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Incitec Pivot Limited (ASX code: IPL) has announdkdt it will proceed with the
construction of a A$935 million ammonium nitrateNJAcomplex at Moranbah in
Central Queensland. This makes the project s@amtly more expensive than
was originally announced by Dyno Nobel in Febru2z®®7. What has changed to
now make the project economic and how have youlgdogensure it stays within
budget?

CEO Julian Segal
While the strategic rationale for the project haschanged, the cost of the project
and its value proposition have changed signifigamtider our ownership.

Clearly our cost estimate of A$935 million is siggantly up on Dyno Nobel’s
original project cost guidance of A$520 milliontredugh | note that at the time
the project was abandoned, Dyno Nobel said it waable to estimate cost to
completion.

We've taken a bottom up, clean sheet approach wluating the project.
Importantly, we've included in our estimate all tbests that will be incurred in
constructing the plant and bringing it to benefioeration.

Capital costs are split into two categories. Ting fs the United Group Alliance
costs which are estimated at A$683 million. Thislides the engineering,
procurement and construction costs. The scopearksvhas increased as, for
example, costs in constructing the emulsion plamt product storage facilities



were not included in the original estimates. ldiadn basic input costs, such as
the cost of steel and concrete, have increasedisantly.

The second category is what we've called “IPL maabagpsts” of A$252 million.

The equivalent costs were largely excluded in thgiral Dyno Nobel analysis.
The costs include start-up commissioning, projetanagement and key
engineering resources, establishment of a fullyoussed operations team
including writing plant operating procedures aralring, initial plant fills such as
catalyst charge, capital spares/stores and thesmwovof accommodation for the
permanent workforce.

In assessing this opportunity, we recognised thatas vital to develop a fully
inclusive capital cost estimate. To improve coafide in the capital cost we've
involved two industry experts, Uhde Shedden, tlad leontractor on the QNP AN
project that was commissioned in 2000, and IndependProject Analysis, a
global project engineering benchmarking consultatwyeview the project scope,
implementation and risk management plans.

In terms of delivery of the project, the formatiohthe United Group Alliance has
effectively rationalised contractor interfaces framound 20 to one. The alliance
comprises United Group Resources, Bilfinger Berdgsrvices and BCG
Contractors which are jointly accountable for defiw of the project. We've
incentivised the alliance to bring the project mlmdget and on time via a A$44
million risk/reward regime We've also established a comprehensive project
management plan. The majority of our executiventes directly involved in
overseeing the construction, commissioning and aijmer of the project, and is
accountable for the delivery of the financial resir

Offsetting the capital cost increases are seveositipe factors. Under our
ownership there are far more flexible marketinga for the plant output, which
means we’'ll be able to sell out the plant from deye. Not only will the plant
service the explosives industry, but it will alssnsgce liquid fertiliser demand on
the east coast through our Australian fertilisstridbution business.

The outlook for AN demand in the North Bowen Bakas also improved. The
demand for metallurgical coal combined with the atdbnecking of key
infrastructure, mean our customers are lookingettuge key inputs to facilitate
their own growth plans. We estimate that the Qslkeexd market will be in
balance from 2013, allowing us to access improveshufacturing margins far
earlier than originally contemplated.

We’'re also in a far better contractual position pewith AN prill contracts down
to 39 percent of the plant’s volume. This meansentd the planned output can be
priced based on “spot” and be leveraged to thedtapge in AN pricing that has
occurred over the last few years. This is consiswth what we’'ve seen in
fertiliser markets.
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You've indicated the project will meet IPL’s 18 pent RONA and 15 percent
IRR hurdles. What assumptions are you basing yssessment on? Do the



returns take into account the A$300 million alreadyk into the project by Dyno
Nobel or the liabilities associated with the tormadyeady committed under Dyno
Nobel’s legacy contracts?

CFO James Fazzino

To understand our numbers you need to set asidé helsapreviously been said
about the financial metrics of this project andetakclean slate, as we discovered
there were significant issues with the completernédbe original capital estimate
and the accuracy of the financial model itself.

We’'ve taken a first principles analytical approaahd have based our calculations
on a total project cost of A$935 million, plant degiation over 30 years and a
three yearly shutdown cycle commencing 2013. Weassumed plant output at a
nominal 330,000 tonnes pa of AN solution, with reméfits from debottlecking
and/or other efficiency programs.

In terms of revenue, we've assumed 9 percent gromthAN demand in
Queensland and have been conservative in assulmah@lt excess AN from the
plant will be sold at export parity until demandtire Queensland market matches
supply. We see this occurring by 2013, but underenbullish growth scenarios it
could occur at around commissioning date in 20Edm 2013 we assume import
parity pricing on non-contracted tonnes.

Export parity pricing assumed in our model is ah#$580 per tonne compared
with longer term import parity pricing of A$700 pemne. The current spot price
is around A$821 per tonne so arguably we've bearsawative on price also.
We've assumed annual price growth at 100 perceAusfralia CPI.

Dyno Nobel abandoned the project in December 200 A$300 million spent
on the project was subsequently written down tarapsvalue and does not form
part of our investment analysis. The Dyno Nobejuiition assumed that the
project wouldn’t proceed and accordingly we've takg only the scrap value of
the plant in our acquisition accounting.

We’ve modelled the project on a stand-alone basaiiving at an un-geared IRR
in excess of 15 percent. This is more than 50guérabove our cost of capital,
which highlights the significant shareholder valilmat will be created by the
project.

The project will generate an 18 percent RONA (EB&l/assets) in year four or
2014. On our calculations, the plant will operate an annualised RONA
equivalent to 18 percent pa in the 2013 year, lart'twreach this target for the full
year because of a planned maintenance shutdovmatiiyear which will lose us 40
days’ production.

If the project didn‘t proceed, we’'d still need topply customers under the AN
legacy contracts. We stated at the time of thedDMebel acquisition that we
were assuming Moranbah didn’t go ahead in our atipn modelling and that the
impaired value of the contracts was a negative MPdver A$200 million. Of

course these contracts will now be supplied froen plant and accordingly we



won'’t incur the majority of this cost. It's imparit to note that project IRR would
climb to 17 percent if the value of the impairedttacts was added in.
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The project will be debt funded. Why have you et fund Moranbah in this
way? How will this transaction impact gearing lisyelebt serviceability and your
ability to pursue other growth opportunities?

CFO James Fazzino
The Moranbah project won’t require equity for usnw@intain our target debt,
gearing and serviceability profile.

A separate exercise is currently underway to repthe A$2.4 billion syndicated
bridge facility we put in place for the Dyno Nolagquisition. The bridge matures
on 21 May 2009 and the refinancing is on trackn dlelighted with the progress
our treasury team, led by Frank Micallef, has msaléar — and in fact we’ll have
the bulk of the long-term finance in place by anahcial year end.

This refinancing exercise will result in a moreelisely sourced funding mix and a
more balanced refinancing profile. We’'ll ensure vetain adequate funding
capacity and balance sheet flexibility to take adage of the growth opportunities
that are likely. It's also important to remembkatt our operating cash flow is
extremely strong and provides significant self-gatexl capacity to fund new
growth opportunities.
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What is the capex time line of the project? Whatthe key milestones prior to
commissioning?

CEO Julian Segal

Currently, 90 percent of the bulk earthworks foe froject is complete, as is 20
percent of the ammonia plant installation and 8&¢m@ of the ammonia storage
tank. Further, 90 percent of the 13 megawatt pgul@nt is complete, and the
construction camp, which provides temporary houdorgup to 700 workers, is

fully operational.

Mechanical completion is scheduled for the firsager of calendar 2010, with
beneficial operation scheduled for the first quadeé calendar 2011. Between
mechanical completion and full beneficial operatiprogressive commissioning
of the various plant components and ramp up proatuatill occur, including
establishment and training of the operations team.

Key milestones relating to mechanical completiosm @mpletion of the ammonia
plant and storage tank, completion of the nitriclad AN reactors, completion
of the utilities and construction of the prillingcgiemulsion facilities. The spend
profile will be fairly even between now and meclwahicompletion and we’ll keep
the market informed as we progress towards conopleti the project.
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What are your production expectations for the nelant® Will there be
opportunity for future expansion under your curréesign blueprint?

CEO Julian Segal

The plant is designed to produce 330,000 tonnesf pdN solution. Downstream
production will be initially 265,000 tonnes pa oNAorill and 40,000 tonnes pa of
AN emulsion for explosives markets and 25,000 tenpa of urea ammonium
nitrate for liquid fertiliser markets.

It's likely there will be opportunities to debottleck and expand the plant in the
future. We're forecasting that the Queensland Aafkat will be in deficit from
2014 and so at the right time we’ll look at oppaities to increase production. |
would also note that the fit of the plant with aather in-house manufacturing
plants at Gibson Island and Phosphate Hill willegiws flexibility in sourcing
feedstock ammonia for plant expansions.
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What is the plant’s competitive position in terniscosts? How will you manage
input costs, in particular gas feedstock, in tharer

CFO James Fazzino

The plant will be at the bottom of the global costve and have the lowest cash
cost position delivered into the Moranbah footprifnthis is consistent with our
strategy of achieving the lowest cost base fromope@rations.

Importantly, the plant will be integrated back-tasgand accordingly, our returns
won’t be subject to the volatility associated wgburcing feedstock ammonia.

Arrow Energy, with which we have a 15-year contraciced in Australian dollars
with annual Australian CPI escalation. Importantke will have the benefit of
being de-linked from global gas prices which willtpus in a very competitive
long-term position given increasing global energycgs. The gas contract
underpins the profitability of the plant in the samay our Gibson Island facility
is underpinned by its gas contract.

In addition, the plant is located in the heart afe@nsland’s metallurgical coal
deposits and will be the natural supplier to laegesting and new coal projects in
the Moranbah area. This also gives us a freightuatdge over supply from
alternate plants in Australia. Further, the ANnplevill be highly efficient, being
world-scale and based on the latest technology.

Of course, once the plant is commissioned our valkoe to become even more
efficient and widen the competitive gap over alégnre plants. We're well placed
to drive efficiencies as the plant will fit comfaltly with our other three ammonia
plants in Queensland.

CorporateFile
What are the terms and obligations for IPL undeuryeew AN product supply
contracts? What level of price increase have yegohated over the previous



contracts entered by Dyno Nobel? What obligaticereain under the previous
contracts?

CFO James Fazzino

The terms and conditions of the contracts are eavéry confidentially clauses
and in any event our policy is not to publicly diss the commercial details of
specific contacts. However, clearly we will supplicontracted tonnes in full.
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Thank you Julian and James.

For more information about Incitec Pivot, visiwvw.incitecpivot.com.awr call
Simon Atkinson, General Manager — Finance & Inve®elations, on +61 405
513 768.

For previous Open Briefings with Incitec Pivot, tr receive future Open
Briefings by e-mail, visitvww.corporatefile.com.au
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