54.2
(excludes purchased coal)
Total 3,678.2 3,794.6 (3.1)

(excludes purchased coal)

On 15 January 2008, Macarthur Coal completed the acquisition of Custom Mining Limited. Custom Mining
Limited’s principal asset was its 78.98% ownership of the Middlemount project, through its investment in
Middlemount Coal Pty Ltd, an equity accounted investment. The Middlemount project is approximately six
kilometres south-west of the township of Middlemount.

The Middlemount Mine project comprises Mineral Development Licence (MDL) 282 which is a 1,800
hectare tenement over the Rangal Coal measures.

Under the provisions of the MDL, a bulk sample is being mined to enable a detailed assessment of coal
quality and mining conditions. The bulk sample pit development commenced in early December 2007. The
bulk sample pit is expected to yield approximately 360,000 tonnes of Pisces seam coal which includes
both semi-hard coking and PCI quality coal.

A Mining Lease Application (MLA) has been lodged over the deposit to enable the commencement of
ongoing mining after completion of the bulk sample. Progress of the MLA has been delayed due to
additional water management and flood studies that have been required due to the flooding in January
2008. We anticipate that the mining lease will be granted in mid-2009.

At 30 June 2008, ownership of the Middlemount Mine project had reduced to 74.66% in accordance with
the terms of the pre-acquisition agreements with Noble. The agreements require a further 4.66% to be
sold in the future when project milestones are met which will result in Macarthur Coal owning 70% of the
project.

Exploration activities from December 2007 through to July 2008 were negatively impacted by long periods
of wet weather which occurred in December 2007 through to February 2008.

Exploration activities were primarily directed at advancing the Codrilla, Vermont East and Dingo West
projects. The Coppabella and Moorvale underground projects were also progressed.

Exploration expenditure for the 2008 financial year was $8.5 million.
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Net profit after tax (NPAT) was $72.7 million for 2008. This was 9.3% higher than the previous year and
was predominantly due to favourable coal prices and the net gain on sale of a 19.61% interest in Monto
Coal 2 Pty Ltd.

There was a late accounting adjustment to the consolidated NPAT in relation to a capital gain on the
partial sale of Monto Coal 2 Pty Ltd. This late adjustment resulted in the NPAT for the year falling below
the profit guidance of $80 million to $90 million. The late adjustment has no impact on either present or
future profit from operations, or cashflows.

The following table shows the impact of the adjustment:

A$m A$Sm A$Sm
NPAT range from operations 51.5 61.5 55.6
Estimated gain on sale of 19.61% in Monto Coal 2 28.5 28.5 23.4
Reduction in NPAT from deconsolidation (6.3)
of Monto Coal 2
NPAT 80.0 90.0 72.7

Cash at 30 June 2008 was $22.5 million decreasing from $96.6 million at 30 June 2007.
The major items that resulted in the reduction in cash held were:

($55.5) million reduction from the cash component for the acquisition of the Custom Mining Group, net of
cash acquired
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($39.4) million reduction from receivables outstanding at 30 June 2008 due to higher June 2008
shipments

($73.7) million reduction from increase in overburden in advance
$48.5 million inflow from the disposal of 19.61% interest in Monto Coal 2 Pty Ltd

$34.4 million inflow from the disposal of equity securities held at 30 June 2007.

10.3 Return on Investment

Return on invested capital (ROIC) was 10.0% (2007:13.3%). The decrease is due to higher levels of
issued capital and debt compared to 2007. These additional amounts were raised to fund the acquisition
of the Custom Mining Group, which will ultimately lead to improved returns in the future. Earnings before
interest and tax and share of loss of equity accounted investees increased by 44% to $117,672,000
(2007:$81,972,000). Invested capital increased by 71% to $738,991,000 (2007:$432,139,000).

10.4 Debt and Gearing

Net debt to equity was 3.8% (2007:Nil) given corporate debt drawn during the year.

Interest cover (EBITDA/interest paid) was 65.1 times (2007:60.5 times).

10.5 Hedging

Coal sales are priced in United States dollars. Consequently,

increases in the value of the Australian dollar relative to the United States dollar expose Macarthur Coal to
lower Australian dollar revenues. Forward exchange contracts are entered into to manage

the foreign exchange risk.

In 2008, forward exchange contracts at an average A$:US$ 0.8267 exchange rate covered 87% of United
States dollar revenues. The average spot A$:US$ exchange rate (excluding any foreign exchange hedging
benefit) applicable to sales for 2008 was US$0.9116.

The value of forward exchange contracts held at 30 June 2008 to hedge future United States dollar
revenues was:

Period covered by FX Hedge United States dollar FX rate
Contracts value A$1.00=US$
July 08 to June 09 586,516,000 0.9005
Total 586,516,000 0.9005

10.6 Dividends

The annual dividend accords with Macarthur Coal’s policy of paying approximately 50% of NPAT as
dividends.

Dividends paid or declared by the company to members since the end of the previous financial year were:

Cents per Total Amount Franked/ Date of

share $’000 Unfranked Payment

Declared and paid during the

year 2008

Final 2007 ordinary 7 13,117 Franked 28 September
2007

Interim 2008 ordinary 3 6,365 Franked 31 March 2008

Franked dividends declared as paid during the year were franked at the rate of 30 per cent.

Declared after End of Year

After the balance sheet date the following dividends were proposed by the directors. The dividends have
not been provided and there are no income tax consequences.

Cents per Total Amount Franked/ Date of

share $’000 Unfranked Payment

Final 2007 14 29,702 Franked 30 September
ordinary 2008
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The financial effect of these dividends has not been brought to account in the financial statements for the

year ended 30 June 2008 and will be recognised in subsequent financial reports. Franked dividends
declared after the end of the year are franked at the rate of 30%.

Note Total Amount $’000

Dealt with in the financial report as:

Dividends 28 19,482
Noted as a subsequent event 28 29,702
PREVIOUS NEXT
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There are no significant changes in the state of affairs of Macarthur Coal.
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12. LIKELY DEVELOPMENTS

The likely developments for the 2009 financial year include:

= Progressing the transition to owner operator at Coppabella Mine: The second and third phases of the
transition to owner operator at Coppabella Mine took place during 2008 with commissioning of the P&H
4100 electric rope shovel and taking over operation of the dragline and all mining operations previously
performed by Downer EDI Mining. The final phase of the transition is to achieve the targets we have set
ourselves for 2009 to strive for operational excellence. This will include ensuring systems and
procedures are in place to manage operations and that our employees carry out their day to day
activities safely, productively while demonstrating our Four Pillars.

Transitioning to owner operator at Moorvale Mine: A decision was made in 2008 to undertake a staged
transition to owner operator at Moorvale Mine. In excess of $110 million in equipment has been ordered
and will be commissioned progressively during 2009 so that, by November 2009, we will undertake all
mining operations at Moorvale on an owner operator basis. Leighton Contractors, the current mining
contractors at Moorvale, are instrumental in helping us with the staged transition and will progress to
undertaking the box-cut at our Olive Downs North project. The box-cut will commence once the
transition to owner operator at Moorvale has been completed, expected to be late 2009.

Progressing the Middlemount Mine project: It is expected that by the end of 2008, mining at the bulk
sample pit at Middlemount will be completed. A MLA has been lodged over the deposit to enable
commencement of mining after completion of the bulk sample pit, however, progress of the MLA has
been delayed due to additional water management and flood studies that have been required because
of the flooding in January 2008. Macarthur Coal is working closely with the EPA to complete these
studies. It is anticipated that, subject to grant of the lease, ongoing mining of the deposit at a rate of
up to 2Mtpa ROM coal will commence late in 2009.

Other Projects: With increased port allocation secured for the future, Macarthur Coal plans to expand
total production through the development of new mines. The company is upgrading the status of current
Resources with the goal of developing them in line with market demand. In particular, work will
continue during the year to increase the feasibility status of the Codrilla deposit.

Further information about the likely developments and expected results in future financial years has not
been included in this report because the directors believe that disclosure of the information would be
likely to result in unreasonable prejudice to Macarthur Coal.

PREVIOUS NEXT
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13.1 Principles of Remuneration - Audited

13.2 Executive Remuneration (including CEO/Managing Director) - Audited

13.3 CEO and Executive Employment Contracts — Audited

13.4 Non-Executive Director Remuneration — Audited

13.5 Employee Share Plans — Audited

13.6 Consequences of Performance on Shareholders’ Wealth - Audited

13.7 Directors’ and Executive Officers’ Remuneration (Company and Consolidated) Year Ended 30 June
2008 — Audited

13.8 Analysis of Bonuses Included in Remuneration — Audited

13.9 Equity Instruments — Audited

13. REMUNERATION REPORT - AUDITED

13.1 Principles of Remuneration — Audited
Macarthur Coal’s Remuneration Policy is designed to facilitate the alignment of individual performance

with the company’s goals and the creation of shareholder value. The key elements of the Remuneration
Policy include:

remuneration practices that are fairly and responsibly structured to attract and retain talented team
members and to motivate them to achieve both near-term and longer-term success

= reward arrangements that comprise appropriate At Risk incentives based on financial and non-financial
performance measures that are relevant to the business and connected to the individual’s actual
accountabilities

= remuneration outcomes that are competitively positioned against the appropriate market, taking into
consideration the individual’'s role, company and individual performance, and relevant market conditions.

13.2 Executive Remuneration (including the CEO/Managing Director)
— Audited

In the 2008 financial year, remuneration for executives (including the Managing Director) comprised:
Fixed Annual Remuneration (FAR)
The FAR comprises:

= the annual salary which can be structured as a cash benefit and/or non-cash benefit including salary
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sacrifice packaging and the fringe benefits tax applicable to the packaging
statutory superannuation contributions.

The FAR for each employee is to be reviewed annually having regard to the individual’s performance and
effectiveness, the company’s circumstances and the indicative market levels of fixed and total reward for
comparable roles from salary survey information provided by remuneration consultants.

Remuneration levels for executives fall within the salary range for comparable companies while
maintaining the flexibility to attract and retain people of high calibre. A review has been undertaken in
the past 12 months to ensure salaries are aligned with the market.

Short-term Incentive Plan (STIP)

The goal of the STIP is to focus attention on short-term strategic and financial objectives. The award
varies based on the year’s accomplishments, individual performance, position and level of responsibility.

The STIP provides executives with an opportunity to earn an amount that is additional to their FAR. The
additional amount is At Risk and the level is linked to the executive’s role and responsibility.

The CEO in conjunction with the executive proposes the individual performance targets and the relative
weightings of those targets at the commencement of each financial year. These are then submitted to the
NRC for approval. The targets are linked to corporate strategy and each executive’s area of responsibility.

At the end of the financial year the amount of any incentive payment is determined based on measured
achievement against those targets and a review of the executive’s overall performance by the CEO and
the NRC. The targets and potential reward outcomes are designed to encourage executives to strive for
exceptional performance while demonstrating leadership in our values and culture.

The STIP comprises:

Financial measures: The consideration of financial measures is subject to the executive’s level of
influence on financial items

Qualitative measures: An executive’s qualitative measures will include measures such as leadership,
teamwork, culture, risk and compliance as well as strategic projects and measures specific to their
business unit or function.

At Risk payments were based on the achievement of individual performance objectives considered to
impact company performance and create shareholder value. The performance objectives were set at the
beginning of the 2008 financial year. Performance objectives are divided between achieving two
objectives, namely:

developing highly-motivated teams and leaders and ensuring our Four Pillars are embedded in our
decisions

stretch targets linked to the corporate Top Five strategic objectives including:
commercial returns for our shareholders and growing shareholder value
safety of our people
understanding and addressing our
environmental footprint
managing the transition to owner operator at Coppabella
enhancing customer relationships.

Performance of each of the senior executives was monitored by the CEO and formally assessed by the

NRC after the end of the financial year. Performance of the CEO was monitored by the Chairman and the
Board and formally assessed by the Board after the end of the financial year.

Long-term Incentive Plan (LTIP)

The LTIP is an equity-based incentive designed to provide nominated executives with the incentive to
deliver long-term growth in shareholder value. The remuneration value of the reward is conditional on the
strategic importance of the nominated executive in creating shareholder value.

Nominated executives receive performance rights as a result of meeting earnings per share (EPS), total
shareholder return (TSR) and Return On Invested Capital (ROIC) targets measured over a three-year
period. The allocation of the LTIP reward is on the following basis:

30% linked to growth in the company’s EPS
50% linked to TSR targets
20% linked to ROIC.

The LTIP is set as a percentage of FAR by the NRC each year.

The number of Performance Rights granted to nominated executives is equivalent to the percentage of
FAR determined by the NRC divided by the Volume Weighted Average Share Price of Macarthur Coal
shares for the first five trading days of July in the year that the Performance Rights are granted.
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The provision of Performance Rights is divided into three portions:

= The first portion from the grant of performance rights to the date of vesting will vest based on growth
in the company’s EPS. The EPS hurdle requires the company’s EPS growth from the grant of
performance rights to the date of vesting to be greater than the target set by the NRC.

The EPS vesting schedule is:

Growth in EPS %6 of the entitlement to shares that

will vest

EPS growth below base target Nil

EPS growth above or equal to base target but below 50%
stretch target

EPS growth above or equal to 100%
stretch target

= The second portion will vest when TSR, that is, share price growth and reinvested dividends for
Macarthur Coal, equals or exceeds targets linked to the TSRs of companies in the ASX S&P 300
Accumulation Index.

The TSR vesting schedule is:

Macarthur Coal TSR performance relative to % of the entitlement

constituents of ASX S&P 300 Accumulation to shares that

Index will vest

Less than the 50th percentile Nil

At the 50th percentile 50%

Greater than the 50th percentile up to the 75th percentile 50% plus 2% for every one percentile
increase in Macarthur Coal’s relative
position

Greater than the 75th percentile 100%

= The third portion will vest based on ROIC performance.

The ROIC hurdle requires that a ROIC base and stretch target be approved by the NRC. Fifty percent of
the entitlement to shares will vest when the base target is achieved and 100% if the stretch target is
achieved.

Performance Rights are granted each year, subject to the discretion of the NRC. EPS, TSR and ROIC are
assessed over a three-year period which, for each tranche of Performance Rights, commences on 1 July in
the year in which the Performance Rights are granted and ends on the 30 June three years later
(Performance Period).

If the growth targets are met, shares will be acquired on market, avoiding dilution of shareholder equity,
and placed in trust for employees until such time as the employees elect to have the shares transferred
from the trust. No consideration is payable by the employees for the vesting of rights to shares or on
transfer of shares.

If a nominated executive’s employment ceases, entitlement to have any Performance Rights vest into
shares that have not already vested is at the discretion of the NRC.

2008 Financial Year

Performance Rights for the CEO/Managing Director and nominated senior executives were formalised after
the close of the 2008 financial year and as such, according to Australian Accounting Standards, are not
disclosed in the Remuneration Report or expensed in the company’s income statement until the 2009
financial year.

Disclosed below is the number of Performance Rights proposed to be granted to nominated executives for
the 2008 financial year which will be assessed according to the pre-determined measures (EPS, TSR and
ROIC) and targets for performance over the three years ending on 30 June 2010.

Name Tltle Performance Rights 2008
No.

Nicole Hollows Chief Executive Officer 27,548

Peter Kane Chief Operating Officer 9,297*
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Shane Stephan Chief Development Officer 10,468
Gary Lee VP Marketing 10,468
Lisa Dalton Company Secretary 3,361
Michael Gray EGM Infrastructure & Projects 7,438
lan McAleese EGM Corporate Development & Investor Relations 7,989
David Waddell GM Moorvale 3,471

*Commenced 18 February 2008 and Performance Rights are pro-rata.

It is intended that the structure of executive remuneration will remain the same for the 2009 financial
year and will include:

Short-term incentive plan — tied to achievement of individual performance objectives and company
targets over a 12 month period

For nominated executives - long-term incentive plan — equity-based award tied to performance hurdles
measured over three years.

The company has entered into employment contracts with each key management person, excluding the
CEO, that are capable of termination on three months notice. The company retains the right to terminate
the contract immediately by making payment equal to three months pay in lieu of notice.

Should a key management employee’s position become redundant, they are entitled to three months
notice and a severance payment equivalent to three weeks pay pro-rata for each year of continuous
service provided that the severance payment will be a minimum of 26 weeks pay and a maximum of 52
weeks pay.

Key management personnel can also be terminated without notice for gross misconduct.

The key management personnel are also entitled to receive, on termination of employment, their
statutory entitlements of accrued annual and long-service leave, together with any superannuation
benefits.

Nicole Hollows is the Managing Director and CEO of the company. Her appointment as CEO/Managing
Director is under an executive employment contract dated 28 August 2007 which was amended on 20
June 2008.

Ms Hollow’s employment contract is capable of termination in the following circumstances:

by Ms Hollows on giving three months notice

by Macarthur Coal on giving twelve months notice or payment
in lieu

by Macarthur Coal without notice for gross misconduct.

Should the position become redundant, Ms Hollows is entitled to any untaken leave entitlements and
twelve months salary at her annual salary rate.

Upon cessation of employment, Ms Hollows is entitled to a payment for untaken long-service leave and
holiday leave at her salary rate.

The level of fees paid to non-executive directors is to reflect the demands on the directors and the
responsibilities they carry.

Director remuneration is to be a fixed amount which can comprise:

cash
statutory superannuation

non-cash benefits including superannuation contributions above the statutory amount using salary
sacrifice arrangements

shares in the company to strengthen directors’ alignment with shareholder interests. Shares are to be
held for a minimum of three years.
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Non-executive director remuneration is reviewed annually with industry benchmarks. If a director’s
performance assessment has taken place, this is also used to review remuneration levels.

Non-executive directors are excluded from bonus and option arrangements and retirement benefits other
than superannuation contributions.

Individual non-executive director remuneration is approved by the Board. The aggregate amount of
director remuneration is approved by shareholders.

Total aggregate remuneration payable to non-executive directors of $950,000 per annum was approved
at the AGM held on 21 November 2007.

Non-executive directors receive a base fee of $45,000 per annum plus 10,000 shares in the company.
The provision of shares is not subject to performance conditions.

The Chairman of the Board receives an additional fee of $25,000. The annual fee for committee
membership is $10,000 and the Chairman of the ARMC receives a further $5,000.

Individual director performance is formally assessed by the Chairman. The Board undergoes an evaluation
process to assess its effectiveness as a value-adding body. There was no Board or director assessment in
2008.

In May 2005 Macarthur Coal established an Employee Share Loan Plan to encourage employee share
ownership and to assist in aligning employees’ interests with shareholders’ interests. In November 2005
an invitation to participate in the loan plan was extended to all Macarthur Coal employees and employees
of approved contractors. Each employee who accepted the invitation was provided with a loan to finance
the purchase of shares in the company.

The loan limit applicable to each person falling within the Key Management Personnel classification was
$20,000. The loan limit for other employees ranged from $6,000 to $18,000 with the amount varying
according to seniority.

The shares were acquired ‘on market’ at market value on behalf of the employees. The loan does not give
rise to fringe benefits tax as the loan was used to acquire income-producing shares.

Loans are interest free. Loan repayments comprise the retention of dividends plus a monthly payment by
employees of an amount equal to 1% of monthly gross salary.

Loans are repayable on termination of employment. Shares are held within a trust on behalf of
employees. When an employee resigns, the trustee sells the shares and uses the proceeds to reduce the
loan balance. Any surplus is then given to the employee. The company bears the expense of any loan
shortfall.

An invitation to participate in the loan scheme was not made in the 2008 financial year.

In the 2009 financial year, Macarthur Coal will offer a deferred employee share plan to all employees. The
plan will allow employees to salary sacrifice up to a pre-determined percentage of their pre-tax total
salary for shares. The tax payable on the sacrificed salary can be deferred for up to ten years if
conditions under the plan are met.

This plan will replace the Employee Share Loan Plan that commenced in 2005.

Performance in respect of the current financial year and previous four financial years, covering the period
in which Macarthur Coal has been operating, is detailed in the table below.

Net profit $11,743,000 $61,420,000 $149,589,000 $66,544,000 $72,684,000
Dividends paid $1,286,000 $17,751,000 $61,412,000 $54,340,000 $19,481,000
Change in share price $1.09 $5.44 -$2.97 $2.29 $10.10
Return on invested capital 7.3% 24.9% 36.8% 13.3% 10.0%
Earnings per share (diluted) 8.6¢ 38.5¢ 83.2¢ 35.5¢ 36.6¢

1 0ld AGAAP profits
2 AIFRS profits
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The company’s performance is not only impacted by market factors but also by employee performance.
The measures of company performance set out in the above table have been taken into consideration
when setting remuneration levels.

13.7 Directors’ and Executive Officers’ Remuneration (Company and
Consolidated) Year Ended 30 June 2008 — Audited

Details of the nature and amount of each major element of remuneration of each director of the company
and each of the five named company executives and relevant group executives who receive the highest
remuneration are in the following tables.

There were no performance-based remuneration paid or options granted to non-executive directors.

Click the table below to zoom.

Salary

= e |
& fens annuation

DIRECTORS

Nor-gsecutie

Reger Marshall

Ken Talbot (Resigned 2106/ 008)
2007
Cher Zhan (Appointed 2307/ 2007)

Execumve

Micols Hollows , Chiefl Excoative Olficer

ALL DIRECTORS

EXECUTIVES

Peter Kane (Commenced |18/02200€), Chief Operations Oficer, Macarthar Coal Limited
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13.8 Analysis of Bonuses Included in Remuneration — Audited

Details of the vesting profile of the STI cash bonuses awarded as remuneration to each of the named
company executives and relevant group executives are detailed below. There were no bonuses paid to
non-executive directors.

Short-term Incentive Bonus AFY08

Included in remuneration? Vested Forfeited
in year in year2

$ % %
Executives
The Company
Nicole Hollows 200,000 100 0
Peter Kane3 27,000 80 20
Shane Stephan 60,800 80 20
Gary Lee 60,800 80 20
Lisa Dalton 22,000 90 10
Michael Gray 43,200 80 20
lan McAleese 39,200 67.5 32.5
David Waddell 31,500 62.5 37.5
Derick Wilford4 3,800 10 90

1 Amounts included in remuneration for the financial year represent that amount that vested in the financial year based on
achievement of KPIs. No amounts vest in future years in respect of the bonus schemes for the 2008 financial year.

2 The amounts forfeited are due to the KPIs not being met in relation to the current financial year.

3 Commenced 18 February 2008. STl is pro-rata.

4 Resigned 31 December 2007. STl is pro-rata.

13.9 Equity Instruments — Audited
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There were no options at the beginning of the year as all options previously held were exercised in prior
years.

No options were granted during the year or have been granted since the end of the financial year.

file:///E|/Wcd63633fc7f69.htm[18/02/2011 4:36:47 PM]



Macarthur Coal Annual Report 2008 | Directors’ Shareholding and Interests

COMMUMICATION CBJECTIVE

HKGHLIGHTS & ACHIEWEMENTS

(HALLENGES

FMAMCAL RESULTS

OUR ANANCIAL CONTRIBUTION TO
THE ECONCMIES OF THE REGION,
STATE & COUNTRY

QUR TOP 5 PRICRITIES FOR 2008

OUR PROFILE

QUR TOR 5 PRICRITIES FOR 2009

(HAIRMAMN'S REPORT

CEQ'S REPORT

OUR OPERATHOMNAL PERFORMAMNCE

CORPORATE SOCIAL RESPOMSIBILITY

LEADERSHIP & MAMAGEMENT

MRECTORS' REPORT

FAMAMCAL PERFORMANCE

maount, lan McA)
Lt Mine project.

14. DIRECTORS’ SHAREHOLDING AND INTERESTS

The relevant interest of each director in the shares or options over shares issued by the company and
other related body corporates, as notified by the directors to the ASX in accordance with S205G(1) of the
Corporations Act 2001, at the date of this report or the date the director resigned is as follows:

Macarthur Coal Limited

Ordinary shares

Options over ordinary shares

Keith De Lacy 294,240 Nil
Roger Marshall 144,240 Nil
Peter Forbes 42,240 Nil
Nicole Hollows 10,000 Nil
Chen Zeng 0 Nil
Don Nissenl 177,774 Nil
Ken Talbot2 41,917,640 Nil
1 As at date of resignation, 7 June 2008.

2 As at date of resignation, 23 June 2008.

PREVIOUS NEXT
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15. INSURANCE PROVIDED AND INDEMNIFICATION OF OFFICERS

The company has paid a premium for a contract insuring all directors and executive officers of the
company and each of its controlled entities against all liabilities and expenses arising as a result of work
performed in their respective capacities, to the extent permitted by law. The directors have not included
details of the nature of the liabilities covered or the amount of the premium paid in respect of the
directors and executive officers insurance liability contract, as (in accordance with nhormal commercial
practice) such disclosure is prohibited under the terms of the contract.

The company has agreed to indemnify each person who is or has been a director, officer or agent of the
company and/or of its controlled entities against all liabilities to another person (other than the company
or a related body corporate) that may arise from their position as director, officer or agent, except where
the liability arises out of conduct involving a lack of good faith. The company is required to meet the full
amount of any such liabilities, including costs and expenses.

No liability has arisen since the end of the previous financial year which the company would, by operation
of the above indemnities, be required to meet.
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Subsequent to 30 June 2008, Custom Mining Limited, a controlled entity entered into an agreement for
the partial sell down of its interest in Custom Mining Dingo Pty Ltd, a wholly owned controlled entity, to a
third party. Custom Mining Dingo Pty Ltd has a farm-in agreement for up to 70% of the Dingo West Joint
Venture. The sell down is through two parts, the first being a 14.285% interest for $6,500,000, which
has taken place at the time of signing the financial statements, and the second part being a further
12.857% interest for purchase consideration equal to an agreed price at the time of the transaction.

There were no other matters arising subsequent to the end of the financial year that would have a
material impact on the company or the Group.
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At the date of this report there are no leave applications or proceedings brought on behalf of the
company under Section 237 of the Corporations Act 2001.
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During the year KPMG, the company’s auditor, has performed certain other services in addition to their
statutory duties.

The Board has considered the non-audit services provided during the year by the auditor. It is satisfied
that, in accordance with written advice provided by resolution of the ARMC, the provision of those non-
audit services during the year by the auditor is compatible with, and did not compromise, the auditor
independence requirements of the Corporations Act 2001 for the following reasons:

All non-audit services were provided subject to the corporate governance procedures adopted by
Macarthur Coal and have also been reviewed by the ARMC to ensure they do not impact the integrity
and objectivity of the auditor.

The non-audit services provided do not undermine the general principles relating to auditor
independence as set out in Professional Statement F1 Professional Independence as they did not involve
reviewing or auditing the auditor’s own work, acting in a management or decision-making capacity for
Macarthur Coal, acting as an advocate for Macarthur Coal or jointly sharing risks and rewards.

Details of the amounts paid to the auditors of the company, KPMG, for audit and non-audit services
provided during the year are set out in to the financial statements.
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19. LEAD AUDITOR'S INDEPENDENCE DECLARATION

A copy of the auditors’ independence declaration as required under Section 307C of the Corporations Act
2001 is attached to the directors’ report.
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The company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and, in accordance
with that Class Order, amounts in the financial report and directors’ report have been rounded off to the
nearest thousand dollars, unless otherwise stated.

Signed in accordance with a resolution of the directors.

A2 j’f//mf’-
O

Keith De Lacy
Chairman
9 September 2008
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| declare that, 1o the best of my knowledge and belief, in relation to the audit for the financial year ended 30 June 2008 there have been:

B no contraventons of the auditor mdependence requitements as set out in the Corporations Act 2001 in relation to the audit; and
LT of ary code of professional conduct inrelation to the audit.

K

%{A__

Partnss

Brisharne
S September 2008

EFRAG, an Australian partnershi. 5 part of the EPMG Ineenatonal neteork. KPRAS Internatonal |5 4 Seiss cooperanne,
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Consolidated

Hate

Revenue from coal sales 400,231 362,796 - -

Cast of coal sold {763,448} 1254,808) : g

Gross Profit 136,785 107,988 * -

Cithes Incomse 7 40,332 14,752 64,253 50454

Detribution expenses {34,076} [22.315) - -

Adminestration expenses [15.174) (13,955) {11,976) (8,795)

Dither expenses g {10,185} (d,498) {34,470) (135)

Results from operating activities 117,672 81,5972 17,813 48,520

Finandial income " 7.784 17,028 12,476 12,803

Financial expenses 1 {5,825} {4,295) (5, 705) (4,491)

Met financial income 1,958 12,733 6,771 18,312

Share of profitflessy of equity accounted investees,

nat of mcome tax Ef| {3,666} - (221) -

Profit before income tax 115,965 Q4705 44,363 a7, 847

Income tax (expenselbenefit 1A (43,281} (#8.161) [11,734) {2, 148)

Prafit for the year attributable te equity

holders of the Company 72,684 56,544 12,629 63,684
- Earnings per share far profit attributable to the

erdinary equity holders of the Company:

Basic earnings per share from continuing cperations 14 £0.35 §.356

Diluted earnings per share from continuing operations 14 §0.35 §0.36

Dividends per share - ordinary shares 8 50,17 $0.18
_ The ncome statements are 1o be read in conjunction with the notes of the finandal statements set out on gages 57 1o 129
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Consolidated

007
Note Lzt

000 £'000

Recognised directly in equity

Cash flow hedges;

Faw value gainsflosses) taken to equity 18,933 17.448 : ~

Faw value {gansvosses transfemad to income statement (15,242} (7.018) - .
Met change in fair value of available-for-sale

financial assets &70 B,584 870 6,584
Mt change in fair value of available-for-sale

financial assets transferred 10 income statement {1,873} 15,581) (1,873 [5,581)
Income and expanse recognised directly in equity 28 3,688 11,433 11,003) 1,003
Prafit for the period 72,684 6,544 12,529 63,684

Total recognised income and expense for the period

attributable to equity holders of the Company <8

76,372 71,977 11,626 64,687

Cither movements in equity arising from transactions with cwners as cwners are set aut in Note 28,
The amounts recognised directly in equaty are disclosed net of tax - see Notes 12 and 13 for tax effect

The statements of recegnised mooane znd espense are 1o be read o conjunctian with the notes ta the financial statements set out on pages 57 10 128,
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Consalidated
Current assests
Cash and cash egquivalants 15 22478 06,565 827 21,084
Trade and other recelvablis 16 1132536 35,690 2,907 BH, 785
Inventonies 17 27,646 28,827 . .
Oither financal assets 18 42,689 57,1695 - 33,115
Incoma tax receivable 13 15,439 - 15,439 -
Cwverburden in advance 13 143,501 105,552 2 =
Assets classified as held for safe 20 = 33779 5 5
Total current assets 371.269 357.908 108,973 143,865
Non-current assets
Trade and other receivables 16 2,70 3,523 132173 158,531
Investments in equity accouniad investees Eh 338582 - 31,935 -
Imventories 17 i85 4678 - .
Irvestments in controlled entilses 18 - - 357,686 73,343
Deferred tax assets 13 - - 639 748
Property, plant and equipment 21 182,503 17741 BEE 8E6
Expfaraton and eyaluation assets i 76,600 66,303 i =
Cwerburden in advance 19 31,646 2.765 - -
Intangiole assets 36 26,700 - - -
Total non-current assets BE5,987 254740 523,389 2133508
Total assets 1,037,266 612,648 632,362 377,373
Current liabilitles i
Trade and other payables 23 138,789 81,416 41,800 2,055
Laans and borrowings 24 7,156 3,376 - -
Income tax payable 13 - 6,770 - 6,770
Emplayee benafits 15 2,714 1.703 665 439
Ciker financial labilties 27 2603 3,795 - 2,000
Total current liabilities 153,228 98,080 42 465 11,264
Mon-current liabifitias
Trade and ather payables FE| - - 117,808 104,907
Loans and borrwings 24 41,355 13,953 . .
Ceferred tax liabiities 13 85,157 56,941 . .
Employee benefits i 144 117 Fi 117
Prowisions 26 23,778 19,829 a7 a0
Cither financial liabilities i 33,126 E,908 - -
Total non-current liabilities 193,562 95,748 117,582 105,114
Total liabilities 346,790 197,838 160,447 116,378
MNet assets 690,476 414,810 471,215 260,995
Equity
Share capitzl 8 AB5 118 246,343 465,118 246,343
feserves 28 17541 14,253 . 1,003
Retaned earnngs & 2ora1? 154,214 6,797 13,645
Total equity 75 690,476 414,810 471,915 260,%95

The balance sheets are to be read in conunction wih the notes ta the financial statements set aut on pages 57 1 129
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Consolidated

2008
§°000

Cash flows from operating activities

Cash recelpts fram customers 348,549 382,767 4,052 3634
Cash palel to suppliers and emplovees {364,205} {304.458) {11,409) (7.868)
Cash generated from operations (15,656) 7E.AN (7.375) (4,232}
Dwidands received - - 19,481 54,340
Interast received 5.109 0,055 5.801 14,830
Interest paid - - {5,705) (4,421}
Ingame taxes paid {25.321) (57,236) (25,321} (57,235
Net cash from operating activities 37 (35,868) 30,130 (9,119) 3an
Cash flows from investing activities
Preceeds from sale of praparty, plant and eguipment 23 170 - .
Acquestion af praperty, plant and egispment (16,348} (19.829) [261) {208)
Acgisution of equity securitses - (31.974) - {51,974)
Proceeds from sale of equity securities 34,357 28,264 34357 28,264
Proceeds from exploration and evaluation assets - 16870 - -
Exploratian and evaluation sxpendturs 18.522) {8431 - -
Procesds fram sale of aszats 36 48 500 49 497 48,500 -
Payments for other acquisitaons, net of cash acquired 36 {55,516} (34, 254) 165,568) -
Payments for assets hedd fos sale . (20,689) -
Cantributions fram pint ventures 375,243 322,408 -
Cantributions to joint ventures {386,151} {322,164) - -
Achvances from controlled entities - - 29,031 126,902
Mdvances o controlled entities - - {233,859) {147.5928)
Mdvances from related partias &,047 3,068 501 -
Aoivances 1o relatad parties (29,239} {3,766} 15.438) .
_ Met cash from investing activities {31,608) (40,820) 7.263 55,055
Cash flaws fram ﬁnﬂnging activities
Proceeds from baans and barrowangs 40,069 . .
Repayment of loans and borrowings (20,307} 41,139} -
Payment of financial expenses {2,082} {1,621} -
Repayment of ather finandial liabilites {2,283} 11,926} -
Payments for lease liabikties {2,419} {2,323} - -
Dividends paid i) {19,461} (54,340} {1 E‘,ﬂﬂ (54.340)
Net cash from financing activities (6,613) (61,348) (19.481) {54,340)
Met (dacreasevincreasa in cash and cash aquivalents (74,087} (73,038} {21,337 3,926
Cash and cath aquivalents a1 1 July 96,565 168,603 21,964 18,038
Cash and cash equivalents at 30 June 15 22,478 95,565 627 21,964
Tha statements of cash flows are to be read in conjunction with the notes to the finandad statements set out on pages 57 to 129,
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1. REPORTING ENTITY

fdacarthur Coal Limited (the ‘Company) is a company domiciled
in Australia. The address of the Company's registered office is
Level 18, 215 Adelaide 51, Brisbane QLD 4000, The consalidated
financial staternents of the Company as at and for the year
ended 30 lune 2008 comprise the Company and its subsicliarnies
(tagether referred o as the "Group’) and the Graup's interest in
assodares and jointly controfled entities. The principal activities
of the Group are exploration, project evaluation and coal mining
activities in Queensland's Bowen Basin

2. BASIS OF PREPARATION

(a) Statement of compliance

The financial repart is a general purpese financial report which
has been prepared in accardance with Australian Accounting
Standards (AA58s) (nduding Australian Accounting Interpretations)
adopted by the Australian Accounting Standards Board (AASE}
and the Corpovations Act 2007, The consolidated financial report
of the Group and the financial report af the Company also
camply with IFRS's ard mterpretations adopted by the Intermaticonal
Accounting Standards Board,

The financial statements were appraved by the Board of Directars
on 9 September 2008

{b) Basis of measurement

The corsclidated financial statements have been prepared on the
busterical cost basis excepl that dervatve finanaal instruments and
available-for-sale financial assets are measured at thesr fair value.
The methods used to measure fair values are discussed further in
Mota 4,

(c) Functional and presentation currency

These consolidated financial staterments are presented in
Australian dollars, which is the Company's functional curmency and
the functional currency of the majority of the Group.

The Company is of a kind referred to in ASIC Class Order 98/100
dated 10 July 1998 and in accordance with that Class Order,

all finanaal infarmation presented in Australian dellars has

been rounded to the nearest thousand deollars, unless

otherwise stated.

{d) Use of estimates and judgements

The preparation of financial staternants requires management

o make judgements, estimates and assumptions that affect the
application of accounting palicies and the reparted amaunts of
assets, abilities, income and expenses.

These estimates and assadiated assumptions are based on historic
experience and various other factors that are believed to be
reasanable under the arcumstances, the results of which form the
basis of making the judgements shaut carrying values of assets
and liabilities that are noet readily apparent from other sources,
These accounting policies have been consistently applied by each
entity in the Group, Actual results may difter from these estimates
Estirnates and underlyng assumptions are eviewed on an
ongeing basis. Revisions to accounting estimates are recognised
in the periad in which the estimate is revised and in any future
periads affected

Management discussed with the Audit and Risk Management
Camnittee the developrent, selection and disclosure of the
Group's onitical accounting policies and estimates and the
application af these policies and estimates The significant areas
of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on

the amount recognised in the financial statements are
discussed below:

Key sources of estimation uncertainty and judgements

Financial Instruments

Contained in Mote 2% is analysis of the foreign exchange exposure
ot the Graup and risks in relation o foreign exchange movements

The recagnition ard measurement of derwvative liabilites disclosed
in Nate 27, requires that certain estimations and assumptions be
made in deterriming the fair value of the underling transaction
which results in the recagnition of the derivative liabilities. Factors
affecting future project fair value such as reserves, coal pricing,
and productian costs are considered
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2. BASIS OF PREPARATION {cont)
(d) Use of estimates and judgements {cont)
Key sources of estimation uncertainty and judgements (cont)

Rehabilitation and dismantling provisions

As set out in Note 3in) and Mote 26, certaln assumptions are
reqiuired 1o be made in determining the amount the Group

is expected to incur 1o settle its obligations in relation to
rehabilitation of the mine sites and dismantling of infrastructure.
The discounted value reflects a combination of managements
assessment of the cost of perfarming the work required, future
changes in prices affecting rehabilitation and dismantling costs,
the timing of future cash flow estimates, tha life of the mines
based on economically recoverable reserves, being 51,749 800
(2007 58,053,600) tonnes for the Coppabella Mine and
14,844 996 (2007 16,529,033) tonnes for the Moorvale Mine
at the beainning of the finanoal year and the dscount rate of
B61% (2007: 7 34%.).

Recoverability of non-current assets

A set oul in Mote 3k, certain assumptions are required to be
made in arder 1o assess the recoverability of ron-current assets
where there s an impairment indicator. Key assumptions include
the future coal price, future cash flows, an estimated discount
rate and estimates of coal reserves. Estimates of coal mesenves in
themselves are dependant on various asumptions, in addition
to those described above, including aperating cost assumptions
Changes in these estimates could materially impact on coal
reserves, and could therefore affect estimates of future cash flows
used in the assessment of recoverable amount, estimates of the
Ite of mine and depreciation

Contingent liabilities - litigation

Certain claime have been made on the Group. Judgements ahout
the validity of the claims have heen made by the directors

Further details are included in Note 33,

Lease classification

Az set aut in Mote 3(h), leases in terms of which the Group assumes

substantially all the nsks and rewards of pwnership are dassified
as finance leases, Other leases are classified as operating leases,

MACARTHUR COAL LIMITED Al

Hedge accounting
Az set out in Note 3(c), management’s judgement is necessary
when determining whether a derjvative financial instrument
gualifies for hedge accounting, Factors such as forecast
damand, production and part allacation are considered when
ausessing whether forecast transactions are highly probable as
required under AASE 139, Fnancal instruments: Recogrilion
and Measurament.

Business combinations

Certain asumptions have been made with regard to the fair value
of net assets acquired. Further details are contained in Mote 36

3. SIGNIFICANT ACCOUNTING POLICIES

The accountng polices set aut below have been applied
consistently to all penads presented in these consolidated financial
staterments, and have been applied consistently by Group entities,

During the year ended 30 lune 7008, consumable tyres not
expected 1o be corsumed in the next 12 manths were reclassified
fram praperty, plant and equipment 1o nen-current inventories

in the balance sheet to reflect more appropriately how tyres

are wsed in aperations. Camparative amounts were reclassified
for consistency,

(a) Basis of consolidation

Subsidiaries

Subsichanies are entities controlled by the Group. Contral exists
when the Group has the power Lo govern the financial and
operating polices of an entity o as to obtain benefits from

its activities. In assessing control, potential vating nghts that
presently ane exercisable are taken into account. The financal
statements of subsidiaries are included in the consolidated
financial statements from the date that contral commences until
the date that control ceases.

Irs the Company's finanaal staterments, investments in subsidianes
are carried at cost.
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)
(2} Basis of consolidation (cont)

Associates and jointly controlled entities
{equity accounted investees)

Associates are those entities in which the Group has significant
influence, but not control, aver the financial and operating
policies. Significant mfluence is presumed to exist when the Group
holds between 0% and 50% of the voting power of ancther
entity. Jointly controlled entities are those entities over whase
activities the Group has joint control, established by contractual
agreement and requining unanimous consent for strategic
financial and operating decisions. Asseciates and jointly contralled
enfities are accounted for using the equity method (equity
accourted investees) and are initially recognised at cost. The
conzolidated finandial statements indude the Group's share of the
incame and expenses and equity mavements of equity accaunted
investees, after adjustments to align the accounting policies with
those of the Group, from the date that significant influence ar
joint control commences until the data that significant influence
or jaint control ceases, When the Group's share of losses exceeds
it interest in an equity accounted investes, the carrying amount
of that interest (including any long-term imestments) is reduced
1o nil and the recognition of further losses s discontinued except
1o the extent that the Greup has an obligation or has made
payments on behalf of the imestee.

In the Company’s financial statements, investments in assooates
and pointly controlled entities are carned at cost.

Jointly comtrolfed operations and assets

The interest of the Group in jointly controlled operations
fincluding unincorparated joint venturask and jointly controlled
assets are brought to account by recognising in its finandal
staternents the assets it controls, the liabilities that it incurs, the
expenses it incurs and its share of income that it eams from the
sale of goods or services by the joint venture,

Transactions eliminated on consolidation

Intra-group balances, and any unrealised income and Expenses o
incaime and expenses arising fram intra-group transactions, are
eliminated in prepaning the consalidated finanoal statements,
Linrealised gains ansing from transactions with equity accounted
imvestees are eliminated against the investment to the extent of
the Group's interest in the investes,

Unrealised lasses are eliminated in the same way as unrealised
gains, but anly to the extent that there is no evidence of impaimment.

Gains and losses are recognised when the contnbuted assets are
consumed o sold by the equity accounted imestees or, (f not
consumed of sold by the squity accounted irvestee, when the
Group's interest in such entities is disposed of,

{b) Foreign currency

Transactions in forergn currencies are ranslated to the respectve
functicnal currencies of Group enfities at exchange rates ruling
at the dates of the transactions. Monetary assets and liabilities
denormnated in foreign currencies at the reporting date are
retrarslated to Australian dellars at the foreign exchange rate
ruling at that date The foreign curtency gain or bass on monetary
iterns is the difference between amortised cost in the functional
currency at the beginning of the penod, adjusted for effective
interest and payments during the penod, and the amortised cost
in foreign currency translated at the exchange rate at the end of
the periad,

MNon-monetary assets and labilives derominated in foreign
currencies that are measured at fair value are retranslated to the
functicnal currency at the exchange rate ruling at the dates that
fair value was determined, Forelgn currency differences arising on
retranslation are recagnised in the income statement
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)
{c) Financial instruments

Mon-derivative finandal instruments

Mon-derivative finandal instruments compriss investments in
equity and debt securities, trade and other receivables, cash

and cash equivalents, loans and borrowings, and trade and
other payables:

MNen-derivative financial instruments are recagnised imitially at fair
value plus, for instruments not at fair value through the income
staternent, any directly attributable transaction costs, except as
described below, Subsequent ta initial recognition nan-derivative
financial instrurments are measured as descnbed below

A financial instrurment is recognsed if the Group becomes a party
1o the contractual provisions of the instrument, Finandal assets
are derecognised if the Group's contractual rights to the cash
flows from the financial assets expire or if the Group transfers
the financial a==et to another party without retaining conirol
of substantially &l risks and rewards of the asset. Regular way
purchases and =ales of financial assets are accountad for at
trade date, 1e, the date that the Group commits itsell to
purchase or sall the asset. Finandial liabilities are derecognised
if the Graup’s obligations specified in the contract expire or are
discharged or cancefled,

Cash and cash equivalents comprise cash balances and call
deposits with an orginal maturity of three months or less.

Accounting for financial incame and expenses i discussed in
Note 3(q)

Awailable-for-sale financial assets

The Group's myvestments in equity secunities are classified as
available-for-sale assets, Subsequent to initial recognition, they
are measurad at tair value and changes therein, other than
impairment losses (see Note 3(k)), are recognised as a separate
companent of equity. When an investment is derecognised,
the cumulative gam or loss in equity s transferred to the
incorme staternent,

Other
Cither nan-derative financial nstruments are measured at
amartised cast using the effective interest method, less any
impainment losses.

Derivative financial instruments

The Graup helds derivative financial instruments to hedge its
foreign currency exposures. In accordance with its treasury policy,
the Graup does not hold or issue derivative financal instruments
for trading purposes,

Drerivative finarcial instruments exist i relation to contractual
chbligations and an option for the sale of shares in a jointly
cantralked entity to a third party in line with pre-deterrmined
triggering events in the tuture, For further detail refer to Mate 27,
Denivatve Tinancial instruments are recogrased initially at fair
value; attnibutable fransaction costs are recagnised in the income
statement when incurred. Subsequent o initial recognition,
derivative financial instruments are measured at fair value, and
changes therein are accounted for as described below

Where derivalive financial instruments da not qualify for hedge
accoumting, recognition of any change in the fair value, results in
the gain or loss being taken to the income statement.

Where darivative financial instrurments qualify for hedge
accounting, recogrition of any resultant gam or loss depends on

the nature of the itern bemg hedged (refer below),
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)
(e} Financial instruments (cont)
Derivative financial instruments {cont)

Cash flow hedges

Changes in fair value of the denvative hedging mstrument
designatied as 4 cash flow hedge are recognised directly in egquity
1o the extent that the hedge is effective. To the extent that the
hedge is ineffective, changes in fair value are recognised in the
income statement.

If the hedging instrument no longer meets the cniteria for hedge
accaunting, expires or is sald, terminated or exercised, then hedge
accounting is discontinued prospectively. The cumulative gain

or loss previcusly recegnised in equity remains there until the
farecast transaction oocurs, When the hedged item is a non-
financial asset, the amount recognised in equity is transferred to
the carrying amount of the asset when it = recognised. In ather
cases thie amount recognised in equity i transferred to the income
statement in the same peniod that the hedged item affects the

Income staternent,

De-recognition of financial assets and liabilities

A financial asset {or, where applicable, a part of a financial
asset or part of a group of similar financial assets) is

derecognised when:
(i) the rights to receive cash flows from the asset
have expired,

fit} the Group retars the right to receive cash flows from the
assel, but has assumed an obligation to pay thern in full
without material delay to a third party, or
{iin} the Group has transterred its nights to receive cash Hows
fram the asset and aither
{a)  has transterred substantially all the risks and rewards
af the asset, or
(B} has neither transferred nor retained substantially all
the risks and rewards of the asset, but has transferred
contral of the asset.

A financial llability is derecognised when the abligation under
the liability is discharged, cancelled ar expired. When an existing
financial liability i replaced by another from the same lender on
substantially different terms, or the terms of an easting hability
are substantially madified, such an exchange ar medification

is treated as a derecognition of the arginal liability and the
recagnition of a new liability. The difference in the respective
carrying amounts i recognised in the income statement,

{d) Share capital

Ordinary shares

Incremental costs directly atiributable o issue of ordinary shares
and share options are recogrised as a deduction from equity, net
of any related income tax benefit.

Dividends

Dmadends are recognised as a ability in the period i which they
are declared

(e) Property, plant and eguipment
Recognition and measurement

Iterns of property, plant and equipment are measured at cost less
accurmulated depreciation (zee balow) and impairment Insses (see
Mate 3k

Cost includes expenditures that are directly attributable to the
acquisition of the aset. The cost of self-canstructed assets
includes the cost of materials, direct |abour, any other cost directly
attributable to bringing the asset to a working condition for its
intended use, and the costs of dismantling and remaoying the
iterns and restoning the site on which they are located.

The cost of self-constructed assets and acquired assets indudes:

(i) the initial estimate at the time of installation and during
the period of use, where relevant, of the costs of
dismantling and removing the items and restaring the site
an which they are lacated, and

(i} chamges in the measurement of existing lakdlities
recagnised for these costs resulting from changes in the
timing ar autflow of resources required to settle the
abligatian or from changes in the discount rate
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)

(&) Property, plant and equipment (cont)

Recognition and measurement (cont)

Idining property and development assets include costs transferred
from exploration and evaluation assets once feasibility and
commercial wiability of an area of interest are dernonstrable and
subsequent costs to develop the mine to the production phase.
When significant parts of an item of property, plant and
equipment have different useful lwes, they are accounted for

as separate items (major components) of property, plant

and equipment.

Subsequent costs

The cast of replacing part of an item of property, plant and
equipment is recognised in the camying ameunt of the item if it is
probable that the future sconomic benefits embodied within the
part will flow to the Group and its cost can be measured reliably
The costs of the day-to-day senioing of property, plant and
eguipment are recognised in the income statement as meurred

Diepreciation

Freehold land is not depreciated . Assets that have imited useful
lives are depreciated using the straight line method aver their
estimated useful lives, taking into account estimated residual
values, with the exception of mining property and development
assets, Mining property and development assets are depreciated
on a units af production basis over the life of the economically
recoverable reserves, being 51,749 800 (2007 58,053,600)
tonnes [or the Coppabella kine ard 14,844 996 (2007
16,529,033 tonnes for the Moorvale Bine at the beginning of
the financial year, or over the estimated useful life of the asset.
Leased assets are depreciated aver the shorter of the lease term
and their useful lives unless it is reasonably certain that the Group
will cbitain ownership by the end of the lease term.

Assets are depredated from the date they are available for use,

Depredation rates and methods are reviewed annually far
appropnateness. When changes are made, adjustments are
reflected prospectively in current and futire periods only.
Depreciation is expensed, encept to the extent that it is induded in
thie carrying amaunt.of another asset (e.q. inventory stocks) as an
allocation of production averheads

The depreciation rates or useful lives used for each class of asset
ane as follows:

Property, plant and equipment
Mining property and development Uap! Lg#!

Buitdings and infrastructure 3% -40% 65%-40%
Plant and equipmant 5% — 0% 13%- 40%
Leasad assets 4.5% - 20% 0%

! Depreciated an a units of praduction {UOF) bazsis ower reserves_ refer above.

Usetul lives and residual values are re-assessed at the reparting date

Development costs

Developrnent casts related to an area of interest are capitalised

if the experditures are expected to be recouped through sale

of successful exploitation of the area of interest. Capitalised
developrment expenditure is stated at cost less accumulated
amartisation and impairment losses (see Note 3G, and i
included in Preperty, plant ard equipment — Mining praperty and
developrment (see above).
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)

{f) Exploration and evaluation expenditure
Exploration and evaluation costs, induding the costs of acquiring
licences, are capitalised as exploration and evaluation assets
separately for each area of interest, Costs incurred before the
Group has obtained the legal rights 10 explore an area are
recognised in the incame statement.

Exploration and evaluation assets are only recognsed if the nights

of the area of interest are cument and either:

(i) the expenditures are expected to be recouped through
successful development and exploitation of the area of
interest; or

(i} activities in the area of mterest have not at the reparting date,
reached a stage which permits a rezsonable assessment of the
emstence of otherwise of economically recoverable reserves
and actve and significant operations m, or in relation to, the
area of interest are continuing.

Feploration and evaluation assets are assessed for impairment if:

(i) sufficient data exists to determing technical feasibility and
commerdal viability, and

(it facts and drournstances suggest that the carmying ameount
exceeds the receverable amount (see Mote 3(k). For the
purposes of impairment testing, exploration and evaluation
assets are allocated to cash-generating units to which the
explaration activity relates. The cash generating unit shall nat
be larger than the area of interest.

Onice the technical feasibility and commercial viability of

the extraction of mineral resources in an area of interest are

demanstrable, explaration and evaluation assets attributable

1o that area of interest are first tested for impairment and then

reclassified 1o mining property and development assets within

property, plant and equipment.

{g) Overburden in advance

Expenditure incurred in the removal of overburden from coal
deposits is deferred and expensed m operating expenditure as

the coal is extracted. Cverburden in advance 15 measured at

the lower of cost and net realisabde value. The balance of the
arnount deferred is reviewed at each reporting date to determing
the ameunt {if anyl which iz no longer recoverable out of future
revenue, Any amounts so determined are impaired (see Mote 3ik)),

(h} Leased assets
Leases in terms of which the Group assumes substantially all the
risks and rewards of cwnership are dassified as finance leases.
Lipan initial recognition the leased asset is measured at an amaunt
equal to the lower of its fair value and the present value of the
minimum lease payments Suhsequent to initial recognition,

the asset is accounted for in accordance with the accounting
palicy apphicable to that asset.

Oither leases are classified as operating leases and the leased
assets are not recognised on the Group's balance sheet

(i) Inventories

Inventories are measured at the lower of cost and net realisable
value. Met realisabde value s the estmated selling price i the
ordinary course of business, less the estimated costs of completion
and selling expenses. The cost of inventories is allocated on

a ranthly first-in first-out basis and includes direct matenal,
carsumption of overburden in advance, coal mining, coal
pracessing, labour, related transportation costs to the point of
sale and ather fixed and vanable overhead costs directly related
1o mining activities. The site overheads and rehabilitation cost
companent of inventory i allocated using normal operating
capacity Depreciaton is allocated to mventonies an a units-of-
praduction basis.

(i) Goodwill

Goodwill anises on acquisition of subsidiaries, assadiates and
jeintly controfled entities,

Goodwill represents the excess of the cost of the acquisition
ovar the Group’s interest in the net fair value of the identifiable
assets, labilities and contingent liabilites of the acguired entity.
When the excess is negative (negative geodwill), it is recognised
immediately in profit ar loss.

Subsequent measurement

Goodwill iIs measured at cost less accumulated impaimment losses
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)

(k} Impairment
Financial assets

A financial asset is assessed at each reporting date to determine
whether there is any objective evidance that it is impaired,

& financial asset is considered ta be impaired if ohjective evidence
indicates that one or more events have had a negatve effect on
the estirnated future cash flaws of that asset

An impalrment loss i respect of a financlal asset measured at
amortised cost is caloulated as the differance bebween its carryimng
amount, and the present value of the estimated futuwre cash flows
discounted at the onginal effective interest rate. An impairment
loss in respect of an available-for-sale financal asset is cakculated
by reference to its current fair value

Individually sigrificant financial assets are tested for impairment
on an individual basis. The remaining financial assets are assessed
callectively in groups that share similar credit risk charactenstics

All impairment losses are recognised in the income statement.
Any cumulative loss in respect of an avalable-for-sale financaal
asset recognised previously in equity is transferred to the
income staterment.

An impairment loss is reversed if the reversal can be related
objectively Lo an event eccurning alter the impairment loss was
recognised. For financal assets measured at amortised cast and
available-for-sale financial assets that are debt securiies, the
reversal is recognised in the income staterment. For available-
far-sale financial assets that ane equity secunities, the reversal is
recognised directly in equity,

Non-financial assets

The carrying amounts of the Group's non-financal assets, other
than inventories (see Note 300}, overburden m advance (see Note
3lg)) and deferred tax assets {see Naote 3(r)), are reviewed at

each reporting date to determine whether there i any indication
of impairment If any such indicalion exists then the assets
recoverable amount is estimated. For goodwill and intangible
assets, that have indefinite useful lives, the recoverable amaunt is
estimated at each balance date.

The recaverable amaunt of an asset or cash-generating unit

is the greater of its value in Lse and its fair value less costs o

sell. In assessing value in use, the estimated future cash flows

ane discounted to their present value using a pre-tas discount
rate that reflects current market assessments of the time valug

of maney and the risks specific to the asset. For the purpose of
impairment testing, assets are grouped together into the smallest
group of assets that generates cash inflows from continuing

use that are largely independent of the cash inflows of other
assets or group’s of assets {"the cash generating unit”},

The gaodwill acquired in a business combination, for the purposes
of imparment testing, = allocated to cash-generating units that
are expecled to benefit from the synergies of the combanation,

An impairment koss is recognised if the camying amaount of an
asset ar its cash-generating unit exceeds its recaverable amaunt
Impairment losses are recognised in the incomea statement
Impaiment |osses recognised in respect of cash-generating units
are allocated first to reduce the carmpng armount of any goodwall
allocated 1o the urits and then 1o reduce the carrying amount of
the other assets in the unit {group of units) on a pro rata basis.

An impairment lass in respect of goadwill = not reversed.

In respect of ather assets, impairment |osses recognised in prior
petiods are assessed at each reporting date for any indications
that the loss has decreased or no longer exsts. An impairment
loss s reversed iT there has been a change in the estimates used o
determine the recaverable ameunt. An impairment |oss i reversed
crly to the extent that the asset's carmygng amount does not
exceed the carrying ameaunt that would have been determined,
net of depredation or amartisation, if no impairment bass had
been recognised
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)

(I} Non-current assets held for sale

Mon-oument assets that are expected to be recovered primanly
through salke rather than through continuing use are classified as
held for sale. Immediately before clasification as held for sale, the
assets are re-measured in accordance with the Group's accounting
polices. Thereafter generally the assets are measured at the lower
of their carmying amount and fair value less cost o sell.

Any impairment loss on a dispesal group first s allocated to
goodwill, and then to remaining assets and Rabilities on &

pro-rata basis, except that no loss is allocated to inventones,
financial assets, deferred tax assets and emplayes benefit assets,
which continue to be measured in accordance with the Groups
accounting policies. Impairment kosses on initial dassification as
held for sale and subsequent gains or losses on re-measurement
are recogrsed in the income statement. Gains are nat recagnised
In excess of any cumulative impairment Joss,

{m) Employee benefits
Defined contribution superannuation plans

A detfined contribution plan is a pest-employment benefit plan
under which an entity pays fied contributions into a separate
entrty and will have na legal or constructive obligations to pay
any further amounts, Cbligations for contributions ta defined
contribution plans are recognised as a personnel expense in
the profit ard loms when they are due. Prepaid contributions
are recogrused a5 an asset to the extent that a cash refund or
redluction in future payments is available.

Other long-term service benefits

The Group's net abligation in respect of lang-term senice benefits
is the amount of future benefit that employess have eamed in
return for their service in the current and prior penods plus related
on-costs; that benefit = discounted to determine its present value,
and the fair value of any related assets is deducted. The ebligation
is calculated Lsing expected future increases in wage and salary
rates incduding related on-casts and expected settlement dates,
and s discounted using the rates attached to the Commenwealth
Gavernment bonds at the balance sheet date which have maturity
dates approximating the terms of the Group's abligations.

Termination benefits

Termination benefits are recognised as an expense when the
Group is demonstrably committed, without realistic possibility
‘of withdrawal, to a formal detailed plan to terminate the
emplayment befare the normal retirement date

Short-term bensfits

Liabilities for employee berefits for wages, salaries, annual

leave and sick leave represent present obligations resulting from
employees” services provided to reporting date and are caloulated
at undiscounted amounts based on remuneration wage and salary
rates that the Group expects to pay as at reparting date including
related an-costs, such as workers compensation insurance and
payroll tax, Mon-accurnulating non-monetary benefits, such as
medical care, cars and free or subsidised goods and services,

are expensed based on the net marginal cost to the Group as

the benefits are taken by the emplayees.

A provision = recognised for the amount expected to be paid
under short-term cash bonus plans if the Group has a present
legal or constructive abligation to pay this amount as a result of
past service provided by the employee and the obligation can be
estimated reliably.

Share based payment transactions

The fair value of shares granted under the employee share loan
pan is recagnised as an employes expense with a carresponding
increase in equity aver the penod that the employees become
unconditionally entitled to the shares, The fair value is measurad
at grant date and is measured u=ing a binomial aption-pricing
madel, taking Into account the terms and conditions upon which
the shares were granted.

Hon-executive directors are entitled to 10,000 Company securities
each year as part of thair directors fees. The shares are purchased
on the Australian Stock Fechange at the market value prevailing
on the date of purchase. The provision of shares s not subject to
petfarmance conditions.

The fair value of shares granted to non-executive directors is
recagnised as an expense
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3. SIGNIFICANT ACCOUNTING POLICIES (cont}
{m) Emplayes benefits (cont)
Share based payment transactions (cont)

Employee loans

The ermployee share loan plan allows eligible persens of the Group
and approvid contractars to acquire shares of the Compary.
Eligibie persons include permanent full-time or part-time
employees, eligible cantractors, or an agent of the Campany or a
related hady corporate. No up-frant payment is required for the
shares as the Company offers all eligible persons an interest-free,
limited-recourse loan, Any diidends recerved on the allacated
shares are applied to repay the loan balance,

Fisedd regular loan repayments are alsa made to repay the fean
balance, The shares are purchased on the Australian Stock
Exchange at the market value prevailing on the date of purchase.
The outstanding loan balance i recognised as a receivable at
amortised cost less impairment losses (see Note 3(k)),

{n) Provisions

A provision is recognised i, as a result of a past event, the Group
has a present legal or constructive cbligation that can be estimated
refiably, and it is probable that an outflow of economic benefits
will be required to settle the obligation. Provisions are determined
by discounting the expected future cash flows at a pre-tax rate
that reflects current market assessments of the time value of
maney and, where appropriate, the risks specific to the liability

Rehabilitation and dismantling

Provisions are made, when the areas are disturbed, for the
estimated cast of rehabilitation relating te areas disturbed

during the mine’s operation up to reporting date but not yet
rehabilitated. Provision has been made in full far 2l disturbed
areas at the reporting date based on curent estimates of costs
per hectare to rehabilitate such areas, discounted to their present
value based an expected future cashflows. The estimated cost of
rehabilitation includes the current cost of re-contouring, topsoiling
and revegetation employing legulative requiremments. Changes in
estimates are dealt with on a prospective basis as they arise,

MACARTHUR COAL LIMITED Al

Significant uncertamty exists as to the amount of rehabilitation
chligations which will be incurred due to the impact of changes in
enwironmental legislation.

Aesumptions have been made as to the remaining life of eusting
sites based on studies conducted by independent technical
advisars and on the basis of current environmental legiskatian.

Infrastructure assets and dismantling

The present value of rehabilitation and dismantling chligations
15 recognised on construction of the asets where a legal or
constructive obligation exsts al that tme. The prowsion i
recognised as a non-current lability with a coresponding asset.
At each reporting date the rehabilitation lability is re-measuree
in linve with changes in discount rates, and timing of armoaunt of
the costs to be incurred, Any changes in the liability are added
or deducted from the related asset, other than the unwinding of
the discount which is recognised as a finance cost in the income
statement & it ooours

If the change in the Rabality resulis in a decrease in the liability
that exceeds the carrying amount of the asset, the asset is
witter-down to nil and the excess is recagnised immediately in
the income staternent. If the change in the liahility results in an
addition to the cost of the asset, the recoverability of the new
carrying amount = cansiderad, Where there is an indicatian that
the new carmying amount 15 not fully recoverable, an impairment
test m performed with the wiite-down recogrised in the income
statement in the pariod m which it ooours,

Mon-infrastructure areas

Rehahilitation abligations relating to non-infrastructure areas

are discounted to ther present value based on expected future
cashilows. At each reporting date the rehabilitation lability is
re-measurad in line with changes in discount rates, tming or
amount of the costs to be incurred and areas to be rehabiitated.
Any changes in the liability are recognised in the incorme statement
a5 rehatwlitation experse, other than the unwinding of the discount
which is recognised as a finance cost.
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3. SIGNIFICANT ACCOUNTING POLICIES (cont}
{n) Provisions (cont)
Onemus contracts

A provision for onerous contracts is recognised when the expacted
benefits io be derived by the Group from a contract are lower
than the unavoidable cost of meeting its obligations under the
contract. The provision i measured at the present value of the
lower of the expected cost of terminating the contract and the
expected net cost of contnuing with the contract

(o) Revenue

Goods sold

Revenue from the sale of coal is measured at the fair value of the
cansideration received ar receivable, net of penalties, returms,
discounts, allowances and hedging gainafosses, Revenue s
recognised when the significant nsks and rewards of awnership
have been transferred to the buyer, recovery of the consideration
is probable, the associaled costs and possible return of goods can
be estimated reliably and there is no continuing management
involverment with the goods, and the amount of revenue can be
rrasured reliably

{p) Expenses

Lease payments

Fayments made under aperating leases are recogrised in the
Income staternent on a straighl-line bass over the term of the
lease. Lease meentives received are recognised in the income
staternent as an integral part of the total lease experse and
spread over the term of the lease,

Iinimurm lease payments made under finance leases are
apportioned between the finance expense and the reduction

of the oulstanding liability. The finance expense & allacated 1o
each period during the lease term so as to produce a constant
perodic rate of interest on the remaining balance of the liability.
Contingent lease payments are accounted for by revising the
manirmnum lease payments over the remaining term of the lease
when the lease adjustment is confimed,

{q) Financial income and expenses
Financial income and expences camprise interest payabde on
barrowings wsing the effective interest rate method, interest
receivable on funds invested, amortisation of ancillary costs
incurred in connection with armangement of bormawings,
unwinding of the discount on provisions, and gains and kosses an
hedging instruments that are recognised in the income statemant
{zee Note o).

Barrowing costs are expensad as incurred, unless costs relate to

a qualifying asset, and included in financial expenses using the
effective interest method. Borrowing costs relating to a qualifying
asset, being an asset that necessanly takes a substantial period to
prepare far its intended use, are capitalised as part of the cost of
the asset,

Interest incame is recognised in the income statement as it
accrues, using the effective interest method, Dividend income is
recagnised on the date that the Group' right to receive payment
is establshed, which in the case of guated secunties is the ex-
dividend date.

(r) Income tax

Incame tax expense carmprises current and deferred tas. Income
tax expense is recognised m the income staterment except to

thie extent that it relates to iterrs recognised directly in equity,

in which casa it is recognised in equity

Current tax is the expecled lax payable on the laxable incarme for
thie year, using tax rates enacted of substantially enacted at the
reperting date, and any adjustreent to tax payvable in respect of
PREVIOLIS YiRars.
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)
{r) Incorme tax (cont)

Deterred tax is recognized wsing the balance sheet method,
prowiding for temporary differences between the carmrying
amounts of assets and lizbilities for finandal reporting purpeses
and the amaounts used for taxation purpozes. Deferrad tax is
not recagnised for the following temparary differences: the
initial recognition of gaodwill, the mitial recognition of assets ar
liabilities in a transaction that is not a business combination and
that affects nether accounting nor taxable prafit, and differences
relating to imestments in subsidiaries and jointly contralled
antilies 1o the extent that they probably will not reverse in the
foreseeable future. The amount of deferred tax recognised is
based on the expected manner of realisation or settlement of
the carrying amount of assets and liabilities, using tax rates that
are expected to be applied to the temporary differences when
they reverse, based on the laws that have been enacted ar
substantively enacted by the reporting date.

Deferred tax assets and habilities are offset if there is a kegally
enforceable right to offset current tax habilities and assets, and
they relate to income tax levied by the sarme tax authority on the
same taxkable entity, or on different tax entities, but they intend
T settle current tax liabilities and assets on a net basis or their tax
assets and liabilities will be realised simultaneausly,

A deferred tax asset is recognised only to the extent that it is
probable that future taxable profits will be available against which
the asset can be utilised. Deferred tax assets are reviewed at each
reporting date and are reduced to the extent that it is no langer
probable that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of
dividends are recagnised at the same time as the labdity to pay
the related dividend is recognised.

Tax consolidation

The Company and its whally-owned Australian resident entities
farmed a tax-consolidated group with effect from 1 July 2003
and are therafore taxed as a single entity from that date.

The head entity within the tax-consolidatad group is Macarthur
Coal Limited,

Current tax expensefincome, defermed tax liahilities and deferred
tax assets arising from temparary differences of the members

of the tas-consalidated group are recognisad in the separate
financial statemments of the members of the tax-consclidated
graup by reference to the carmarg amounts of assets and babilities
in the separate linancial statements of each entity and the tax
wvalues applying under tax consolidation.

Any current tax labilities (or assets) and deferred tax assets arising
from unused tax losses of the subsidiaries are assumed by the
head entity in the tax-consalidated group and are recognised

as amounts payable recemvable) tof{from) other entities in the
tax-consolidated group in conpunction with any tax funding
arrangement amaunts (refer below). Any difference between
these amounits is recagnised by the Company as an equity
cantribution or distribution.

The Company recognises deferred tax assets ansng from unused
tax |osses af the tax-consalidated group to the extent that itz
prabable that future taxable profits of the tax-consolidated group
will be available against which the asset can be utifised.

Any subsequent period adjustments to deferred tax assets arising
from unused lax losses, as a result of revised assessments of the
probability of recovery are recognised by the head entity only.
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)
{r) Incorme tax (cont)

Mature of tax funding arrangemeants and tax
sharing agreements

The head entity, in conjunction with other members of the tax-
canselidated group, has entered inta a tax funding arrangement
which sets out the funding obligations of members of the tax-
cansolidated group in respect of tax amounts. The tax funding
arrangemnents require payments tafrom the head entity equal to
the current tax Rabality {asset) assumed by the head entity and any
tan-loss deferred tax asset assurmed by the head entity, resulting
in the head entity recegnising an interentity receivable (payable}
equal in amaunt to the tax kability (asset) assumed, The inter-
entity recervable {payable) is at call.

The head entity recognises the assumed current tax amounts as
current lax labilities (assets), adding to its own current amounts,
since they are alse due to or from the same taxation authority.
The current tax liabilities {assets) are equivalent to the tax
balances generated by external ransactions entered info by

the tax-consolidated group. Contributions to fund the current
1ax liahilities are payable as per the tax funding arrangement
and reflect the timing of the head entity's obligation to make
payments for tax liabilites to the relevant tax authonties

The head entity, in comunction with other members of the
tax-consalidated group, has also entered infto a tax sharing
agreement The tax sharing agreement provides for the
determination of the allocation of incorne tax liabilities between
the entities should the head entity default on itz tax payment
obligatians. No amounts have been recognised i the financal
statements in respect of this agreement as payment of any
amounts under the tax sharing agreement is considerad remote

(s) Segment reporting
A segment is a distinguishable componant of the Grougp that

is engaged either in providing products or senvices {Dusiness
seqment, or in providing products or senvices within a particular
econemic envirenment (geagraphical segrent), which is subject
to nisks and rewards that are different from those of other
segments. The Group's primary format for segment reporting is
based an business segments,

(t) Goods and services tax

Revenue, expenses and assets are recognised net of the amaunt
of goods and services tax (GST), except where the amaunt of
G5T incurred is net recoverable fram the taxation authodity In
these circurmstances, the G5T is recognised & part of the cost of
acguisition of the asset or as part of the expense

Receivables and payables are stated with the amount of

Q5T induded. The net amount of G5T recoverable from, or payabde
o, the Austrahian Tax Office (ATO s induded as a curent asset of
liahility in the balance shest,

Cash flows are included in the staternent of cash flows on a gross
basts. The GST components of cash flows ansing from investing
and financial activities which are recoverable from, or payable to,
the ATO are dassified & operating cash flows.

{u) Earnings per share

The Group presents hasic and diluted earnings per share (FPS)
data for its ordinary shares. Basic EPS 1= calculated by diiding

the profit or loss attributable o ordinary sharehalders of the
Company by the weighted average number of ardinary shares
outstanding duting the periad. Diluted EPS is determined by
adjusting the profit or loss attnbutable to ordinary shareholders
and the weighted average number of ordinary shares outstanding
for the effects of all dilutive potential ordinary shares, which
camprise corvertibde notes and share options granted

to employees
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3. SIGNIFICANT ACCOUNTING POLICIES (cont)

(v} New standards and interpretations

not yet adopted

The fallowing standards, amendments to standards and

interpretations have been identified a5 these which may impact

the entity in the period of initial application. They are availabie

for early adaption at 30 June 2008, but have not been applied in

preparing this financial report

® Revised AASE 3 Business Combinations changes the
application of acquisitian accounting for business
combinations and the accounting for non-cantralling
{minarity) interests. Key changes indude: the immediate
expensing of all transaction costs; measurement of
contingent consideration at acquisition date with subsequent
changes through the income statement, measurement of
non-cantrolling (minority) interests at full fair value or the
proportionate share of the far value of the underlying net
assels; guidance an issues such & reacquired rights and
vendar mdemnities; and the indusion of combanations by
contract alone arel thase imsolving miutuals, The revised
standard becomes mandatory for the Graup's 30 June 2010
financial statements. The Group has not yet determined
the potential effect of the revised standard on the Group's
financial report

B AASE B Opevating Segments introduces the " management
approach” to segment reporting. AA5E B, which becomes

mandatory for the Group's 30 June 2010 finandial statements,

will require the disclosure of segment information based on
the internal reparts regularly reviewed by the Group's Chief
Cperating Decision baker in order to assess each segment’s
performance and to allocate resources to them Currently the
Group presents segment information in respect of its business
and geographical segments (see Note &) The Group has not
yet deterrmined the potential effect of the revised standard on
the Group’s finanoal report.

® Revised AASE 101 Fresentation of Rnandal Statemerts

intradisces as a financial staterment (formeily “primany™
staternent) the “statement of comprehensive income”
The revised standard does not change the recognition,
measurement o disclosure of ransactions and ewvents that are
required by other 84585, The revised 4458 101 will become
mandatary for the Group’s 30 June 2010 financial statements
The Group has net yet determined the petential effect of the
revised standard on the Groups disclosures.

Reised AASR 123 Barrowang Costs removes the option o
expense borrowing costs and requires that an entity capitalise
borrewing costs directly attributable to the acquisition,
construction of production of a qualifying asset as part of

the cost of that asset. The revised 4458 123 will become
mandatary for the Group's 30 June 2010 financial statements
Az the Group presently capitalises bormowing costs directhy
attnbutable to qualifying assets (see Mote 3(q)), there s

no potental effect of the revised standard on the Group's
financial reparts.

Revised AASE 127 Consofidated and Separate Financial
Statemants changes the accounting for investments in
subsidianes. Key changes include: the remeasurement ta fair
walue of any previcusfietained investment when control
obtaineddost, with any resulting gain or loss being recognised
in profit or loss, and the treatment of increases in ownership
interest after control is obtained as transactions with equity
halders in their capacity as equity helders. The revised
standard will become mandatory for the Group's 30 June
2010 finandal statements. The Group has not yet determined
the potential effect of the revised standard on the Group's
financial repart.

AASE 2008-1 Amendments to Austraban Accounting
Standard - Share-based Payment: Vesting Conditions arnd
Cancaliations changes the measurement of share-hased
payments that contain non-vesting conditions.

AASR 2008-1 becomes mandatory for the Group's 30 lune
2010 financial statements. The Graup has not yet detenmimed
the potential effect of the amending standard on the Group’s
financial repart.
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4. DETERMINATION OF FAIR VALUES

A& number of the Group’s accounting policies and disclosures
require the determination of fair value, for both financal and
non-financal assets and habilibes. Far values have been
determined for measurement andior disclosure purposes based
on the following methads. Where applicable, further information
about the assurmptions made in determmnng far values is
discinsed in the notes specific ta that asset or liability.

Property, plant and equipment

The fair value of property, plant and equipment recognised as a
result of a business combination 15 based on market values.

The market value of property is the estimated armount for which
a property could be exchanged on the date of valuation between
a willing buyer ardd a willing seller in an arrm's length transaction
after proper marketing wherein the parties had each acted
knowdedgeably, prudently and without compulsion. The market
value of iterns of plant and equipment is based on the quoted
market prices for similar items

Investments in eguity securities

The fair value of available-for-sale financial assets s determined by
reference 1o their quoted bid price at the reporting date.

Trade and other receivables/payables

The fair value of trade and other receivablesipayables is estimated
a5 the present value of future cash flows, discounted at the
market rate of interest at the reparting date

Loans and barrowings

Fair value, which is deterrmined for dsclosure purposes,

is calculated based on discounted expected future principal and
intefest cash flawes for finance leases. The market rate of interest is
determined by reference to similar lease agreements.

Derfvatives

Fareign currency derivative confracts are either marked to market
using listed market prices ar by discounting the difference
between the contractual forward price and the current forward
price fior the residual maturity of the contract using a risk-free
interest rate.

Financial derrvatives relating to contractual abligations and an
option for the sale of shares in a jointhy controlled entity to a third
party are measured based an the fair value of the underlying
entity to which the shares relate. The underlying entity i valued
based an a discounted life of mine cash-flow approach.

Share-based payment transactions

The fair value af shares granted under the employes share loan
plan is measured using a binomial eption-pricing model, taking
into account the terms and conditions upon which the shares
were granted. Measurement mputs include share price an
measurement date, exercise price of the nstrument, expected
walatility {based on weighted average histonc valatility sdjusted
for changes expected due o publicly available mformation),
weighted average expected life of the mstruments {based on
histoncal expenence and general option holder behaaour),
expected dvdends, and the risk-free interest rate (based on
government bonds).

Fimancial guarantzes

Far financial guarantee contract hatlities, the fair value at

initial recognition is determined using a probability weighted
discaunted cash flow approach. This method takes into account
the probability of default by the guaranteed party over the term
of the contract, the loes given default (bemg the propartion of
the expasure that s not expected to be recovered in the svent of
default) and exposure at default (being the maximum loss at the
fime of default).
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5. FINANCIAL RISK MANAGEMENT
Overview

The Company and Group have exposure to the following risks
from their use of financial instruments:

= creditrisk
B liguidity nsk
B market sk,

This nete presents information about the Cemparny’s and Group's
expasure 1o each of the above nsks, their objectives, policoes and
processes for measuring and managing risk, and the management
of capital, Further quantitative disclesures are included throughaut
this financial report

The Board of Directors has averall responsibility for the establishment
and aversight of the risk managerment framework. The Board has
an Audit and Risk Management Committes, which is responsibile
far developing and monitoring risk management policies,

The committes reparts regularly to the Board of Directars an

its activities,

Risk management policies are established to identify and analyse
the risks faced by the Company and Group, to set appropriate nsk
limits and controls, and ta monitar risks and adherence ta limits
Risk management policies and systerms are reviewed regularly

to reflect changes in markat conditions and the Company’s and
Group's actnaties, The Company and Group, through their training
and management standards and procedures, aim to develop a
disciplined and constructive control erarcnment in which all
employees understand their roles and obligations.

The Audit and Risk Management Committee also oversees how
management manitors comphiance with the Company and
Group's risk management policies and procedures and reviews the
adequacy of the risk management framewaork in relation to the
risks faced by the Company and Group.

MACARTHUR COAL LIMITED Al

The Audit and Risk Management Committee i assisted in its
oversight role by Internal Audit. Internal Audit undertakes both
regular and ad hoc reviews of risk management controds and
procedures, the results of which are reported to the Audit and
Fisk Managemont Cormimittee.

Credit risk

Credit rsk is the nsk of financial loss to the Group if a custormer or
counterparty to a financal instrument fails to meet its contractual
obligations, and anses princpally from the Group's receivables
fram customers. For the Company it arises from receivables due
from subsiciaries.

Trade and other receivables

The Audit and Risk Management Committes has established a
credit administration pohoy with the expasure to credit risk being
manitared on an ongaing basis.

The credit nsk an financal assets of the Group, which have

baen recognized on the balance sheet, = the carmying amount,
net of impairment

The Group minimises concentrations of credit risk by undertaking
transactions with a number of custamers in varous countries,
Credit risk on customers s also reduced by entering into

lettars of cradit with customers or utilising trade finance as
corsidered necessary,

The Company's and Group's esposure to credit risk is imfluenced
mainby by the mdividual charactenstics of each customer,

The demographics of the Group’s custamer base, incduding the
default risk of the mdustry and country in which customers
operate, has less of aninfluence on aedit sk, Approamately
28% (2007 29%) of the Group's revenue is altnbutable to sales
transactions with a single customer. However, geographically there s
na concentration of credit risk.
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5. INANCIAL RISK MANAGEMENT (cont)
Credit risk (cont)
Trade and other receivables (cont)

Concentration of credit n=k at balance date on trade receivables
15: Asia 23% (2007 88%), Europe 27% {2007 12%),

Americas 20% (2007 Nil%) and Other 30% (2007 Mil%).

The geographical mix at year end for trade receivables is
influenced by the timing of shipments to custemers during the
manth of June. This arses due to the fact that the majority

of sales are trade financed and therefore settled within a

short timeframe following sales recognition. To give a better
understanding of the average exposure aver the course of a year,
the 2008 sales distribution by geographic regions s Asia 38%,
Furope 39%, Americas 14% and Other 9% (2007 Asia 43%,
Furope 34%, Americas 21% and Other 2 %),

The maximum exposure to credit risk s represented by the
carrying amaunt of each financal asset, induding denvative
financial instruments, in the balance sheet,

Credit risk on cash, deposits and denvative contracts is managed
by ensuring that counterparties are recognised financal
intermedianes with acceptable credit ratings and using several
caunterparties for transactions

The Audit and Risk Management Committee has established

a credit pelicy under which each riew customer is analysed
individually for creditworthiness before the Group's standard
payment and delivery terms and conditions are offered

The Group's review indudes external ratings, when available
Purchase limits are established for each customer, which
represents the maximum open amount without requirng approval
from the CFCY, these limits are reviewed annually Customers that
fail ta mest the Group’s benchmark creditworthingss may transact
with the Group only on a letter of credit basis.

The Company and Group have made no allowance for impairment
of receivables. Grven the size and good credit standing of the
customers with which the Group deaks, management have
assessed the probability of loss as being remate.

Investments

The: Group limits its exposure to credit sk by only investing in
liquid securities and only with counterparties that have a credit
rating ot at least A7 from Standard & Poor's. Given these high
credit ratings, management does not expect any counterparty 1o
fail to meet its abligations.

Guarantees

The Company and Group have provided financial guarantees,
details of which are prowded in Note 33.

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet
its financial obligatiors as they fall due. The Group’s approach

to managing liguidity is to ensure, as far as possible, that i will
ahways have sufficient liquidity to meet its liabilities when due,
under both normal and stressed conditions, without incurring
unaceeptable losses o nsking damage to the Group's reputation.

The Group utlises an 8 week ralling cash flow forecast compared
to its unused facilities ta ensure that it has sufficient cash an
demand as and when required aver that forecasting penad,
including the serviong of financal abligations

Market risk

Market risk is the nisk that changes in market prices, such as
foreign exchange rates, interest rates and equity prices will
affect the Group's income or the value of its holdings of finandal
instruments. The abjective of market risk management is to
manage and control market nsk exposures within acceptable
parameters, while optimising the return

The Group enters into denvatives, and also incurs financial
liabilite=, in arder to manage market risks. All such trarsactions
are carried out within the guidefines set by the Audit and Risk
Management Committes, Generally the Group seeks to apply
hedge accounting n arder to manage valatility in profit or loss
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5. FINANCIAL RISK MANAGEMENT (cont)

Market risk (cont)

Currency risk

The Group is exposed to currency risk predominantly on sales,

and to some extent purchases and barmowings that ae
denominated in a currency other than the respectve functional
currencies of Group entities, primarily the Australian dollar (AUD).
The currency in which these transactions primarily are
derominated are USD.

At any point in tme the Group hedges 5% of its estimated
fareign currency expaosure in respect of forecast sales for fixed
price cantracts igenerally for a 12 maonth period), The Group uses
farward exchange contracts to hedge its currency risk, most with
a matunty of up te 12 months.

Interest on barrowangs is denominated in currencies that match the
cash flows generated by the underlying operations of the Group,
Thi= provides an econamic hadge and no derivatives are entared into

Interest rate risk

The Group adopts a pelicy of ersuning that an appropnate
amount of its exposure to changes in interest rates on borrowings
1= on a fixed rate basis, This = achieved by enterning inta interest
rate swaps, As at 30 June 2008 and 2007 there were no interest
rate swaps in place.

Capital management

The Board's policy is to maintain a strong capital base so as to
maintain investar, creditor and market confidence and ta sustain
future development of the buzsiness. The Board of Directars
manitors the Graup's capital and funding position, through key
ratia analyzis. The Board of Directars also monitors the level of
dividends to ordinary sharehalders,

There were na changes in the Group's appreach to capital
management during the year

Meither the Compary nor any of its subsidianies are subject to
externally imposed capital requirements

6. SEGMENT REPORTING

Segment informatian Is presented in respect of the Group's business
and geographical sagments, The prifmary format, business segments,
ts based on the Groups management and internal reporting structure,

Inter-segment pricing Is determired an an arm's length basis.
Segment results, assets and labilities include dems diectly
attributable 1o a segment as well as those that can be allecated on a
reasanable basis. Unallecated items comprise mainiy income-earming
assets and revenue, interest-bearing loans, borrowings and expenses,
and corporate assets and expenses,

Segment capital axpenditure is the total cast meurred during the
period to acquire segment assets that are expecied 1o be used for
mafe than one peried .

All segrments are continueng ooerations.

Businsss segments
The Group compnses the Tellowing main business segments

Operating coal mines:
Coppabella and Moorvale mines

Exploration and evaluation:
Varaus tenements in the exploration and evaluation phase,
including those in mine developrment

Other:
Carparate and other business development activities

Geographical segments

The Group operates predominatety in Australia. All segment assets
fram ordinary activities relate te operations in Australia.

In presenting information on the basis of geographical

segments, segment revenue s based on the geographical location
of customers.

Segment assets are based on the geographical location of assets
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e ther Eliminations  Cansolidated
L 000 5000 S'000 S'000 £'000

6. SEGMENT REPORTING (cont)
Business segments
30 June 2008
Total external sales revenue 400,231 - - - 400,231
Inter-segmant revenus - - - - -
Total segment revenue 400,231 - - - 400,231
segment result 9,173 277 20,776 = 17672
Urnallocated axpenses -
Results from aperating activities 117,672
Nt financal inceme 1,959
Share of profitfloss) of equity acconted investess ti,’iﬂ}
Income Lax expense [43.281)
Profit for the period 72,684
Segment assets 637,907 481,305 251,611 {333,557} 1,037,266
Segment liabilites 384,456 131,506 164,385 1333,557) 346,790
Cash flows from operating activities {4,586} 108 {31,380 = (35,868)
Cash flaws froo investing activities (485,504} 18522} 23,420 - {31,606}
Cash flaws from financing actwities 12,868 . (19.481) - (6,613}
Capital expenditure 20,328 5008 255 - 25,591
30 June 2007
Total external sales revenus 362,796 - - - 362,796
Inter-segmant revenue - - - -
Tatal segment revenue 362,798 5 = & 362,79
Unallecated expenses .
Results from aperatng activities 81,972
Mt fnancal incoms 12,733
Share of profitfioss: of eguity accounted investess -
Income tax expense {28,161}
Profit for the pariod 66,544
SEQmENt asats 496,686 182,409 300,033 (366,480) 612,648
Segment labilities 272,404 175,801 116,113 {366,480 197,638
Cash flaws from operating activties 95,729 - (65.599) - 30,130
Cash flows from investing activties (16,076} 1825} (23.919) - (40,820)
Cash flows from financing activities {£.877) {131} (54,3400 - (61,348)
dssets classified as held for sale - 33,779 - - 33,779
Capital expenditure 30,754 7,505 204 - 38 468
Impasment loss reversais {91} - - . {31)

* including mine devesopment
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6. SEGMENT REPORTING (cont)

Geographical segments

30 June 2008

Revenue from external customers
Segrnent assets

Capital expenditure

A0 June 2007

Reveriue from external customers
Segment assets

Capital expenditure

7. OTHER INCOME

Management fae - related parties

Dwidands - related parties

Met gain on sale of controlbng Interest in subsidiary
et gain on dsposal of non-current assets
Surdry — other partias

8. OTHER EXPENSES

Met foregn exchange losses

Exploration and evaluation expensed as incurmed
Increase in rehabslitation provision

Depreciation

Reversal of impzirment loss on recenvablas

Nt loss on disposal of non-current assets

Wet weather induced write-offs

Intercompany debt forgivenass

Other regions

Consolidated

152,016 154,338 55,540 Sr03T 400,231
- - - 1,037,266 1,037,266
- 25,591 25,591
156,747 122,421 74,477 8151 361,796
. - - 612 648 612,648
- 38,458 36468
Consolidated Campany

2008 2007 2008 2007
5000 5'000 5'0D0 $'000
196 234 4122 4114
- - 19 481 S4,340

35,555 ; 4065

- 13,154 -
4,580 1.364 = >
40,332 14,752 64,259 58,454

Consolidated

Duing the year ended 30 June 2008, the Group sokd 2 1961% interest in Manto Coal 2 Pty Ltd to Paway Limited for 348 500,000 in cash.

Dusring the year ended 30 June 2007, the Group sold 3 16.7 % interest in the Olive Downs Morth project and a 26 7% interest in the
undeveloped Moaorvale Fits C &0 to partners in the Coppabella and Maaorvale Ieint Venture for $16,870,000 in cash

Company

2,529 2137 .
363 gi6 -
730 63 - -
{335) 203) 163 139
= {21) 2 =
8 1.076 e =
5,500 - - -
= b 34,30 =
10,195 4,498 34,470 139
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9. PERSONNEL EXPENSES

Consolidated

Company

Wages and salaries 4,339 4,447 2,716 2243
Other associated persanne! expenses 444 “n 1,255 1,340
Contnbutions to defined cantribution superannuation funds £ 385 387 385
Increasa in liability for annual leave 552 1.231 121 35
(Decreaselincrease in liakdlity far long-senice leave 132 {3 Bl 3}
Increase in labality for sick keave it4 19 - .
Termination banefits 117 ams 54 ‘235
6,315 6,369 4,607 4,165

10. AUDITORS' REMUNERATION

Audit services
Auditars of the Company — KPMG

B Audit and reviewe of finanoal reports © 255,450 189,000 255450 189,000

®  Audit of jaint venture operations - 155,836 138004 - -

®  Other regulatory audit services * 4,700 - 4,700 -
415,986 327,904 260,150 189,000

Other services

fuditors of the Company — KPMG

® Cither assurance serdices ** BO,178 12.000 80,178 12,000

8 Compoerate governance and farensic senvices 179,398 30,245 179,398 30,245

m Taxation services * 61,745 72,335 61,745 72,335

= Due diligence and related services 315,584 - 215,584 -

m laint venture operations

Other samvces © P 10,378 - -

KPMG related practices

® Other! - 27.107 - 27,107
564,282 152,066 536,905 141,687

“ Al audgars’ remuneration & borne by the Company for the Group

! Reprisents achice i relation bo accounting

" Represents the Group’s share of remuneration paid for awdit and other services mowred by joint ventures

Y Represents tax atdce, farensic sendces and oiher assurance sendces

! Represents licerse amd oiher fees paid 1o g related endity, ol which EFMG held a 50% interest, for prchease of fax compliance salbeare by the Goup
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11, FINANCIAL INCOME AND EXPENSES

Recognisad in the income statemeant
Interest income

et gain on dsposal of available-for-sale
financial assats transferred from equity

Finandal income
Interast expanse
Financial expenses
Met financal income

12. INCOME TAX EXPENSE

{a) Recognised in the income statement
Current tax expense

Current panod

Adjustrments far prior periods

Deferred tax expense
Origination and reversal of termporary differences

Total income tax experseffoenefit) from continueng operations
(b} Numerical reconciliation between

tax expense and pre-tax not profit

Profit for the pariod - continuing aperatons

Total income tax expensalibenafity

Profit exclisding sncome 1ax

Income tax using the demesiic corparatian tax rate
of 30% (2007 30%)

Increase in Income tax expense due 1o

8 MNon-deductible experses

® Intercompany debt forgiveness
Diecr2ase in income tax expense dus to:

B Tax exernpt incame and ather items

Underfiaver) provided in prior years

(e} Income tax recognised directly in eqguity
Foresgn currency derivative contracts

dwailable-forale financial assets — mvestments in equity securities

Consolidated

Company

5108 4,055 0,801 14,830
1,675 7,973 2,675 7,473
7,784 17,028 12,476 22,803
|5,825) 14,295) {5,705} [4,451)
{5.825) 14,295) {5,705) [4,491)
1,959 12.733 6,771 18,312
3,707 21,580 11,281 4,500
(548) 12,333) (580} 270
3181 19.248 10,6592 4779
40,120 B.913 1,042 1631
40,120 D13 1,042 631)
43,281 28,161 11,734 4,148
72,684 66,544 12,629 63 6Ed
..} el 11734 S [l
115,965 94,705 24,363 67,832
34,790 28,411 7,308 20,350
8606 213 10 E
: 10,250
{12m fity) (5, B&E) {16,302)
43,776 28,069 11,723 4,056
5 52 11 52
43,281 28,161 11,734 4,148
1131 5,263 - -
{43} 430 (430) 430
1,691 5,603 (430) 430
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13, TAX ASSETS AND LIABILITIES

Current tax assets and liabilities

The current tax asset for the Group of 515,439 000 (2007 36,770,000 liability) and far the Company of $15,439,000
{2007; $6,770,000 Kability) represent the amaount of income taxes receivable (2007 payable) in respect of current and prior finandal penads.

The Company asset (2007 lability) includes the income tax recevable (2007 payable) by all members of the tax consolidated group.

Recognized deferred tax assets and liabilities
Deferred tax assets and hiabilities are attributable 1o the following.

Assets Liabilities Het

Consolidated

Property, plant and equipment - - 1,780 1372 1,780 2,372
Emplayes benefits 857} (545) - . (857 (548)
Inventories B B a75 a7 B76 ELTS
Loans and borrawangs (2,534} (2,873} . . [2,534) (3,873
Provisions 7,723 (6.258) . . [7.723) [6,258)
Amaunts payable for future user charges 12,673) 3,211} - - 12,673) 3,211}
Owerburden in advanca - - 53,407 32,506 53,407 32,506
Iining property and development - - 15,645 17,248 15,645 17,248
Exploration and evaluation - - 18213 12632 18,213 23,632
Foresgn currency derivative contracts - - 7.682 5 GE8 7682 5,068
Cither items - (12,135 5,060 1.2 5,060 {10,894,
Investavents in equity accounted mvestees . . 6,274 . 6,274 .
Tax {assetshliabibties {13,787} 125,023 104,344 81,964 85,157 55,941
sel aff of tax 13,787 25,023 113,787) 425,023) = =k
Net fax lassatsybabil tes - - 95,157 56,941 95,157 56,941
Company

Property, plant and equipment - - 8 12 28 12
Employes benefits (222} (167} - - (222} (167}
Prewsons {29y (] - u (29 127
Diher tems 1416) (997} . 430 1416) (ST
Tax {assatsliabikties [BET) (1,191} 28 443 163 (a8}
Set off of tax 28 443 (28} (#43) -
Net {ax (assets)abilites (639) (748) - - (639) (748)
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13. TAX ASSETS AND LIABILITIES {cont)
Unrecognised deferred tax assets
Deterred tax assets have not heen brought to account in respect of the following items:

Consolidated Company

2007 2008 2007
£'000 £'000 $'000
Investanents in eouity accounted mvastees 1,488 - 3,103

The deferred tax assets have not been recognised in respect of these iterns because it & not probable that future capital gains will be
available against which the Gredp and the Company can utilise these benefits.
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13. TAX ASSETS AND LIABILITIES {cont)
Maovement in temporary differences during the year

Consolidated
Balance Recognised Recognised
30 June 07 in income in eguity/ combinations/ 30 June 08
statement transfers  deconsolidation

$'000 §'000 $'000 $'o000 $'oo0

Propesty, plant and equipment 2372 1552 - - 1,780
Inventories 397 475 - - Ba
Loans and bomowings (2,873) 3z - - (2,534)
Employee benetits {S45) {311) - - [B=7)
Prowsons {5,458} {1.,485) . * 7,723
Amaunts payable for future user charges {3,211} 538 - - (2,673
Cwerburden o advance 12,506 20,501 - - 3,407
Iening progperty and development 17,248 {1,603) - - 15,645
Explaration and evaluation 22632 3,173 - (7,592} 18,213
Oither ftems {10,894) 11,884 {430) 4,500 5,060
Foreign currency derivative contracts 5,568 - 2111 - ?,ESQ
Inuesiments in equity acoounted mvastees - - - 6,274 6,274
Tax losses - 203 $503) 5 £
56,941 33,845 1,188 3,182 95,157

Balance Recognised Recognised Business Balance

30 Jure 06 in income in equity/ combinations/ 30 June 07

statement transfers deconsolidation

5'000 §°'000 5000 £'000 §'000

Property, plant and equipment 2,434 (62} - - 2.3mn
Inventories {38} 433 - - 357
Laans and borrowings {3,215} 342 - - (2,873)
Emplayes benefits {198} {348} - - (548)
Provssians {5,984} 1274} = i 16,238)
Amaounts payable for future user charges 3,715 508 - . (3.21%)
Ouerburden in advance 23133 9,373 . . 22,508
IEning property and development 13,091 {1,843) - - 17,248
Exploration and evaluation 17,354 5,278 - - 22,632
Fareign currency derivatve contracts 305 - 5.263 - 5,568
Oither items {6,830} (4,484} 430 - {10,8%4)
42,335 8,913 5,693 + 56,941
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13. TAX ASSETS AND LIABILITIES {cont)
Movement in temporary differences during the year (cont)
Company

Balance Recognised Recognised Balance

30 June 07 In income in qquil‘,‘." 30 June 08
statement transiers

5000 $°000 5000 $'000

Property, plant and equipment 13 15 - 8
Invenitories = = = :
Leans and Dorawings - - - -
Emplayee benefils 1167} {55 - (222)
Prowisans 27} 2) - 129)

Amaunts payabla for future user charges = = 5 s
Owerburden in advance + - 3 T
hdining property and develcpment - = - -
Exptoration and evaluation - = 5 =

Other items {567) 581 [430) 1£18)
Feresgn curmency dervate contracts . - - -
Irwestrnents in equity accounted investaes . - - -
Tax fosses

Balance Recognised Recognised Balance
30 June 06 In Income I squity/ 30 June 07
statemant transfers
5'000 000 000 §'00a
Property, plant and equipment
Inventories
Loans and borowings . . .
Emplayee benefits {178} n - {167)
Prostsons (29} i - 27

Mumounts payable for futuee user charges = - . 2

Owerburden in advance ¥ r - -

Mining property and development - s -

Expioratian and evaluation = 2 z

Fareign cumency denvative contracts : . . :

Cither stems {247 (Ba0) 430 1567)
(547} {531) 430 (748}
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14. EARNINGS PER SHARE

Basic earnings per share
The caloulation of hasic earnings per share at 30 June 2008 was hased an the profit attributable to ordinary shareholders of $72 684 000

(2007: $66,544,000) and a weighted average number of ordinary shares outstanding during the year ended 30 lune 2008 of 198,716,394
(2007 187,380,346}, calculated as follmws:

Consolidated

2008 2007

000 §'000
Profit attributable to ordinary shareholders
Profit attributable to ardinary shareholders 72,684 66,544
Weighted average number of ordinary shares Mumber Number
Iszyed ordinary shares at 1 July 187,380,346 187,380,346
Effect of shares issued in January 2008 19336048 -
Weighted average number of ordinary shares at 30 June 198,716,394 187,360,346

Diluted earnings per share

The caloulation of diluted earmings per share at 30 June 2008 was based on profit attnbutable to ordinary shareholders of $72,684,000
(2007: $66,544,000) and a weighted average number of ordinary shares outstanding during the year ended 30 June 2008 of 198,716,394
(2007 187,380,346}, calculated as follows:

Consolidated

2008 2007

5'000 §'000
Profit attributable to ordinary shareholders {diluted)
et profit attributable to crdinary shareholders (diluted) 72,684 66,544
Weightad average number of ordinary shares (diluted) m
Weighted average number of crdinany shares {diluted) at 1 Juby 187,380,346 187,380,346
Effect of shares kaued in lanuary 2008 11,336,048 -
Weighted average number of erdinary shares {diluted) at 30 June 198,716,394 187,380,346
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Consolidated

Company

15. CASH AND CASH EQUIVALENTS

Cash at bank and in hand 19,725 9,016 627 4,985
Bank at call depasits - 8277 - 964
Bank term daposits - _are L = 185
Cash and cash eguivalents in the statement of cash flows 22,478 96,565 627 21,964

The effective interest rate on bank at call deposits was Nil% {2007 5.9%). The effective interest rate on bank term deposits was 2.4%
(2007 6.2%]. The deposits had an average maturity of 7 days (2007 55 days), Induded in bank term depesits for 2007, was 36,034,000
wehich was restricted for use by the Group as such is held as security against bank guarantees provided (refer Nate 33).

The Group's exposure to nterest rate sk and a sensitity anabysis for finanaal assets and habilities are disclosed in Nate 29,

Consolidated Campany

2008 2007 2008 2007

S°000 $'o0o00 §'000 $'000
16. TRADE AND OTHER RECEIVABLES
Current
Trade receivabies 19,304 5,504 - -
Orher receivables and prepayments 18,475 14,265 581 2,274
Tax relatad recenvables - - B7.410 85,391
Amaunts recaivable from related entities — unsecured B1,757 15,916 4018 1,131

119,536 35,690 92,907 BB, 786

Mon-currgnt
Securty depasits 145 144 -
Oither receivables and prepayments 1840 3.055 - -
Laans 16 employess — Employse Share Han 117 324 17 3
Amaourts reczivable from related entities — unsecured cag - - -
Amounts receivable from controlled entities — unsecured - - 132,056 158,227

270 3.523 132,173 158,551

Current receivables due from related entities — unsecured are shown net of impairment losses of SMIEZ00T 591,000 impaimment loss
reversal) recagnised in the current vear Non-curent receivables due from related entities — unsecured are shown net of impairment losses af
Sl (2007: $Mil} recognised m the curment year,

The Group's exposure to credit and cumency nisks and impairment losses refated to wade and other receivables are disclosed in Note 29

MACARTHUR COAL LIMITED ANMNUAL REFORT 2008 STRENGTHENING PRODUCTION : SECURING GROWTH

PREVIOUS NEXT

file:///E|/Wcd77364061df.htm[18/02/2011 4:36:48 PM]


http://www.macarthurcoal.com.au/

Macarthur Coal Annual Report 2008 | Inventories / Other Financial Assets

Consolidated

Company

17. INVENTORIES

Current
Raw materiats and conswemables, at cost 14,803 2,068 = =
Caat stocks, at the lovwer of cost and net realisable value 12,883 26,558 - =
27,626 18,627 - -
Non-current
Raw materials and consumables, at cost 265 4,678 - -
265 4,678 - -

Refer Nate 24 for details of security over inventories

Fawe matenals, consumables and changes in coal stocks recognised as cost of sales amounted to $195, 267 000 (O0J: $147 220,000},
In 2008 the wnte-down of inventones to net realsable value amaunted to $8A (2007 32,718,000}, The write-dawrs are induded in
cast of sales.

Consolidated Company

18. OTHER FINANCIAL ASSETS

Current

Cash and deposits — not at call 16,228 E,020 - -

Auailable-for-sale financial assets — investments in equity securities - 33115 - 33,115

Foresgn curmency derivative contracts 29,761 18,550 5 =
42,689 57,695 - 33,115

MNof-current

Investonents in controBed entites = at cost . - 357 686 73343

- - 357,686 73,343

Available-for-sale financial assels — investments in equily secunties are investments in lsted companies. These shares were disposed of by
the Group dunng the year for proceeds of 334,357, 000 resulting in a realised gain on sale of 82 675,000,

The Group's expasure to credit, currency and interest rate nsks related to other finanoal assets (s disclosed in Note 2%
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Consolidated

2008

S'000

19. OVEREURDEN IN ADVANCE

Current

Owerburden in advance 143,501 105,552 £ -
Non-curment

Dvarburden in advance 31,646 2,765 -

Consolidated Campany
1008 2007 2008 2007
s'000 5'000 $'0D0 $'000
20. ASSETS CLASSIFIED AS HELD FOR SALE
Current
Assets held by contralled entities - 33,779 - -

In the priar year, the Group classified the net assets of two whally owned subsidianes, Monto Coal Fty Ltd and Monio Coal 2 Pty Lid &s held
for sale, planning ta dispase of therm in the current financial year, The arrangements relating to this planned dispasal terminated subsegquent
to 30 June 2007 A new arrangement subsequently resulted in the dispozal of 19.61% of Monto Coal 2 Pry Ltd (refer Mate 36),

AL 30 June 2007, the disposal group comprised net assets of $33,779,000,

Cash and cash eguivalents - 328 .

Trade and cther recelvabses . 14 -

Freehald land - 14 - -

Freehold land Fal - 1,228 - -

Exploration and evaluation assets 22 - 32 295 - -

Trade and other payatles - (100} - -
= 33,779 i =
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Consolidated

21. PROPERTY, PLANT AND EQUIPMENT

Mining property and development (including mining rights
and coal resources)

® Atcost 144,326 143,545 :: -

® Less accumulated depreciation (48,223) (42,047 - -
96,103 101,498 - -

Freehold land

m Atcost 3.730 3,130 "

Buildings and infrastructure

At cost 81,439 74,820 - -

®  Less accumulated depreciation (37,109 (29,036) - -
44,330 45,793 - -

Mant and sgquipmeant

® Atcost 27,753 4,705 1,334 1,139

8 Less accumlated depredation (2.818) (1,341) (438) 1273)
24,235 3,364 556 HES

Leased assels

& Atcost 20,822 8,544 2 =

® Less accumulated depreciation {2.391) (B54) - -
18,431 7,690 & =

Capital works in progress

B At cost 1,574 15,39 - z |

Befer to Hote 24 for detalls of security over property, plant and equipment.
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Consolidated

Company

21. PROPERTY, PLANT AND EQUIPMENT (cont)

Reconciliations

Reconaliation of the carrying amounts for each class of propesty,

Mant and equiprment are 5ot cut bélow:

8 Mining property and development

Carrying amaunt at beginning of year 101,488 107,390 E £
Additi induding acquisitions through acquisiton
of iilel:r}:{ in joint 1|Ir]|=.-nt\.ll:l:r‘-lre-5 bl 312 1825 : B
Redassification to exploration and evaluation assets 11,5371 - - -
Dapreciation 6,177 (7,817) - -

Carrying amaunt at end aof year 96,103 101,498 - -

® Freehold land

Carrying amaunt at beginning of year 3.730 4 958 - -
Additions B -+ :: -
Dezposals, including dispesals through deconsalidation 11,234 - - -
Transters fromito) assets dassified as held for sale 1.228 (1,228) .

Carrying amaunit at end of year 3,730 3.730 -

® Buildings and infrastructure

Carrying amaunt at beginning of year 45,793 50,983 = =
&d.l:litinm, ing!qqu acquisitions through aoquisition N 818 N -
of interest in joint venture
Transfars from capital warks in progress 6,752 1,158 - -
Disposals {145) 5 : :

Carrying amaunt at end of year 44,330 45,793 -

® Fant and equipment

Carrying amaunt al beginning of year 3,364 3,037 BEE 798
Additions, indudng acouisitions through acquisition 300 536 261 20
of mtarest in joint venture
Transfers from capital works in progress 22763 58 - -
[sposals (23} 1) (2 (2
Depreciation {1,478} A8E] (168 1139)

Carrying amaunt at end of year 24,935 3,364 956 BE&E
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Consolidated Company

21. PROPERTY, PLANT AND EQUIPMENT (cont)
Reconciliations {cont)
B |eased assets
Carrying amaunt a1 beginning of year 7.650 - -
Additions 12,277 o.827 - .
Disposals - (1.283) : =
Depreciation {1.536) {B54) - -
Carrying amaunt at end of year 18,431 7,690 - -
m Capital works in progress
Carrying amaurit a1 beginning of year 18,396 3,733 - -
Additions, incdudng acquisitians through acquisiton
of interest in joint venture Uit 12,525 H
Transfers to property, plant and eguipment [23.515) (1.216) §
Carrying amaunt al end of year 1,974 15,396 - -
The fallowmg deprecation was recognised as an expense in the income statement:
Ianing preperty and development 7.249 1.637
Buildings and infrastructure 8.373 7.185 - -
Plant and eguipmant 1,456 486 168 138
Leased aisets 1,432 BG4 - -
18,550 16,162 169 138

The Group leases producton equiprment under a number of finance lease agreements. Some leases prowde the Group with the option to
purchase the equipment. The leased equipment secures lease obligations (refer Note 24}, At 30 June 2008, the net carmying amount of
leased assets was 318,431,000 (2007 $7,690,000),
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Consolidated

Company

22. EXPLORATION AND EVALUATION ASSETS

Casts carried forward in raspact of aseas of interest in:

®  Exploration andior evaluation - intangible 76,600 66,303 - .
76,600 66,303 - -

Cost

Balance at baginning of year 6,303 94, B0 - -

Argusitions of exploration and evaluation zssets 329 3 : -

Transfers fromatol assets clasefied as held for sale 32,295 (32,295) -

Duposals of exploration and evaluation assets on deconsolidatian (32,3500 (3,718) -

Reclassification from property, plant and equlpment 1,537 - - -

Explaration and evaluation costs capitalised & 456 7505 - -

Balance at end af year 76,600 66,303 - -

The ultimate recoupment of costs carmied fonward as exploration and evaluation assets is dependent an the successful development and
comimercial explaitation or sake of the respective area of interest.

Consolidated Campany

2008

§°000

23. TRADE AND OTHER PAYABLES

Current

Trade payables 17.813 4,508 816 241

Other payables and accrued expenses BO.STE 75.365 354 671

Amaunts payzble to related entities 40,000 1,143 40,000 1,143
138,789 81416 41,800 2,055

Mon-current

Amaounts payahle to controlled entities - unzecoursd - - 117,808 104,907

The Group's expasure to currency and liguidity risk to trade and ather pavables is distlosed in Mote 29
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24, LOANS AND BORROWINGS

This note provides information about the contractual terms of the Company’s and the Groups interest-bearng loans and bormawings.
Far mere intarmation about the Company's and the Group's expasure to interest rate, foreign currency and liquidity risk, see Note 25,

Consolidated Campany

008 2007 2008 2007

5°000 5000 $'000 $'000
Current [abilities
Fingnoe lease liabdities EREL] 1,451 - -
Secured bank loans 2,056 - - -
Drelerred Bability for acguisition of mining mterest — unsecured 1,922 1,925 - -

7,156 3,376 :: -
Mon-current liabilities
Finance lease liabditias 15,047 6,301 - -
Secured bank loans 19,786 - - -
Deferred Rability for acquisiian of mining mtenest - unsecurid 6,526 7,652 - -

41,359 13,953 -

Deferred liability for acquisition of mining interest - unsecured

In December 2003 the Group purchased an additional 23 3% interest n the Coppabella Froject As part of the acquisition, the Group entered
into an arrangement o progressively purchase the 23.3% interest in the exploration tenements each six months, over a 10 year penod

In accordance with Australian Accounting Standards the deferred lability has been reflected at its present value in the financial statements,
discounted at 10.9% (2007 10.7%) based an 6% interest plus risk adjusted margin.

Financial facilities
Bartk loans — Corparate Facility
®  Amortising cash advance facility

(2008: IS$12,000,000 and 2007; LSS 18,000,000) S AF ik i i
B FRevalving cash advance facility (USS$20,000,000) 0777 23,565 - -
Bank Guarantee Facility 75,000 60,000 - -
108,243 104,774 - -
Facilities utilised at reporting date
Bark loans = Corporate Facility
B Amortising cash advance facility 8,289 - - -
8 Revolving cash advance facility 13,553 - -
Bank Guarantee Facility 58.309 59,835 - -
80,151 59,835 & =
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Consolidated

24, LOANS AND BORROWINGS (cont)

Facllities not utilised at reporting date
Bank loams - Corperate Facility
B Amortising cash advance facility

{2008: US$12,000,000 and 2007: USS 18,000,000} A Ha ' -
® Revolving cash advance facility (UI5$20,000,000} 7,224 23,565 : -
Bark Guarantee Facility 16,651 165 - -

28,082 44,939 = =

Corporate Facility

Bank Loans

Duing the year erded 30 June 2008 the Greup continued o have access te a Corporate Facility.

The purpase of the Corporate Facility s 1o provide additional funds for general corperate purpases within the Group. The facility i held by a

controlled entity, Coppabella Coal Pty Ltd. Bank loans provided as part of the Corporate Faclity are:

1) Cash advance facility
al Amartising cash advance facility
The facility lirmit i denominated in United States dollars as US$30, 000,000 (2007 Us$30,000,000} and is ta be amortised on a straight
line basis to 30 June 010, A%, 289 0040 (US37,979 0001 has been drawn down at 30 June 2008 (2007 A3N, USSHI). The faclity can
e drawen in Australian dollars or United States dollars. The armortised facility limit at 30 June 2008 is USE12, 000,000 12007
LIS318,000,000). & commitrment fee of 0.45% (2007 0.45%) per annum is payable on the unused portion of the amonising cash
advance facility.
The interest rate applicable to the cash advance facility comprises BBSY (2007 LBOR) plus a minimum margin of 0.95% per annurm.
The effective interest rate was B.61% per annum at 30 June 2008 (2007 6.31%:),

b} Revohing cash advance facility
The revohang cash advance facility loan limit is dencminated in United States dollars as LSS 20,000,000 (2007 ; US$ 20,000,000}
A%513,553,000 (L15513,046,0000 has been dravwen down at 30 June 2008 (2007 ASNil, USINIl. The facility is in place unil 30 June 2010,

The facility can be drawn down in Australian dellars ar United States dallars, & commitment fee of 0,45% 2007 0.45%) per annum is
payable an the unuszed partion of the revohang cash advance fadlity

The interest rate applicable to the cash advance faclity comprises BBSY (2007 LIBOR) plus a minimun mangin of 0.95% per annurm,
The effective interast rate was 8.61% per annum at 30 June 2008 12007 6.31 %)
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24, LOANS AND BORROWINGS {cont)
Bank Loans {cont)
21 Bank guarantee facility

The bank quarantes facility is denominated in Australian dallars as an ASTS,000,000 {2007 ASE0,000,000) limit amortising to ASKIE
12007: ASNil) at maturity 30 June 2010. The facility can be drawn m Australian dollars, incorporating a sub-limit of the equivalent of
A34,000,000 (2007 4%4,000,000) which can be drawn in United States dallars. Bank guarantee fees are payable at 0.55% per annum
and a fee of 0.22% per annum applies to the unused portion of the bank guarantee facility

Security

The Corporate Fadlity i secured by a guarantee provided by Macarthur Coal Limited and charges aver the Group's interest in the
Coppabella and Moonvale Joint Venture mcluding all of the assets and undertakings of the contralled entity, Coppabella Coal Pty Ltd and
charges aver the assels and undertakings of the controlled entity, fMacarthur Coal Management Pty Ltd and the Company’s shares in
Coppabella Coal Pty Ltd and bacarthur Coal Management Pty Ltd and intercompany loans to the controlied entities.

Assets pledged under security arrangements
The carrying amaounts af the pledged non-curent assets are as follows:

Consolidated Company

2008 2007 2008 2007
s°ao0 £000 £'000 £'000

haning property and divelopment 96,103 101,438 -
Land 3,730 3,730 - -
Buildings and Infrastructure 44,330 45,793 - -
Plant and equipment 23913 2,468 - -
Leased assets {refar balow) 18,431 7690 - -
Inventories 265 4,678 = =
Capital works in progeass 1,574 15,396 - -

Recaivables 1,763 2,963 -
Cwverburden in advance 31,640 2,765 - .
Shares (n controlied entities - - 56,385 56,385
Amaunts recaivable from contralled entities - - 19 506
222,155 186,982 56,404 56,691

RAAT AATHUIR TOval HIKAMEN AKIKI AL GEROAT 7000 STREMSTHEAAMS DPRANI IFTIAM * CSEFRIMG SREAATH
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24, LOANS AND BORROWINGS [CONT)
Finance lease liabilities

Finance lease liabilines of the Group are payable as fallows:

Consolidated

Minimum Intefest Principal Minimum Interast Principal

lease lease

payments payments

2008 2007

$'000 £°000
Lass than one year 4,672 1,494 3,178 1,968 517 1,451
Between one and five years 17,801 3,068 14,733 6,822 Bb3g 5,883
hare than five years 345 kL 34 475 58 418
22,818 4,593 18,225 9,266 1,514 7,752

The Company has no finance lease habilties.

Certain leases provide for addittonal payments that are contingent upon usage lrmits being excesded. Contingent rents recognised in the
Income staternent under finance leases amounted to SRl {2007 M)

Security

Thie lease liabilities are secured by a fized and flaating charge provided by Macarthur Caal (€ &M Fquipment) Pty Ltd (MCCRE), an
assocated entity, In addition, the Company prowdes guarantees to the extent of 73.3% of MCCME's obligations under finance and
operating leasing arrangernen s,

Consolidated Company

25, EMPLOYEE BENEFITS

Currant lHabilitios

Liabxlity far annisal ieave 2.052 1.500 548 427
Liakality Tor sick leave =45 191 - -
Liakility far leng-service leave 117 12 1"z 12

2,714 1,703 665 439

MNon-current liahbilities
Liability for long-senace leave 144 117 77 17

Defined contribution superannuation funds

The Group makes contributions to several defined contribution superannuation funds. The amaunt recognised as an expernse was $387,000
far the financial year ended 30 June 2008 (2007 3385000},
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25, EMPLOYEE BENEFITS {CONT)

Long service leave industry fund

The Group makes contributions to the Coal Mining Industry Leave Fund. & total of $427,000 was paid to the fund for the financial year
ended 30 June 2008 (2007 §149,000)

Share-based payments

Executive Option Plan

A Lang Term Incentive (LTH programime exists, which is an equity based incentive designed 1o provide nominated executives with the
incentive to deliver lang-term growth in shareholder value.

Far further details of the LTI plan, refar to the Remuneration Repart contained within the Directors’ Repart.

Mo amounts have been recognised during the year ended 30 June 2008 as any perfarmance rights for the Managing Director and
nominated senior executives wers formalised subsaquent ta 30 lune 2008

Employee Share Loan Plan

The Company has an Employee Share Loan Plan (ESLP) which s used to provide an oppartunity for eligible persons of the Group and
approved contractons o acquire shares of the Company. On 15 December 2005, 122,935 shares were acquired for 86 eligible employees at
a purchase price of $5 43 per share waith a value limit of hetween 56,000 and $20,000 per emplayes. There were no shares acquired during
the year,

All shares held undar the ESLP rank equally with all other shares for time heing on issue

The Company provides interest free koans to all eligible persors to enable themn to acquire shares under ESLP 1o 100% of the total acquisition
price far the shares, Any dwidends declared an the shares issued under ESLP will be used to offset any loans outstanding on the shares,
Employees and contractors have alsa provided irmevocable authority to the Company to deduct 1% of their grass salary each manth in
repayment of the lean.

The loan will be repayable:

a) it detault i= made by the employes on the repayment of the loan; or
b the employes’s employment with the Company, its subsidiany or assaciate or the relevant contractor is terminated for any reasan; or
) the emploves becomes insoheent ar commits an act of bankruptoy

The Company holds the shares as security aver the loan until the loan is repaid.

The market price of shares held under the ESLP as at 30 June 2008 was 31687 {2007 56.77).
There were no other shares eligible for acquisition under the ESLP at 30 lune 2008 (2007 Mil),
The number and weighted average acquisition price of shares is & follows:

Welghtad Mumbar Waighted Numbar
Average of thanes Average of shares
exercise price exercise price
2008 2008 2007 2007
Dutstanding & the beginning of the penod 80,442 106,005
Granted durng the pertod v - . .
Sold and transferred during the pamod §1267 (39,753) $421  [165E3)
Cutstarsding at the end of the period 49,689 89,447
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Consolidated

Company
08

26. PROVISIONS

Current
Rehabilitation and dismantling 1,966 1.030 - .
1,966 1,030 - -
Mon-current
Rehahilitation and dismantling 23,605 19,664 - -
Diher Lkl 160 ¢ %)
23,776 19,829 97 0

During the finandial year ended 30 June 2008, $909 000 was recognised as an expense in the income statement in respect of rehabilitation
incurred {2007 $169 (00),

Rehabilitation and dismantling

In accordance with State Government legeslative requirements, a pravision has been recognised tor mine rehabilitation works throughout
the hife of the mines in relation to the Group’s coal mining operations. A provision for dismantling of ifrastructure assets on cessation

of operations at the mmes has also been recognised in relation to the Group's coal mining operatiors. The bass for accounting 15 set cut

in Mote 3n).

Rehabilitation and dismantling

Balance at 1 luly 20,699 17.BEG - -
Prowisions made during the year 4,396 1,79 - -
Provisans used during the year {508} {164) = =
Urnwind of discount 1,385 119 * £
Balance a1 30 June 25,571 0,699 .

Dnerous contracts

Balance at 1 July - 1.831 - -
Prowisions used during the year - (1.881) - -
Balance at 30 Juns - - - -
Crthar

Ralance at 1 luly 160 177

Urwind of discount 11 {17) 7 18}
Balance at 30 June LEA) 160 a7 20
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27. OTHER FINANCIAL LIABILITIES

Consolidated

Current

Amaunts payable for future user charges (refer Nate 32(e)} 1,203 1,795 =

Fertgn curmency derivative contracts 130 - .

Ofer cosivative [iakilites 570 2.000 2000

2,603 3,795 1,000

Mon-curremnt

Amaunts payable for future user charges (refer Note 32(e)} 7.008 §.908 -

Dther derivative liabilities 26,120 = E
33,126 8,908 B

Other derivative contracts

IMiddlemount Coal project.
There is no credit risk, liquidity risk or market risk associated with these dervatives,

In Note 26 to the financial statements for the year ended 30 June 2007, reference was made to an option which was granted on 22 June
2007 to a nan-related third party to buy all the shares af two wholly owned subsidiaries, Manto Coal Pty Ltd and Moento Coal 2 Pry Ltd.
The eption pencd was onginally due ta expire on 15 Octeber 2007 but was extended to 15 Decermnber 2007

On 13 Decernber 2007, this option deed was terminated and agreernent reached to repay the $2,000,000 option fee on 7 January 2008
In the 2008 finanoal year, resufting from the acquesition of Custom Mining Limited Group, denvative financial instruments exst relating to
cantractual chligations and an option for the sale of shares in a pontly controlled entity, Middiemount Coal Pty Ltd, to a nan-related third
party in line with pre-determined triggenng events in the future. These triggenng events relate ta milestones in the development of the
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Share Fair value Retained
capital reserve earnings
§'o0o £000 000
28. CAPITAL AND RESERVES
Reconciliation of movement in
capital and reserves
Consolidated
Balance at 1 July 2008 246,343 2830 - 142.M40 391,173
Total recognised income and axpense - 10,430 1.003 &6, 544 Tra7?
Dwidends to shareholders - - = 154, 340) 154,340
Balance ai 30 Jupe 2007 245,343 13,250 1,003 1 54,21'4 414,810
Balance at 1 July 2007 245,243 13,250 1.003 154,214 414,810
Total recognized income and expense - 4,691 (1.003) 72 684 76,372
Equity settled tranzactions 218,775 - - - 218,775
[vidands to sharehoiders - - - 115,481 {10,481)
Balance a1 30 Juns 2008 465,118 17,941 E 207,417 60,476
Campany
Balance a1 1 July 2008 246,343 . - 4,305 250,648
Total recognised incoms and expense - - 1.003 63,684 6 BET
Dividersds 1o sharehoiders - - {54,344) {54,340)
Balance at 30 June 2007 246,343 2 1,003 13,640 260,095
Balance at 1 July 2007 245,343 - 1,003 13,649 260,995
Total recognised income and expense - - {1.003) 12,620 11,628
Equety settled fransacticns L1B.775 = = = 218,775
Dwidends to sharehoiders - - - [15,481) {19,481
_ Balance at 3 June 2008 465,118 3 - 6,797 471,315
Campany
Ordinary shares
Share capital
On issu at 1 July 187,380,346 187,380,346
Shares ssued on equity settled ransaction (refer Note 36) 24,776,353 =
On issue al 30 June - fidly paid 212,156,739 187,380,346

Effective 1 July 1998, the Compary Law Review Act abolished the concept of par value shares and the concept of authorised capital.
Accerdingly, the Company does not have authodised capital ar par value in respect of its issued shares,

The halders of ordmary shares are entitled to receve dridends as declared from time to time and are entitled to ane vate per share at
meetings of the Companty.

I the event of winding up of the Company, ardinary shareholders rank after creditors and are fully entitied to any proceeds
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28. CAPITAL AND RESERVES (cont)

Hedging reserve

The hedging reserve compnises the effective portion of the cumulative net change in the fair value of cash flow hedging instruments related
1o hedged fransactions that have not yet ooourmed.

Fair value reserve

The fair value reserve comprizes the cumulative net change in the fair value of available-for-sale financial assets until the Imestment

15 derecognised.

Dividends

Dividends recognised in the current year by the Company are:

Cents per Total amount Franked/ Date of
share 5 unfranked payment

2008
Interim 2008 ordinary in £,364,702 Franked 31 March 2008
Final 2007 ordinary 70 13,116,524 Franked 5 5;5;’““’
Tatal amount 10.0 19,481,326
2007
Interim 2007 ardinary 1.0 20,611,838 Franked 30 March 2007
Firal 2006 ordmary 18.0 33,718 462 Franied 9 October 2006
Total amount 29.0 54,340,300

Franked dividends dedared or paid during the year were franked at the tax rate of 30%

After the balance sheet date the following diidends were proposed by the directars. The declaration and subsequent payment of dividends
hias na income Tas cansequences.

Finad pisireey 140 29701943 franked 20 Sobremoer

The financial effect of these dividends has not been braught te account in the financial statements for the year ended 30 lune 2008 and
will be recognised in subsequent finandal reports,

Company

2007

4000
Dwvidend franking account
30% franking cedits avaslable to shareholders of the Company for subsequent finanoal years 37,065 42,303
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28. CAPITAL AND RESERVES (cont)
Dividends (cont)
The above available amounts are based on the balance of the diidend franking account at year-end adjusted far

{a) franking creditsidebits that will arse fram the paymentireceipt af the current Lax liabilitiesiassets,

(k) franking debits that will arise from the payment of dividends recognised as a liability at year-end,

ic) franking credits that will arse from the receipt of dividends recognised as receivables by the tax-consolidated group at yvear-end; and
{d} franking credits that the entity may be prevented from distributing in subsequent years,

The ability to utilisz the franking credits is dependent upon there being sufficient available profits to declare dividends.

The impact an the didend franking account of dividends proposed after the balance sheet date but not recognised as a liability is 1o
reduce it by $12,729,000 (2007: §5,621,000),

In accordance with the tax consolidation legislation, the Company as the head entity in the tax-consolidated group has alse assumed the
benefit of 537,065,000 (2007 $42,303,000) franking credits.

29. FINANCIAL INSTRUMENTS

Exposure to credit, interest rate and currency risks arizes in the normal course of the Company's and the Group's business,
Dervative financial instruments are used ta hedge exposure to fluctuations in foreign exchange rates

Credit risk

Exposure to credit risk

The carrying amount of the Group's and Company's financal assets represents the maximum credit exposure. The Group’s and Company's
maximum expasure to credit risk at the reporting date was:

Consolidated Company

Jnl.'.l I:I-;F- : .J.Eli}.i é{ll:i?

o 5'000 £000
Carrying amount
Awailable-forsale financial assets i8 - 33,115 - 33,115
Cash and cash eguivalents 15 22478 96,565 67 21,964
Cash and deposits not at call 18 16528 6.0£0 E -
Trade and other receivabdes 16 122,237 39,213 225,080 247337
Farward exchange contracts used for hedging — assets 18 25761 18,560 - -
187,404 193.473 225,707 302416
MACARTHUIR COAL LIMITED ANRLUAL REFORT 2008 STRENGTHENING PRODUCTION : SECURING GROWTH
PREVIOUS NEXT

file:///E|/Wc3346890cae8e.htm[18/02/2011 4:35:50 PM]


http://www.macarthurcoal.com.au/

Macarthur Coal Annual Report 2008 | Financial Instruments (cont)

29, FINANCIAL INSTRUMENTS (cont}

Cradit risk {cont)
Exposure to credit risk (cont)
The Group's masimum expesure to credit risk for trade receivables at the reparting date by gecgraphic region was:
Consolidated

2008 007

£ 000 $'000
Carrying amaunt
Asia Aai 4777
Europe 5,303 732
Americas 3,897 -
Other 5,683 =

19,304 5,509

The geographical mix and amounts outstanding at year end for trade receivables is influenced by the timing af shipments to custamers
during the month of June. This arises dus to the fact that the majority of sales are trade financed and theretore settled wathin a shart
tmeframe fallowing sales recognition, To give a better understanding of the average exposure over the course of a year, the 2008 sales
distribution by geagraphic regions 5 Asia 38%, Europe 39%, Amercas 14% and Other 3% (2007 Asia 43%, Europe 34%, Amernicas 21%
and Other 29%).

Thie Company’s exposure ta cadit nisk is minimal & recefvable amaounts prmarily relate to intercompany receivables dncluding intercamparny
tax related receivables).

Impairment losses

Mone of the Group’s recevables are past due (2007 3Mil). The ageing of the Group’s trade recevables at the reporting date was:

Impairment Impairment

2008 2007
$'000 $'000

Consolidated
Mot past dus 19,304 - 5,508 -
19,304 = 5,509 =

Rased an the global standing, size and credit ratings of cur customers, the Group believes that no impairment allowance is necessary in
respect of trade receivables.
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29, FINANCIAL INSTRUMENTS (cont}

Liguidity risk
The fallawing are the contractual maturities of finanaal labilities, induding estimated interest payments and exduding the impact of
netting agreements;
2008
Carrying Contractual & months B Muore than
amoumnt washilows or less 5 years
$000 $'000 5000 $'000

Consolidated

Non-derivative
financial liabilities

Secured bank foans 21,842 (25.292) (340 (2,396) {21,356) - -

Finance lease liabdities 18,225 (22,818} [2,338) {2,335} (4,672 {13,125) {345)
Deferrad liability for acguisiton

of mining =terest 8248 (11,437} 11,039) {1,0339) (2,080) 16,2400 {1,039)
Amaounts payable for future

user charges 8,909 (10,126} 1,181} {1,191} (2,383) {5,381} -

Trade and ather payables 138,789 {138,785} {28,789) = {40,000 < =

Derivative financial

liabilities

Forward 2xchange contracts
used for hedgng:

Dutfiow 625,717 {625,717} (352,065) (233,652) = = =
intiow (651,345} 651,348 411,306 240,042 - - -
170,582 {182,831) {85,054) {1,172) (70.491) (24,730) (1.384)
2007
Consalidated

Nen-darivative
financial liabilities

Finance leasa liakslitias 7752 {2, 266} (a8d) (284} 11,968) [£,853) {478}
Daferred liability for acquisiton
of mining interast 9,577 (13,518) {1,030 (1,039} {2,080) {6,240} {3,120}
Amournts payable for future
igar charges 10,703 (12,509) 11,131) (1197} 12,383) (7,148) {596)
Trade and other payables B1,416 81,416) (81,416) - - - g
Darivative financial
liabilities
Farward exchange contracts
used Tor hedging:

Dutflow 228,933 (228,933) (148,551) 80,382)

Inflowe (247 a93) 247,493 160,900 86,533 - - -

~ s0,888 (38,149) (72.281) 2,397 (6.432) (18,241 {4,192)
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29. FINANCIAL INSTRUMENTS {cont)

Liquidity risk (cont)
‘Carying  Contractual & months 512 1 More than
amaunt cashflows ar less months YBERE 5 years
§"000 §'000 §'000 $'000 5000 5000
Company
Amaunts payable to
controlled entities 117,808 (168,401} - - - - (166,401)
Trade and other payables 41,800 (41,800} (1,800} - {40,000} - -
158,608 {210,201) (1,800) - (40,000) - (168,401)
2007
Company
Amaounts payahle to
contralled entities 104,907 {150,355} % = = = {150,355)
Trade and other payables 2,055 {2,055} [2,055) - - - -
106,962 {152.410) {2,055) - = + (150,355}
- o
Exposure to currency risk
_ The Group's exposure to foreign currency nsk at balance date was as follows, based on notional amounts:

2008 2007

USD 5'000 UsD 5'000

Trade receivabies 18,582 4,676
Trade and ather payables {14, 580) {11,323)
Grogs balance sheet expodure 4,002 (6,647)
Estimated foracast sales 918,499 294,953
Estimated forecast purchases {B5.814) {41,212}
(oSS SxposLre 842 685 253,787
Forward exchangs cantracis {586,516) (192,555)
Net exposure 256,169 61,192

The Company has na direct exposure to foreign currencies.
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29, FINANCIAL INSTRUMENTS {cont)
Currency risk (cont)
The fallowmag significant exchange rates apphied during the year:

Average rate

LISC 0.B96E 0.7857

Reporting date spot rate

0.96i6 0.8487

Sensitivity analysis

The analysis is performed on the same basis for 2007

Consolidated

30 June 2008

30 June 2007

Equity F.-"r-nfi'll. or loss

£°000 £°000
1so [60,930) (2.620)

usc (22,633} (1.218)

A 10% strengthening of the Australian dollar against the following curmancies at 30 June would have increased (decreased) equity and
profit or loss by the amounts shown below. This analysis assumes that all other variables, in particular interest rates, remain constant.

Company

Equﬁ-]l Profit or loss
£'000 £'000
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29, FINANCIAL INSTRUMENTS {cont)
Interest rate risk

Profile

At the reporting date the interest rate profile of the Companys and the Group's interest-hearing tinanosl instruments was:

Consolidated Company
Carrying amount Carrying amount

2 2007 2008 2007
§'000 5000 $'000 £'000
Fixed rate instruments
Finandal liabilities (27.134) {18.455] g
(27.134) (18,455) *
Vanabla rate instruments
Financial assets 32406 102,585 62T 21,964
Finzndial liabilities (30,290 (0,577) 2 =
9,116 93,008 627 21,984

Fair value sensitivity analysis for fixed rate instruments

The Group does nat account for any fixed rate financial assets and liabilities at fair value through profit or loss, therefore a change in
interest rates at the reporting date would not affect profit or loss.

Cash flow sensitivity analysis for variable rate instruments

& change of 100 bass points m interest rates at the reporting date would have increased {decreased) equity and profit or loss by the
amounts shown belaw. This analysis assurmes that all other variables, in particular foreign currency rates, remain corstant. The analysis is
performed on the same basis for 2007,

Profit or loss Eqquity

100bp 100bp 100bp

Increase dpr.'ra;ﬂa decreass
5'000 5000 £'000

30 Jume 2008

Variable rate instruments 567 1967] = £
Cash flow sensitivity (net) 5657 {567) 5 s
A0 Jume 2007

Variable rate instruments : 1,531 11.531) -
Cash flaw sensitivity (net) 1,531 (1.521) - -
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29. FINANCIAL INSTRUMENTS (cont)
Fair values
The fair values together with the carrying amounts shawn in the balance sheet are as follows:

Unrecognised [losseskgains - -

*Refer Mate 27 for detalks

Carrying Fair value C.:rry‘ung Falr valus
amount amoumnt
1008 2008 2007 2007
57000 $000 §'000 §'000
Consalidated

Cash and cash eguivalents 2,478 #2478 96,565 26,565
Trade and ather recelvabdes 122,237 122.237 38,213 3,213
Cash and depesits — not at call 16,528 16.928 6,020 6,020
Investments in equily secunies - - 33115 33,15

Foreign currency derivative contracts:
Assets 25,761 25,761 18,560 18,560
Liahitities {1300 {1300 - -
Trade and ather payables {138,789} {138,789 181,416) {81,418)
Gefarred Nability for acauisiton of mining wterest (5 ) 18, 448) (9,577 [8,577)
Finance lease liakxlities 18225} [18,225) (7.752) (7.7%2)
Secured bank kans (21.842) (21.242) - -
Other derivative |iabilites* (26,690} (26,6900 {2,000] (2.000]
Employee benefits {2,858} 12,858) {1,820) (1,820}
Dither financial liabilities {8,909} {8909 (10,703) {10,703)

Company
Cash and cash eguivalants 27 EX7 11,964 21,964
Trade and other receivables (RIS 0E0 225,080 247337 247,337
Investments in equity securities - - 33,115 33,115
Trade and other payabies (152,608} {159.608) {106,582) 1106,962)
Ermplayee benefits {742} (742) (556 1555)
Othet finanaad kabilibes - - (2,000) (2.000)
Unrecognised (lossesligains il - -
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29, FINANCIAL INSTRUMENTS (cont}

Estimation of fair values
The methods used in determining the fair values of financial instruments are discussed in Note 4,

Interest rates used for determining fair value

The entity uses the government yield curve as of 30 June 2008 plus an adequate constant credit spread ta discount financial instruments,
Thie interest rates wsed are as follows:

Drarmvatives 6.3-T.8 5570
Deferrad kability for acguisition of mining mterest 102 o7
Reczivables 70-715 5565

30. INTERESTS IN JOINT VENTURE OPERATIONS

The Group halds the following interests in various joint ventures whaose principal activities are coal production, exploration and evaluation,
and develapment.

Jaint venture T

interest held

2008 2007 Principal activity
Cappabella and Moarvaie Joinl Venture 733 733 Coal production
fonto Coal loint Wenturs 47 51 Explaration and evaluatian
Olive Dowents (South) baint Venture (refer balow) an an Explaration and evaluation
oorvale Wast Joing Venture a0 a0 Explaration and evaluation
WestMNorth Burton koint Wenturs &5 &5 Exploration and evaluation
West Rollastan Joint Vanture an an Explaration and evaluation
West Walker Joint Ventune BS BS Explaration and evaluaton
Bewen Basin Coal Jont Venture 85 85 Explaration and evaluation
Capricarm Jaint Venturs 85 85 Explatation and evaluation

A a resull of the deposal of 1361% of the Group's intesest in Monta Coal 2 Py Lid an 1 apdl 2008, and conseguential deconsalidation of Monto Coal 7 Py
Lad frar the Graup, the Group halds 25 41 3% interest in the Manto Coal kint Ventare indirectly via it interest in Monte Coal 2 Pry Lid, a |ointly controlled endity.
Refer wate 31 for detalk relating to the Groups myestment m the pintly cantralled entity. The information presented in the emaander of this note exclisdes
financal infarmation selating Lo the Monto Caal kaint Vertare mteress.

For the year ended 30 June 2008, the contribution of the Coppabslla and Moomvale Joint Venture 1o the operating profit before tax of
the Group was 395 248,000 (2007 $93,9059,000). The value of the Group's ¥3.3% share of coal sold {pre hedging) during the year by
Coppabella and Mocrvale Jaint Venture was 370,175,000 (2007 §345,138,000).

There was no coal mined by the ather joint ventures during the year,
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30. INTERESTS IN JOINT VENTURE OPERATIONS (cont)
On 16 May 2007, the Group sold 16.7% of its 90% interest in the Olive Downs North project (previously part of Olive Downs Jaint Venture)
wihich comprises the tenement region to the Narth of the laac River, The Graup's interest in the Ofive Dawns North project i naw reported
within Coppabefla and Maonale koint Venture at 73.3%. The Group's interest in the tenement area to the south of thie lsaac River remains
at 90% and is now identified as Ofive Downs {South) Joint Venture

Included in the assets and lisbilities of the Group are the following terms which represent the Group’s interest in the assets and liabilities
employed in the jednt ventures, recorded in accordance with the accounting polices described in Mote 3ia),

Consolidated Campany

Currant assets

Trade and other receivables 16,583 15.647 - -
Inventories 27 E26 28,827 - -
Other tinancial assets 16,%03 6,020 - -
Owverburden in advance 143,501 105,552 - =
Assets classified as held for sale - 33537 -

Total current assets 204,633 189,383 .

Non-current assets

Trade and other recelvables 1.878 3.080 - -
Inventories 25 4678 - -
Property, plant and equipment 188,481 176,576 - -
Expfaratian and evaluation assets 76,600 66,303 - -
Dwerburden in advance 31 B4 2,765 = =
Tatal non-current assets 298,870 253402 - -
Tatal assets 503,493 442,785 - -
Current liabilities

Trade and other payables 97 677 75603 - -
Loans and borrowings 3178 1.451 - -
Prowissans 1,366 1,030 -

Oither financizl liabilities 1,903 1,795 &

Total current liabilities 104,734 T9.879 -

Mon-current liabilities

Laans and berwings 15,047 5.3M -

Prowissons 23,605 19,665 -

Dther financial labilities 7,006 B.908 -

Total non-current liabilities 45,658 34,878 - -
Total liabilities 150,382 114,757 - -

Refer 1o Notes 32 and 33 for detalls of commitments and contingent liabikties,
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30. INTERESTS IN JOINT VENTURE OPERATIONS (cont)

Indluded in the income staterment of the Group are the fallowing items which represent the Group's interest in the revenue and expenses
refating ta the joint ventures, recorded in accordance with the accounting policies described in Nate 3(a).

Consolidated Company

2008 2008
S°000
Revenue (pre hedging) 370074 354,102 - -
Experses {311,931} 1285,041) " N
Net Profit 58,243 69,061 - -
Consalidated Campany

31. EQUITY ACCOUNTED INVESTEES

Investments in jointly contralled entties 338,582 . 31,935

The Group's and Company's share of the losses in its equity accounted investees for the year was 33,666,000 (2007 $Mil) and $221,000
{2007, $Nill, respectively. Details of equity accounted investees ane as fallows:

Interest held

Frincipa) Reparting date

activitias

Dperator of .
Meddiemaunt Coal Ply Ltd and its controlled entity Mk dBemount 30 June 465
Coal progect
PFarficipant (n the
Ianta Coal 2 Py Lid Monto Caal 30 June B0.33
leant Venture

Diirig the year the Group acquired a 74.66% investrrent in Middlemaunt Coal Pty Ltd. This investes was established to develop the
Middlemeunt Coal project. Under the terms of the shareholder agreement, the Group dees nat have contral over the entity and it s
accounted for as a jeintly contrelled entity

Cuning the year the Group and Company disposed of a 19.61% mterest in Monto Coal 2 Pty Ltd. This investee was previcusly accounted
far as a wholly cwned subsidiary, Under the terms of the shareholder agreement, the Greup ard the Cormpany no lenger have control over
the entity and it has been decansolidated and accounted for as a jointly controlled entity fram 1 April 2008
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31, EQUITY ACCOUNTED INVESTEES {cont)

Summary financial informatian for Middlemount Coal Pty Ltd and its controlled entity (jointly contralled entity of the Group) and Manto
Coal 2 Pty Ltd (jointly controlled entity of the Group and Company) for the period of the year that they were equity accounted, not adjusted
for the percentage awnership held by the Group and Comparny is:

Middlemaount Monta Coal
Coal Pty Ltd 2 Pty Ltd Total

008
$000

Percentage held at year end T4.66% 80.39%
Current assats 16,607 591 17,198
Man-currant assets 101,653 73,882 175,535
Total assets 118,260 74,473 192,733
Current liakilltes 61,423 580 62 403
Man-current liabilities - 7,568 7,568
Total liabilities 61,423 8,548 69,971
Revenue 255 1 256
Expansas {4,859 (276) (5, 145)
B - S
Consolidated Company
2007
$'000
Commitments
Share of capital expenditure commitrnents of jaintly controfled
Mt |ater than one year 24,862 - - .
24,862 : & =
Share of mireng lease commitments of jeintly cantialled
entities pavable:
Mat later than one year 38 - 12.
Later than one year but not later than five years BS - 28 -
Later than five years 205 - 205 -
328 255 =
Share of operating commitments of joently controlled
entities payable:
Mot later than one year 4,089 - =
4,089 - -
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3. EQUITY ACCOUNTED INVESTEES (cont)

Guarantees

Middlemeunt Coal Pty Ltd, has provided guarantees in relation to centracts for mining operations and the construction of a coal handling
and preparation plant, and certain payments in relstion to the deferred consideration for the purchase of a mineral development licence
and shares in its controlled entity.

Contingencies

Middlemount Coal Pty Ltd has disputed charges made against it by a contractor in relation to fland damage to squipment and equipment
standing charges while damaged. The amount disputed is 1,016,000 (net adjusted for the percentage ownership held by the Groupl.
The wew of the Directars of Middlemount Coal Pty Lid is that the company s not liable for these charges and accordingly has not
recognised a lability at 30 June 2008,

Consolidated Carmpany
2008 2007 1008 2007
$'000 5000 000 5000
32, CAPITAL AND OTHER COMMITMENTS
{a) Capital expenditure commitments - jeint ventures
Capital expenditure contracted but not provded for in the financial
statements and payable:
Nt later than one year 74,174 36,597 - -
74,174 36,597 - -
(b} Operating lease commitmeants
Future oparating lease rentak not provided for in the financial
statements and payable;
Nt |ater than one year 19 552 623 440
Later than one year but not later than five vears 2,305 1,719 1.929 1.518
Later than five years - 45 - 45
3,124 2,316 2,552 2,003

The Group leases a number of affice spaces under operating leases. The leases typically run for a peried of 2 te 5 years. Lease payrments are
increased every year to reflect market rentals

Cunng the finanoal year ended 30 June 2008, $50F, 000 was recognised as an expense in the income statement in respect of operating
leases (2007 $571,000),

e} Mining leases = joint ventures
Future mining lease rentaks nat previded far in the finandal
staternents and payable:

Mat later than one year 375 LY -

Later than ane year but not later than five years 1.231 1.236 - -

Later than five years 2,646 2,807 - -
4,252 441 - -
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Consolidated Company

32. CAPITAL AND OTHER COMMITMENTS (cont)

{d} Expleration and evaluation expenditure

Exploration obligations

In order o maintain current rghts of fenure to exploration tenements,
the Group 5 requered to perform minimurm exploration work to meet
the minimum expenditure requirements specified by various State
gavernments, The expanditure obligations are submct to renegatiation
when application for a mining lease andfor renewal of exploration
permits is made and at other times. These obligations are not provsded
for i the firancial staterments and are payable:

Mat later than one year 1.427 1.675 - -
Later than ane year but nol later than five years 2,507 1.457 - -
3,934 2,532 = -

(&) Operating commitments - joint ventures

Commitments wnder the electricity, water, rail, port, coal washing plant,
frain koading facllty and accommodation agreements far jont venlures
not provided for in the finandal staternents and payable:

Nt later than one year 98,206 05,523 4,057 1.585
Later than one year bul not later than five years 194,169 205,768 29,343 60,181
Later than five years 253,769 291,325 102,475 160,768

546, 144 562,620 136,475 228,534

In addition to the operating commitments in (e} above, ather contracts an commerdial terms and conditions have been enterad inta

with contractors for overburden and rmining operations at Coppabella and Moorvale mimes and with onginal owners regarding royalty
artangements. As the amounts payable under the contracts vary with the quantities mined and sold, future commitments are not able to be
rebiably assessed and quantified.

Fefer Mote 24 for commitments relating ta finance leases of the Group

On 23 October 2002, the Coppabella ard Moorvale Joint Venture participants agreed to pay a user charge to the Queensland Government
far the facilitation of the transport infrastructure cormidor (TIC) relocation, The user charge comprises 40 quarterly payments (Group share
of $596,000 per quarter; 2007 $596, 000 per quarter), commending 1 October 2002, which have been included in the sbove aperating
cammitrrents less the amounts payable for future user charges brought to account at 30 lune 2008 (refer Mate 27)
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32, CAPITAL AND OTHER COMMITMENTS [cont)
{f) Other commitments

loint Ventures

Deeds of cross charge

{i) The payment of future cash calls by Coppabella Coal Pty Ltd, a controlled entity, for its share of operating and capital costs in the
Coppabella and Moorvale loint Venture = secured by a guarantee from the Company and a charge over Coppabella Coal Pty Ltds
interest in the Coppabella and Moorvale Joint Venture in favour of the ather joint venturers and Macarthur Coal (CA&M Management)
Pty Ltd a5 the manager of the Coppabella and Moorvale Joint Venture,

fii} The payment of future cash calls by Monto Coal 2 Pty Lid, an equity accounted mvestee, for its share of operating and capital costs in
the Morito Coal Joint Venture is secured by a charge over Monto Coal 2 Pty Lid's interest in the Monto Coal Joint Yenture in favour of
the other ot venturers.

it} The payment of future cash calls by Ohve Downs Coal Pry Ltd, a controlled entity, for its share of operating and capital costs in the Olive
Downs iSouth) Joint Yenture (previously known as the Olive Downs Joint Yenture) is secured by a charge over Olve Downs Coal Phy Ltd's
Interest m the Olive Downs (South) lont Venture (prevously known as the Olive Downs Joint Venture) in favour of the other joint venturers.

{iv) The payment of future cash calls by Capricom Coal Pry Ltd, a controlled entity, for its share of operating and capital costs in the
Capricorm Joint Venture is secured by a charge over Capncom Coal Pty Lid's interest in the Capricorn Foint Venture in favour of the
other jomt venturers,

(W} The payment of future cash calls by West Burton Coal Pty Lid, a controlled entity, for its share of cperating and capital costs in the
‘WestMorth Burton Joint Venture is secured by a charge cver West Burten Coal Pty Ltd's interest in the WestMarth Burton loint Venture
in tavour af the other joint venturers,

{wi) The payment of future cash calls by West Rollestan Coal Pty Ltd, a controled entity, for its share of operating and capital costs in the
‘West Rollestan Joint Venture is secured by a charge over West Rolleston Coal Pry Ltd's interest in the West Rolleston Jaint Venture in
favour of the cther joint venturers.

(i) The payment of future cash calls by West Walker Coal Pty Ltd, a controlled entity, for its share of operating and capital costs in the West
‘Walker Jomnt Venture & secured by a charge over West Walker Coal Pty Ltd's interest in the West Walker Joint Venture in favour of the
other joint venturers,

(il The payment of future cash calls by Mooniale West Coal Pty Ltd, a controlled entity, far its share of operating and capital costs in the
Moorvale West Joint Venture s secured by a charge over Moorvale West Coal Pty Ltd's interest in the Moorvale West Joant Venture in
favour of the other jaint venturers,

{ix) The payment of future cash calls by BE Interests Pty Ltd, a controlled entity, for its share of operating and capital costs in the Bowen
Basin Coal Joint Venture is secured by a charge over BB Interests Pty Ltds interest in the Bowen Basin Coal Joint Yenture in favour of the
other joint venturers,

{x} As security for performance of all abligations, including payment obligations by Custom Mining (Dinga) Pty Ltd, & controlled entity,
as required under the Dingo West laint Venture Agreement, a deed of cross charge exists a5 securnity aver Custom Mining (Dingal
Pty Ltd's future interest in the Dinga West laint Venture in favour of the ather joint venturers

lointly controlled entities and Associates
Fafer Mates 31 and 35.
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33. CONTINGENCIES (cont)

Acquisition

As part of the Custam hining Limited (ChL} acquisition, the Group agreed to an amount of deferred consideration, being the issue of
up te $10,000,000 of Macarthur Coal Limited shares, capped at $9.00 per share, on satisfaction of certain project milestones, As at 30
lune 2008, the milestanes necessary tor the issue of the maximum amount of shares had not heen met. Accordingly, the masimum issue
of shares has been reduced to §5,000,000, however, based on infarmation currently available, it is considered unlikety that all project
milestonies will ke met under the required conditions.!

' These contingent Ralilities are considered remote

Litigation

Monto

A staterrent of daim was delivered Lo Monto Coal Py Ltd, a whelly owned subsidiary of the Campany, and Monto Coal 2 Pty Ltd, an equity
accaunted investee, on 1 Octeber 2007 fram the minonty interest halders in the Monto Coeal Joint Venture being Sanrus Py Lid, Edge
Developroents Pry Ltd ard H & J Enterprises {3k) Pty Ltd. The clairm seeks damages stated to be no less than S68, 970,000 plus interest and costs.
Ilonte Coal Ply Lid is the manager of the Manto Caal Project pursuant to a Management Agreement. Monto Coal 2 Pty Lid halds a 51%
interest in the Manto Coal Joint Venture.

The Directors of the Group {(and the Manager) dispute the above daims and will wgorously detend their pasitian,

In the directors' opinien, disclosure of any further information about the above matter would be prejudicial to the interests of the Group.

Downer EDI

Subsequent to 30 June 2007, Macarthur Coal (C&M Management) Pty Ltd (MCCR), & manager and agent for the Coppabella and
MMocrvale loint Venture participants, reached agreement with Downer EDI Mining Pty Ltd on settlernent af the leng-standing dispute
between the parties over a mining contract at Coppabella Mine (referred to in Nete 31 of the Group’s financial statements for the
year ended 30 June 20071 The enftire settiement amaount has been fully provided far in the financial statements for the year ended
30 June 2008 The specific terms of the settlement remain confidential
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33, CONTINGENCIES

The directors are of the opinion that provisions are not required in respect of these matters, as it is not probable that a future sacrifice of
econamic benefits will be required ar the amount is not capable of reliable measurement,

Indemnities
Indernnities have been provided to directars and centain execulive officers of the Company in respect of llabiliies Lo third parties aresirg

from their positions, except where the liability arses put of conduct imalving a lack of good faith. No monetary limit applies o thesa
agreements and thers are no known obligations outstanding at 30 lupe 2008,

1 These contingent Rabilites are corsidered remote.

Guarantees

The Company provides guarantees in relation to the operations of the Group for paymants in relation 1o leased equipment refer Note 24),
rayalties, accommadation facilities and certain joint venture undertakings.

The Company provides letters of support to Middiemaount Coal Pry Ltd, a jointly controlled entity, and to the assodated entities listed in
Mote 35, to provide that each of those entities are in a pasition to meet debts as and when they berome due and payable

The Company has guarantead the commitinents of hMonto Coal 2 Pry Ltd, a jointly controlled entity, in relation o royalty arrangements
Coppabella Caal Pty Lid, a controlled entity, a5 a partiopant of the Coppabella and Moorvale loint Venture, has provided bank guarantees
tatalling 558 309,000 {2007 $59 835 000} in respect of rehabilitation works, electricty, water, transport infrastructure cormdor facilities
and customers.

In the priar year, quarantees totalling 36,034,000 were prowded in respect of rehabilitation works and water which were secured by bank
term deposits of the same amount frefer MNote 15!

In & priar year, the Group, as a participant of the Coppabella and hMoaorvale laint Venture, had entered into a Residual Value Guarantes
(RYG) with a bank regarding the lease residual value of the dragline used by a contractor at Coppabella Mine. The lease term espared during
the financial year an 30 June 2008 and the quarantee was released in full

' Thirte centingent Gabilities are cansidered remols

Environmental

Current Quesnsland Government emarenment pelicy requires the preparation of an Ervronmental Management Cvervesy Strategy (EMOS)
and a Flan of Operations detailing the quality, tming and standards of planned mine rehabilitation work, The Coppabella and Moorvale
laint Wenture has prepared its EMO5 and its Flans of Operations has been accepted by the Ervironmental Protection Agency

In addition o the EMO% and the Flans of Operations, the Group is required to lodge secunties with the Department of Natural Resources,
IWlines and Water to ersure compliance with relevant legislation. The total amount of the guarantees lodged with the Department of
Matural Resources, Mines and Water as at 30 June 2008 is 325 984,004 (2007 $14,615,000) Gncluded m the amount of guarantees.
referred to above).!

1 These contingent daiilines are considered remote,
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34. GROUP ENTITIES

Farent entity

acarthur Coal Limited

Subsidiaries

Cappabella Coal Pry Ltd 104 100

Iacarthur Coal Management Piy Lid 100 100

Macasthut Coal Mine Management Piy Lid 1040 100

hacarthur Rush Py Ltd 100 -

Iocrvale Coal Pty Ltd 100 100

Macarthur Coal (Equipment} Pty Lid 100 100

hanta Coal Piy Ltd 104 100

anta Coal 2 Py Lid . 100

Macarthur Exploration Pty Lid 100 100

Olliwe Dawns Coal Pty Lid 100 100

Queensland Coke & Energy Pty Lid 100 100

Capricom Coal Pty Lid 104 100

Woest Burton Coal Pty Lid 104 100

West Ralleston Coal Py Ltd 100 100

West Walker Coal Py Lid 100 100

Racrvale West Coal By Ltd 1040 100

BE initerests #y Ltd 160 100

Custarm Maming Limited 10a -
_ Custam Rning Management Pty Lid 100

Custom Ranagement Services Pty Lid 100

Custom hning (Montol Pty Lid 100

Custom Mening Dingo Py Ltd 100

All subsidiaries were incorporated and canry on business in Australia

In the financial statements of the Campany, investments in controlled entities are measured at cost and included with other financial assets.
Refer to Note 158,

During the year the Company disposed of a 1961% interest in Monto Coal 2 Fty Lid (refer to Note 36). Under the terms of the shareholder
agreement, the Group and Company does not have control over this entity and, accordingly, it has been deconsolidated and accounted for
as a jointly controlled entity (refer to Mote 313
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Interest held

Reporting date

35. INVESTMENTS IN ASSOCIATED ENTITIES

Manager af the
Coppabella and
Macarthur Coal (CAM Management) Pty Lid ' M s 18int 30 June 733 733
Wenture
Bistratel Py L1d ! Praperty Chwnar 30 lune 733 733
Meacarthur Coal (C&M Equipmenty Pty Lid ! Equpmant Finance 30 lune 733 733

! investments m these entities aoe beld in connectan with jaint venlure arapgements. Under thess arrangements, the Graup daes not have contrel avir these aiooated
entities, and accoedingly have not been conseddated. The Impact of the results and operations of these assocated entities are not matenal ta the Graup and acoordngly
nae not bheen eguity accountsd

Consalidated
2008 2007
£000 000
Commitmeants
Share of associates' operating commitments payable:
Mat later than one year 13,677 6,541
Later than ane year but not later than five years 47,134 22,863
55,811 29,403

Cperating cammitrments indlude lease commitments relating to production equipment leased by Macarthur Coal (CEM Equipment) Pty Ltd,
an asseciated entity. These costs are reimbursed by the participants of the Coppabella and Moorvale Jaint Yenture, indluding Coppabella
Coal Py Ltd, a contralled entity of the Compary, The amaunts disclosed abave represent the Groups share of thase operating lease commitments
These amounts have been induded in Note 33(s)
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36. ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND JOINT VENTURE INTERESTS
Acquisitions
The fallowing controlled entities were acquired during the year:

Date Group's Consideration Contribution to
acquired interest consolidated
net profit/{loss)
$'000 5000
2008
Iacarthur Rush Piy Lid ! 7 December 2007 100 - -
Custam Maning Limitad 15 Jandary 2008 100 284,479 {3,688}
Custom MMining Management Py Lid 15 January 2008 100 - -
Custom fanagement Senices Pty Lid 15 lapuary 2008 100 - -
Custom Mining (Monto) Pty Lid 15 lanuary 2008 100 - 1}
Custom Mining Dingo Pry Ltd 15 January 2008 100 = =
2007
Macarthur Coal IC&M Eguapment) Pty Lid | 28 Agust 2006 100

The companies were acqued a5 3 shelf company for nommal cost The shelf companies had no assets nor had they operated ai the date of acgwsdtion

On 15 fanuary 2008, the Group acquired all of the shares in Custarm Mining Limited (CML) for $284,479,000. Consideration for the
acquisition was the sue of 24,776,393 Macarthur Coal shares to the value of 218,776,000 based on the bid price at the time af transfer
of the shares an the date of acquisition and 365,000 000 in cash. Costs incurred directly attributable o the acquesition were $/703,000

In addition to the cash and shares al acquisition date, consideration for the acquisitton includes a masmum additional $10,000,000 of
Iacarthur Coal shares, to be issued on 31 March 2009 capped at $9.00 per share on satisfaction of certain progect milestones frefer Mote 33).
The CML Groug, comgrising the entities isted in the table above operates the Middlemount Coal project and halds a number of
exploration interests.

In the penod fram date of acquisition to 30 June 2008, the CRL Group contnbuted a koss of $3,689,000.

If the acquisition had cccurred on 1 July 2007, management estimates that consolidated revenue would have been $400, 231,000 and
consolidated prafit for the period would have been 570,438,000 In determining these amaunts management has assumed that the fair
value adjustments that arose on the date of acquisition would have heen the same if the acquisition accurred on 1 luby 2007,
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36, ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND JOINT VENTURE INTERESTS (cant)

Acquisitions {cont)
Effect of Acquisition
The acquisition had the fallewing effect on the Group's assets and liabilities for the period:
Pra- Fair Value Recognised
acquisition Adjustment values on
Carrying acquisition
Amount

5000 £'000 £'000
Cash and cash eguivalents 1087 - 10,187
Trade and other receivabres 1.673 - 1673
Praparty, plant and equipment a7 - 417
Other assets 286 - 285
Trade and other payables (4.204) - [&,204)
Loans and borawings (8.500) - [8,500)
Meat identifisble assets and liahilties {141) - (141}
IMVESTIENT (N gty accaunted investes 153,173
Goodwall on acgilsition 26,700
Financial derwvative liakality {26,900]
Deferred tax liability (4,500)
Consideration paid, satisfied i