Disclaimer

The material in this presentation has been prepared by Macquarie Group Limited ABN 94 122 169 279 (*Macquarie”) and
is general background information about Macquarie’s activities current as at the date of this presentation. This information
is given in summary form and does not purport to be complete. Information in this presentation, including forecast financial
information, should not be considered as advice or a recommendation to investors or potential investors in relation to
holding, purchasing or selling securities or other financial products or instruments and does not take into account your
particular investment objectives, financial situation or needs. Before acting on any information you should consider the
appropriateness of the information having regard to these matters, any relevant offer document and in particular, you
should seek independent financial advice. All securities and financial product or instrument transactions involve risks,
which include (among others) the risk of adverse or-unanticipated market, financial or political developments and, in
international transactions, currency risk.

This presentation may contain forward looking statements including statements regarding our intent, belief or current
expectations with respect to Macquarie’s businesses and operations, market conditions, results of operation and financial
condition, capital adequacy, specific provisions and risk management practices. Readers are cautioned not to place undue
reliance on these forward looking statements. Macquarie does not undertake any obligation to publicly release the result of
any revisions to these forward looking statements to reflect events or circumstances after the date hereof to reflect the
occurrence of unanticipated events. While due care has been used in the preparation of forecast information, actual results
may vary in a materially positive or negative manner. Forecasts and hypothetical examples are subject to uncertainty and
contingencies outside Macquarie’s control. Past performance is not a reliable indication of future performance.
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MACUIARIE

Macquarie Group Limited

Result Announcement for the full year ended 31 March 2010
30 April 2010 = Presentation to Investors and Analysts

Global provider of banking, financial, advisory, investment and funds
management services - o

Main business focus is providing products a{n{d{ services to clients
Listed on Australian Securities Exchange (ASX: MQG; ADR: MQBKY)

Regulated by APRA, Australian b/a/hki/ng regulator, as n’on-opérating holding
company of a licensed Australian bank

Assets under management $A326b!

Founded in 1969, currently operates in more than 70 office locations in 28
countries and employs over 14,600 people :




Result reflects improved market

= conditions

*  Profit of $A1,050m, up 21% on FY09 and 2H10 up 19% on 1H10
» All operating businesses delivered improved results in FY10 compared to FY09

» QOperating income before writedowns, impairments, equity accounted gains/(losses) and
one-off items $A7.0b, down 2% on FY09 after the impact of movements in FX rates,
2H10 relatively flat on 1H10 and up 8% on 2H09

*  QOperating income $A6.6b up 20% on FY09 and 2H10 up 14% on 1H10
* |ncrease in the full year effective tax rate to 16.1%, 2H10 22.4%

» As foreshadowed:
— Fewer writedowns, impairments, equity accounted gains/(losses) and one-off items, however,
full year still above historical levels, FY10 $A(388)m, 2H10 $A26m
— Employment expenses $A3.1b; 43% compensation to income ratio
— Profit was impacted by the cost of excess liquidity on the balance sheet

» EPS $A3.20 up 3% on FY09, 2H10 up 13% on 1H10
*  Return on equity 10.0% up from 9.9% for FY09 and 9.6% for 1H10

= Full year dividend of $A1.86 per share (unfranked), 2H10 dividend $A1.00 up from
1H10 dividend of $A0.86

Result reflects improved market
. conditions

Mar 10 Mar 09

$AmM $Am
Net operating income 6,638 5,526
Total operating expenses (5,344) (4,537)
Operating profit before income tax 1,294 989
Tax expense (201) (15)
Operating profit after income tax 1,093 974
Profit attributable to minority interests (43) (103)
Profit attributable to MQG shareholders 1,050 871




2H10 1H10 FYo9 B
$AI $Am  $Am |

$am FY10 operating income of $A6,638m $Am FY10 profit of $A1,050m
4,000 20% increase on FY09 = : 21% increase on FY09

oHOB  THOS  2HO9  THIO  2H1O : 2B 1HO9  2H IO 2HID
$A FY10 EPS of $A3.20 FY10 DPS of $A1.86
3.00 9 3% increase on FY09 - 1% increase on FY09
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Australia " Americas - Europe Middle East & Africa

Income: $A863m (13% of total) | Income: $A1,139m (18% of total)
Staff: 1,473 0 : Staff: 2,410
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“Income: $A3.098m (% of total)
Staff: 7,296 2




* Aleading issuer of equity derivative products in the HK
market. No.1 market share for listed warrants in Singapore
and Korea and atop 3 position in HK

* Top 2 in'Hong Kong IPOs since 2008!

»Qur research coverage of over 1,200 Asia-Pacific stocks is
one of the largest in the region

= Aleading M&A adviser across the Asia-Pacific region

One of the largest dedicated equities sales teams in‘the
Asia-Pacific region

2010:

FICC expands
setvices; MFG
signs Mollwith:
feading .
Chinese asset

Pre 2002:

w Hong Kong,
China; Singapore,
Mumbai, Saoul
and Tokyo offices
vpened

2008
Macquarie
Private Wealth

2006;

Woor Bank
2004:

= Matsul (Japany JV
astablished

Agquisitior of

ING Asian cash

equities
busingss

SV (Karea)

establishedin
Asia;
Macquarie; SBI
and IFC enter

manager: BES

latinches
Global -
Franchise

| Service in India
with Religare -

2010

JV

Pre

002 2004 2005

2006 2007 2008 2009

?ooa

2005:
Commenced
operations in
India; Thai Military
Bank alfiance

2007
Firgtforeign
segurities
company to
rfeceive OTC
derivatives
jicence in Korea

2008:;
Shinhan Bark
(Korealdv
established

2009:;
Banklicence:
receivedin
Korea,
Everbright
Limited IV in
China

Operating income before writedowns, impairments, equity accounted
gains/(losses) and one-off items

12 months to 31 Mar 09
SA7.2b

12 months to 31 Mar 10
$A7.0b
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Qpemtmg income before writedowns, lmpalrments, equity accounted
gains/(losses) and one-off items

12 months to 31 Mar 07 12 months to 31 Mar 10
$A7.0b $A7.0b

B Institutional and retail
cash equities \\ 10%

1§l Equity derivatives

Macquarie-managed funds
{includes base and performance
foes; M&A advisory and
underwriting and asset sales)

‘ Securities funds

management
and-gdministration

Third party M&A and advisory
- Asset and equily investments

B Commuodities, resources
and foreign exchange

B8 Lending, leasing and
margin related income

Significant increase in AUM due to Delaware acquisition in Jan 10
- Excluding Delaware', reported AUM decreased by $A68b mainly due to the listed fund
initiatives and strengthening of the $A since Mar 09

Pro-forma AUM includes impact of CMT/CMA transfer ($A10b at Mar 10)

360 “ Barking and Financial Senices” : ‘$A326{3 $A31 6b i

#Macquarie Funds Group

% Real Estate

® Macquarie Capital Funds $A232b

$A197b

¥
3
i
]
1
i
i
i
i
¥
]
i
1
i
¥
i
)
i
i
t
1
¥
i
i
1
{
]
¥
i
§
1
]
1
1
¥
1
¥
1
i
i

M 10 Proforma




éic;tivity

Cash Equities and X ooy N Funds N Balance
Derivatives/Delta 1 y & ’ 4 Sheet

e . e . ‘ . o ;

Australia
I S
tk

i i e

ﬁvity

p 10% on prior year, ng

Cash Equities and
Derivatives/Delta 1




ictivity
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Corporate and Asset Finance
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Retail deposits increased from $A13.4b at Mar 09 to 5$Af15.5b at Mar 10

On 22 Apr 10 CMT unit holders approved the transfer of funds to CMA, effective 31 Jul 10 (CMT
volume at 31 Mar 10 was $A9.5b")

Removal of Government guarantee was anticipated and is not expected to impact
funding position
«= No debt issued under the Government guarantee since Aug 09

Capital of $A11.8b, $A4.0b in excess of the Group s minimum regulatcry capital
requirement

—  MBL Banking Group tier 1 capital raho 11 5% (11 4% Mar 09)

Proposed regulatory changes are hkely te result in htgher capttal and tighter liquidity
requirements for the banking sector, Macquane continues to monitor regulatory and
other market developments, and remains well capitalised and well funded

Macquane Grcup le:ted

b 30 September 2009 31 March 2010 s 31 M&R«h 2010 Pro-forma’
: - Impact of CMT/GMA initiative
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Funding §olrces Finting sources Funded assets Flunding sources nded A

“Note: These charts rapresent:-Macquarie Group Limited’'s funded balance sheets at the respective dates noted above For details regarding reconciliation of the funded balance sheet to the
Group's statutory balance: sheet, refer to Slide 62




MACQUARIE

» Well capitalised — surplus over Group’s minimum regulatory capital requirement of $A4.0b

Consistently strong capital base

= Core equity represents 91% of the Group’s capital base

$Ab
12 - $A11.8b
= CPS $A10.2b
10 4 u MIS
nMIPS
= Core equity
8 - $A7.2b
]
6 -

$A4.8b
I———

2006

Pre-restructure: Tier 1 regulatory capital (Basel |)

MACQUARIE

2007

2008

Post-restructure: Eligible regulatory capital (Basel Ii)

2009 2010

Update on recent initiatives

Macquarie Securities Macquarie Capital

27

= Integrated global M&A; DCM, ECM lndpﬂndpdmwwiorm

= Aglobal specialist offering unique insights into energy, resources, commodities,
‘ specialising in Infmstmcture FiG, Real Estate, industrials, TMET and

infrastructurs, real estate, quam and FIG aectors driven by deep knowledge of

1

the Asia Pacific'region Resources
= Currently 8th largest broker based on global stock oovorage ~ Over 2,700 » The leading Asia-Pacific ECM house, plus rapidly oxpo.nding advisory
nlobaﬂ and ECM capabilities.across Canada, the US, the UK, Germany and
South Africa (MacCap oompleted a number of IPQs in all these regions
during FY10) :
= ‘Leading altemafive asseﬂundsmnnaqulm smm ots

Managemem across 100 busmsmo H

Acquisitions: Acquisitions: _A"T?“;:::"":

= Tristone: » Sal Oppenheim — Equity Trading and « Acquisition closed Aug 09, now called “M: ie Tristone”.

* Fully integrated into MSG

* 36 sales, research and trading
professionals in London, Denver and
Calgary

* FPK:

* Fully integrated into MSG

* Over 110 staff in New York, Hartford,
Boston, Chicago and London

* Added FIG sector expertise in North
America and Europe to complement
Macquarie’s well established FiG position
in the Asia-Pacific region

* Brought FIG research to approximately 765

stocks globally

Organic growth:
= 52 selective director level hires globaily since

FY09, majority of which are in the Cash
Division

Derivatives

* More than 90 staff based in Germany

and Switzerland

* Complements existing Asian

derivatives operation and adds a wider
set of products to its growing
European business

» Sal Oppenheim - Cash:

+ Cash equities business comprising
equities research, sales and trading
and execution functions focused on
continental Europe
50 new staff based in Germany,
France and Switzerdand
Broadens existing pan-European
reach with the business being
particularly strong in Germany

companies, where Macquarie acted as lead or co-lead in almost 30% of transactions
Closed 17 M&A transactions worth $C6.3b

Macquarie ranked No.3 globally in FY10 by oil and gas M&A deal count {including
undisclosed and private deals)?

* Fox-Pitt Kelton Cochran Caronia Waller (FPK):
. Aoqulsmon closed 30 Nov 09. Integration now complete
. i d in 12 new fi ings/raising over $US44b for US and European financiat
msmutlons
US and Europe closed 11 FIG Advisory transactions worth $US1.3b
Macquans/FPK US is currently mandated on 26 advisory engagements with aggregate
ion size of app iy $US3.2b

PK UK has been i
offering, in support of its acquisition of AIA from AIG

Organic growth:
* New offices: Buenos Aires, Mexico City and Moscow
* New senior hires: 40+ new director-level hires during FY10°

* New products: established DCM business in the US, taking part in $US3b of book-runs and

$US3b of co-manager deals in four mths

43 new financings over $C4.4b for Canadian, American and European based oil and gas

position on the landmark Prudential rights

A

at 31 Mar 16 2 Bloomberg 2

I dstion to ihe i

{levsl Appos e ts e
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. Update on recent initiatives

Fixed Income, Currencies & Commodities

hnponmlnmwmemmamﬂdynanl
» “Leading arranger.and placement dgent
mmmmmmxnmusmmem afkots atfering clishis:
' xacu:!m ,antingtmdina :
opportunitios -

Macquarie Funds Group

Organic growth:

« Energy Markets:

» Energy Markets Division outperformed expectations in FY10 and focussed on
consolidating its North American gas and power franchise — Macquarie Energy

Asian expansion:

* Selective Asian growth initiatives with a Korean branch licence granted in 2H10 and
the establishment of a Singapore-based physicat oil trading capability

Credit Trading:

 Finalisation of the US build-out of the Credit Trading business and a focus on
opportunities in Europe

+ Emerging Markets:

« Building upon the Miami based, Latam facing operation

« Continued its growth in NY and began expansion into Europe

Physical shipping:

* Shipping of coal, LNG, oil

* Freight — wet and bulk freight trading services

.

* Fixed Income and Currencies:
* Expansion in NY, London and Asia

Acquisitions:
« Delaware Investments:
* Running ahead of expectations
* Approx $A151b in AUM (as at 31 Mar 10)
* Now branded “Delaware investments, a member of Macquarie Group”
= 20 staff from MFG now located in Philadelphia
« Sales team combined in the US under Delaware Head of Distribution
= Ability to offer Macquarie product into US distribution platform across a
variety of asset classes including infrastructure securities, REITs and
commodities
= Systems upgrade and integration project underway

Organic growth:
= Selectively recruited 6 director level hires as part of organic expansion,
particularty in the fundamental team within Listed Equities and the fund
derivative capability in the US

e Update on recent initiatives

Corporate and Asset Finance

= Strong technical expertise to provide finance and asset management solutions
to over 200,000 clients

= Over $A13.6b of assets, including corporate debt and leased autos, IT&T,
manufacturing, infrastructure/energy, rail and aviation engines

= Leading Australian independent motor vehicle financier

Banking and Financial Services

= Premium advice, service and products to Auistralian ratal investors
through Australia's No.1 Full Service Retall Stockbroker, market leading
platforms, supported by the largest cash hub in the country, and seeks
to replicate this model in its |ntematlonal businessas in North America,
Asia, and the UK

= Macquarie Wrap Solutions is one of Australla s feading platforms

29

Acquisitions:
« Aviation Leasing
« Agreed fo acquire a portfolio of 47 modem aircraft from Intemational Lease Finance Corp for
approx. $US1.7b
* Aircraft on lease to 35 airlines in 27 countries
« Leverages Macquarie's existing expertise in the aviation leasing sector
» Completion to occur over remainder of calendar 2010
* IT Leasing
«  Acquisition of Technology Services Division of RTS and management of RTS’s approx. $US500m
lease portfolio
« Adds technology services capability to existing US equipment finance business and expands client
base to over 2,400 companies in North America
+ Completion date: Feb 10
* Motor Vehicle Leasing
* $A1.0b auto finance portfolios acqulred as Fcrd Cradn exits the Australian market
+ Ford portfolio perf
* Further expansion of existing domesnc leasing busmesses to provide finance to Austrafian SMEs

Organic growth:
* 6 director level appointments with expertise in leasing, lending, credit, legal and M&A

Acquisitions:
* Macquarie Private Wealth (Canada) (formerly Blackmont Capital)
Separation from former parent company Cl completed and integration well advanced

Total assets under management: $C8.25b, up 5% from acquisition

Total number of advisers 144 with 13 additional adviser recruits since completion

Cross referral activities underway: e.g. opportunities for MPW advisors to bring
corporate advisory clients and private placements to Macquarie Capital

Expansion of research coverage from 100 stocks to approx 450 across Canada and
the US

Continued growth in revenue expected for both Macquarie Capital and BFS

Organic growth:

= Selectively recruited 16 director level hires as part of the group’s expansion into the UK and
Asian financial services markets and also in specialist areas including insurance and Service
and Operations in the Australasian market

30



Macquarie model — focus over the

e medium term

* Client driven business
— Main business focus is providing products and services to clients
— Trading businesses focussed on client transactions
— Minimal proprietary trading

= Alignment of interests with shareholders, investors, staff
— Alignment through co-investment by Macquarie Group and staff
— Performance driven remuneration

* Conservative approach to risk management
— Conservative capital and funding profiles
— Apply a stress test approach to all risk types, examining the consequences of worst case
outcomes and gaining confidence they can be tolerated

— Determine aggregate risk appetite by assessing risk relative to earnings more than by reference
to capital
* Incremental growth and evolution

— Significant portion of profit comes from businesses that did not exist five years ago but grow from
areas of real expertise

- Business initiatives driven from within the Operating Groups which are closest to markets and
clients

* Diversified by business and geography
* An ability to adapt to change
31

- Dividends

= Historic payout ratio 50 — 60%

* FY10 dividend set at $A1.86 ~ 60% payout ratio
— 2H10 dividend $A1.00, up from 1H10 dividend of $A0.86

— Dividend remains unfranked

= Dividend reinvestment plan
— Discount removed
— Scheme rules being amended to allow shares to be sourced on-market

32



T R e ——— e

- Outlook

» Market conditions continue to improve but continuing uncertainty makes forecasting difficult

= Subject to market conditions, we currently expect improved operating results for all of our
businesses in FY11 compared to FY10 (refer to slides 72-74)

* FY11 trading likely to be characterised by
— Income statement:
— Fewer one-off items (e.g. asset sales, writedowns and provisions), as seen in 2H10
— Compensation ratio to be consistent with historical levels

— Continued higher cost of funding reflecting market conditions and high liquidity levels including
recent CMT/CMA initiative

— Balance sheet:
— Cash balances high as a resuit of the CMT/CMA initiative and will continue to be deployed
across the businesses

— Maintain equity investments at or below existing levels

* |n addition to market conditions, FY11 result remains subject to a range of other challenges
including:
— Increased competition across all markets
— Cost of our continued conservative approach to funding and capital
— Regulation — including the potential for regulatory changes to impact flows to capital

markets
33

e Medium-term outlook

» Over the medium-term we continue to be well placed due to:
— Gilobal depth and reach of our businesses
— Diversification of business mix
— Strong committed team with interests aligned to shareholders
— Strong balance sheet, capital and funding
— Effective risk management

= Subject to economic activity continuing to increase across major markets, we expect:
— Continued growth in revenue and earnings across most businesses over time
— Continued growth in our global businesses driven by expanding our strong client franchise

34



MACQUARIE

Macquarle Group Limited

Result Announcement for the year ended 31 March 2010
30 April 2010 ~ Presentation to Investors and Analysts

improved equity markets, cash equities well up-on prior year

Good ECM 4ctivity, reasonable corporate finance and advisory deal flow, slightly down on prior
year

Good contribution from base fees, performance fees well down on prior year
Strong contributions from debt markets and new credit trading business
Metals and energy capital business up on prior year

Significant growth in corporate fending activities in CAF

Gains from listed fund initiatives - MCG, MLE, MAp, MIG MMG, A—REITS platiorm (2H10 $A125m;
TH10 $A414m)

Gains from liability management — MIPS (1H10 $A127m) and subordinated debt (1H10 $A55m)
Substantial negative fair value adjustment on fixed rate issued debt (2H10 $A3m; 1H10 $A252m)

Further writedowns, provisions and net equity accounted losses (2H10 $A96m; 1TH10 $A758m,;
FY09 $A2,044m)

Increased compensation ratio (FY10 42.9%; FY09 40.7%)

Stronger AUD

- Average AUD/USD up 8% on FY09, 2H10 up 14% on 1H10

Higher tax expense - effective tax rate 16% (2H10 22%, 1H10 7%) up from 2% in prior year
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Mar 09,
SAm

Net trading /inc’ome up 17% on prior year:

~=  8trong contribution from Arbitrage Trading activities as a resutt
of favourable spreads in exchange traded instruments,
particularly in Taiwanese, Indian and Korean markets

Improved demand for retail structured products in Asian markets
albeit off a low base

Struc/tured/Equity Einance volumes down significantly on prior
year =

Bmkarage and commxssnon income, up 4% on priot year:
Commued growth in U8 and European greenfield businesses
mgp ctof recent acqussmons including FPK and Tristone
Market share in Asia /fopcm ptior year
/ASX/turhowar up ;*3%’;31'3 prior year, Asia (excluding Japan)
market turnover up 1% on prior year

: Oﬁsetby sironger AUD and-an mcreasmg proportion of lower
margin e!ectmmc tradmg

Othet fee and commissxnn ncome, up | 9% on prior year

e Eqmty capital markets actmty stmng n Austrah&g Asia and
Ganada :

Qperatmg expeﬂses down 16% (’m pncr year driven by:
e Stronger AUD

Lower average h aéct)um

Expense ramnansa on

- Lower brokerage and cammisswns experise

% Interest expense down 33% cm pnor year dueto lower interest
~ rates

Base fees down 1 2% on prior year

-~ EUM$A38 6b  28% down on prior year
“— Impacted by listed fund initiatives including MAp internalisation

- and sale of MCG managerin 1H10
Performance fees: sigmﬁcam perfarmance fee from MAG
recogmsed in prior year E

Advisory activity up on prior year althouqh average deal size
down: 448 deals valued at approx. $A121b (299 deals valuad

/ “atapprox. $A203b in prior year?)
Stronger ECM activity in 1TH10
Equity investment income down 70% In line with reduction in

asset sales
~CREYA0included sale of Miclyn Express, Moto Hospitality; Puget
Energy, RP Data
Other income in the prior year included a one-off transaction
and the write back of a provision
Gains on listed fund initiatives $A572m;: MCG, MLE, MAp, MIG;
MMG, A-REIT platform
Writedowns, impairment charges of $A36?m include:
Equity investments ($A289m)
US portfolios of ABS held as available for sale ($A62m)
~—  Loans and receivables ($A11m)
Expenses down 18% on prior year
~ " Reduction in average headcount




. Mar10  Maros Acquisition of Delaware Investments in Jan 10
' m . SAm - Increased AUM by $A151b at Mar 10
Increased headcount by 521 :
Base fees up 65% on prior year to $A234m
Increase in Assets under Management from $AS0b at Mar 09 to
$A2100 at Mar 10, particularly due to Delaware acquisition
Net interest income down on prior year;
‘Réder/nplionsjrom retail loans issused to investors as part of
- structured investment offerings
Funqing costs of Delaware Investments acquisition
Other fee & commission income down 28% on prior
“year mainly due to non-recurring service fees and lower
True Index income :
come benefiting from positive revaluations on
seed investments that are carried at fair value
“Operating expenses up due to Delaware acquisition
- Down 16% éxc?uding Delaware due to lower employment costs
- and commission éxpénseg.

Funds nolonger
managed by
Macquarie (MAp,
MIG, MMG, MCW,
MLE, MCG, A-
REITs platform]

Strengthening of -
AUD :

L Delaware
Investments
| acquired
Jan'10

Mar-09 Dejaware Asset Asset Valuation Fund FX Digtributions = Mar-10 Proposal to -~ Proforma
acquisitions - disposals - adjustments - - initiatives: S & Other convert CMT - “Mar10
to CMA




ies and Commoditfes

Commodities trading income up 10% on prior year:
== Consolidation and growth of the Macquarie Energy franuh!sa
inthe US gas and power business

Agricultural Commodities contribution broadly inline with prior
year

-~ Metals prices recovering, particularly gold prices
Forengn Exchange income down 43% on prior year

Slgnmcant reduction in volatility and turnover in global foreign
—exchange markets dunng the year impacted all FX market
pamc:»pants

Strong AUD p!aéﬁd aqaitionat downward pressure on the
foreign exchange rex}enu’es
Interest rate products mcc)me up sxgmﬁcantty on-prior
year

= Substantial cen{ bution from the Emerqmg Markets and
~Credit Tradmg busmesses

e !mpmved Austrainan debt matket conditions
Expenses up 23% on prior year driven by increased
headeount

Interest income up significantly:

== Loanand finance lease portfolios $A12.9b-at Mar 10, up
from $A6.9b at Mar 09

- Acquisition of $A1.0b Ford Credit portiolio in Oct 09

Fee, commission and trading income of $A47m was
primarily due to mark-to-market gamﬁ on options and
equity securities

Operating lease income down 40% on prior year due
to a decrease in the operating lease portfolio from
$A1.4b at Mar 09 to $A692m at Mar 10

lmpairfﬁent charges largely relate to collective
provisioning due to substantial growth in the loan and
lease portfolios

Operating expenses up 33%




Marto
SAm.

‘ Mar 09

$Am

REB net loss of $A152m reduced from a net loss of

$A362m in the prior year, driven by significant reduction

in‘writedowns and impairment charges

Base and performance fees up on prior year due to

sale of Macquarie Central Office CR-REIT Kukdong

building in Korea

~= Underlying base fees down in line with lower AUM

Other income down 38% on prior year

== Prioryear beneﬁtéd,from disposals of investments in
Macguarie Prime REIT and Macquarie Goodmarr Asia

Loss on sale of A-RE!T investments sold to Charter

~ Hallin ‘Mar 10 ($A33m) as part of profitable transaction

booked in Macquarie Capital o

- Writedowns, impairment charges of $A110m include:

- Real estate equity investments ($A71 my
= Real estate loans ($A24m)
== Non-financial assets ($A15m}

Operating expenses-down 45% due to lower headcount

« Net interest income growth
-~ Retail deposits up 16% from $A13.4b at Mar 09 to $A15 5b at
Mar 10 due to focus o cash aﬁermgs including Cash
Managemem Account

“ooAustralian mortgage portfolio down from $A18.3b-at Mar 0916
o $AT43b atMari0

Base fees down 13% on prior y&ér
= - CMT AUM down from $A14.7b at Mar 09 o $AT0.0b &t Mar 10

/Acqmsmcn of Blackmont Capital in Dec 09 and improved

equity market conditions driving 13% increase in
Brokerage and commissions income on prior year

Platform and other fee and commission income up 10%

on prior year -

w0 Australian Wrap pléﬁorrﬁ $A22.5b at 31 Mar 10

Other income in prior year included the sale of the
majority of the margin lending business
Writedowns, impairment charges include

Loan impairments ($A45m)

Other impairment charges ($A8m)




Expenses up 18%; compensation ratio 42.9% (FY09: 40.7%)
- Compensation expenses up 27%

»  Expense to income ratio 80.5% (FY09: 82.1%)
$Am
5,400 89

]

5,200

5,000
Increased office space
in Sydney, New York;

4,800 . e :
London; impact of acquisitions

15% increase in headcount
(Mar 10:14,657; Mar 09:12,716)

Employment Brokerage & Occupancy i an—sa!aigf Sl Other
commissions technology




Balance sheet remains solid and conservative
-~ Term assets covered by term funding and equity
As foreshadowed, surplus cash and liquids are being deployed

Retail deposits continuing to grow, up 12% from Sep 09 to $A15.5b at Mar 10

-~ Strong inflows into the recently launched CMA, $A3.6b at Mar 10 ($A1.7b at Sep 09)
CMT unit holders approved the transter of funds to CMA, effective 31 Jul 10. CMT volume at
31 Mar 10 was $A9.5b1

MQG issued $US2.5b of non-guaranteed debt in three US bond issues
No debt issued under the government guarantee since Aug 09

Active liability management activities during the year resulted in the buyback of approx
£158m hybrid capital securities and $US100m subordinated debt

Capital of $A11.8b, $A4.0b in excess of the Groups minimum reguiatory capital
requirement

MBL Banking Group tier 1 capital ratio 11.5% (11.4% Mar 09)

Well diversified funding sources

Retail deposit base continues to grow,
representing a stable and reliable source
of funding

Term funding beyond 1 year (excluding
equity) has a weighted average term to
maturity of 3.9 years

Term funding (drawn and undrawn?®)
maturing beyond 1 vear {including equity)
$Ab # Equity
20 7 # Loan capital
w Debt

Total = $A44.0b

Emim

1-2yrs <3yrs <A yrs <5yrs 5yrs+




Macquarie has been successful in pursuing its strategy of diversifying its funding
sources through growing its deposit base
- Focus has been on improving the composition and quality of the deposit base

- Particularly good growth in the recently launched CMA deposit product, $A3.6b at Mar 10
($A1.7b at Sep 09)

sas— CMT funds will transfer to CMA on 31 Jul 10. CMT vé)lume at 31 Mar 10 was $A9.5b’
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Corporate
lending portfolio
growth

Acquisition of
$A1b Ford Credit
portfolio (Oct 09)

Reduction in .
operating lease |
Mortgages portfolio
Canada

"’Mar-dsr\ e CAF:Lending Mortgages Ford Credit Real Estatei, Structured
S Investment Loans




. Net . N
. garrving Provisions | carnving . Provisions
value = Coverage  value coverage
Mar 10 Mar 10 Mar 09 Mar 09
) 3{‘ ‘ ; RN

8o W

Significant disposals
include MGG Puget
Enargy, MW Call;
Bendigo & Adelaide Bank

}

Equity impaiments since
31 Mar 09

|

Significant acquisitions

inclide BrisConnections, trcludes netequity
AquaBire (Vi6 secounted losses of
desalination projecty; SA230mm; dividends of
Goodman Group, Miclyn $Ad2L2m
Express Otfshore Limited

Significant FX impact:
strengthening of $A from
Mar 09 ($US0.67) to Mar 10
($US0.92) reducing $A
value of offshore assets

| Unlisted
[ sazeb

Marioo Acquisitions Disposals

Equity
accounting and
dividends

Impairments




Carrying value  Carrying value
‘ Warty .
SAm  Description

juarie-managed

FY 10 initiatives completad to as




Macquare Capital Funds’ ten‘largest infrastructure businesses! have shoWn resilience in challenging markets

The majority of these assets experienced improvement in operational performance with an average 1 year EBITDA
grawth of 9%

Acquisition | lyemt Eear _ | Byear
Date  ERITDA Growth? EBITDACAGR? EBITDACAG

Group capital of $A11.8b at 31 Mar 10, a $A4.0b buffer of capltal in excess of the Group’s
minimum regulatory capital requirements

Ny Strong Banking Group capital ratios - Tier 1: 11.5%; Tatal Capltai 18.3%

8.0
Option
exercises,
MEREP

|

- i

meieile - FYosamingsnetof MIES I E / , I

Capital
ralsnge dividend accrual redemption
and regulatory CAF fending, FICC
adjustments S growth P Delaware,
. FRK,
Blackmont
Capital, Ford
poittalio
Reduced equity sk
due 1o asset sales (e.g.
Puget, MCIG), X
impacts-and
impairments

Mar-09 Capital raisings & Retained Eligible hybrid: - Banking Group: - Non-Banking Acquisitions
resene eamings, equity - c;/apit/a:l . Group capna!
movements dividends; DRP requirements ,réqmuamems




*  The Basel Committee and APRA have recently announced proposals to
enhance the capital and liquidity frameworks

~ Proposals are mostly still in draft form and remain subject to calibration and
finalisation during 2010 and 2011, with implementation expected by the end of 2012

- These changes are likely to result in higher capltal and tighter liquidity requirements
for the banking sector

- Changes to market risk capital requarements w:!l be implemented in Jan 2011 and
are not expected to be material for MGL

Overall impact will not be known until ,th’e ’rules are/ﬁ/nalis/ed/ and calibrated

Macquarie continues to monitor regu atory and other market deveiopments
and remains well capitalised and well funded
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—ae. Group funding structure

*» MGL and MBL are the Group’s two primary external funding vehicles which
have separate and distinct funding, capital and liquidity management
arrangements

= MBL provides funding to the Bank Group and intra-group funding to MGL
= MGL provides funding predominantly to the Non-Bank Group

T T e S S e T TS Smmm e ':
|
Debt : Equity

1
I
!
Debt&Equity | ______ I ; Debt & Equity !
’7 Intra-group Loan :
. |
|
Debt & MACQUARIE BANK :
Hybrid LIMITED (MBL) Non-Bank Group :
Equity i
Bank Group |
|
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-  Funded balance sheet reconciliation

= The Group’s statutory balance sheet is prepared based on generally accepted
accounting principles which do not represent actual funding requirements

= A funded balance sheet reconciliation has been prepared to reconcile the
reported assets of the consolidated Group to the assets that require funding

Mar 10 Mar 09
$Ab $Ab

Total assets per Statutory Balance Sheet 145.9 149.1
Deductions:

Self funded trading assets (15.4) (10.5)

Derivative revaluation accounting gross ups (21.2) (26.1)

Life investment contracts and segregated assets (7.3) (6.9)

Broker settlement balances 5.7) (5.5)

Working capital assets (6.6) (5.1)
Less non-recourse funded assets:

Securitised assets and non-recourse warehouses (14.8) (20.4)
Total assets per Funded Balance Sheet 74.9 74.6
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Bank balance sheet remains very liquid,
well capitalised and with a diversity of
funding sources

Term funding beyond 1 yéar (excluding
equity) has a weighted average term to
maturity of 3.8 years

Retail deposits of Macquarie Bank Limited
benefit from the guarantee provided by the
~ Australian Government?

. ,/Te/r/m_f/ nding (drawn and undrawn?)
maturing beyond 1 year (including equity)

$Ab e

B Equity

®Hybrids

¥ Loan capital
mDebt = S
“ . Total=$A31.2b

<5yrs Byre«+

- = Non-Bank Group is predominantly term
funded

= Term funding beyond 1 year (excluding
equity) has a weighted average termto
maturity of 3.8 years

= MBL intra-group loan has been amortised to
$A1.2b with the remainder maturing in 2012

Term funding (drawn and undrawn?)
-maturing beyond 1 year (including equity)

$Ab # Equity
# Loan capital
@ Debt

Total = $A14.0b

]

; 1:-2 yrs <Byrs dyrs <5 yrs Byra+




Explanation of Funded Balance Sheet

e Reconciling ltems

= Self funded trading assets: There are a number of entries on the balance sheet that arise from the normal
course of trading activity we conduct with our clients and counterparties. They typically represent both sides
of a transaction. The entries off-set each other as both the asset and liability positions are recorded
separately. Where these entries are matched, they do not require funding.

= Derivative re-valuation accounting gross ups: Macquarie's derivative activities are mostly client driven
with client positions hedged by off-setting positions. The derivatives are largely matched and this adjustment
reflects that the matched positions do not require funding.

= Life investment contracts and other segregated assets: These represent the assets and liabilities that are
recognised where we have products such as investment-linked policy contracts. The policy (contract) liability
will be matched by assets held to the same amount and hence do not require funding.

= Broker settlement balances: At any particular time our broking business will have outstanding trades to
settle with other brokers. These amounts (payables) can be offset in terms of funding by amounts that we are
owed at the same time by brokers on other trades (receivables).

= Short term working capital assets: As with the broker settlement balances above, Macquarie through its
day-to-day operations generates working capital assets (e.g. receivables and prepayments) and working
capital liabilities (e.g. creditors and accruals) that produce a ‘net balance’ that requires funding rather than the
gross balance.

= Securitised assets and non-recourse warehouses: Some lending assets (mortgages and leasing) are
commonly sold down into external securitisation entities or transferred to external funding warehouses. As a
consequence they are non-recourse to Macquarie and are funded by third parties rather than Macquarie.
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tory capital

‘ ; 'c Capital Adequacy Model (ECAM) for use in calcula’tmg tha
ment,o - the Non-Banking Group

« Any sxgmf;cant changes to the ECAM must be approved by the MGL Board and notified to APFRA wuthm
14 days

The ECAM is based on similar principles and models as the Base! 1 régulatory capital framework for
Banks w;th bo’ch catcu%atmg cap;tal ataone year 90 9‘3’ conﬁdenc:e !evel' :

Assels
$Ab




Aééendix

Additional information
— Outlook operating groups

Macquarie Group Limited
Result Announcement for the full year ended 31 March 2010
30 April 2010 — Presentation to Investors and Analysts

e Qutlook operating groups

Macquarie Securities Group

Subject to market conditions, currently expect FY11 to be up on FY10
Vision to be a global broker with strong Asia Pacific foundations over the medium term

Improved market conditions should provide good growth opportunities for the Cash Division, albeit expect lower
Australian ECM

Outlook for Derivatives / Delta 1 Trading is for product volumes to increase, albeit off a low base, and for trading
conditions to continue to improve

Overall see good growth opportunities in the medium to long term

Macquarie Capital

Subject to market conditions, expect FY11 to be up on FY10
Expect reasonable activity in Asian, US, Canadian and Australian markets during FY11, albeit lower Australian ECM
Growth in EMEA activities promising as economies improve

Leverage and further develop collaboration with Macquarie Securities Group (FPK, Tristone & Sal. Oppenheim), FICC
and other Macquarie Groups as appropriate

Macquarie Capital Funds strategy — substantially lower income from listed funds; focus on unlisted fund raisings and
continue expansion into new geographies and sectors
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e QUtlook operating groups

Macquarie Funds Group

Subject to market conditions, currently expect FY11 result to be well up on FY10

Expect much larger contribution from Delaware Investments in FY11 given the full year impact

Strong relative investment performance across numerous products should enable further organic growth
Expect continued investment in business and still pursuing acquisition opportunities

Fixed Income, Currencies and Commodities

Expect FY11 to be moderately up on FY10, as FICC continue to invest in organic growth initiatives

Witnessing normalisation of many of FICC markets - the return of competitors placing pressure on margins and
increasing competition for staff

Focus on selective growth in Asia
Lesser impact of hormalising spreads

Corporate and Asset Finance

Currently expect FY11 result to be significantly up on FY10

Continued growth in lease / loan portfolio under management from FY10
Continue to seek opportunities for growth through acquisitions

Growing leasing pipeline in some business units

Further opportunities to deploy balance sheet in the Australian market
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weeee  Qutlook operating groups

Real Estate Banking Division

Recovering commercial real estate markets and improved economic conditions generally provides an expectation for
FY11 to be up on FY10

Maintaining the focus on increasing asset realisations through sales of development projects and refinancing near-term
debt maturities

Banking and Financial Services Group

Subject to market conditions, expect FY11 to be up on FY10

Continued focus on client growth in the non-advised sector and seek organic growth of adviser numbers both domestically
and internationally

Actively seek additional funding opportunities as Mortgages Australia re-enters the market

Continue to explore financial services acquisition opportunities and adjacent businesses domestically and internationally
Continue to focus on providing a broad range of cash solutions in the medium term

Use acknowledged risk management strengths to respond to impending regulatory changes in Australia
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e @lOSSary

$A Australian Doliar Aust Australia
$C Canadian Dollar AVS Available for Sale
$Us United States Dollar BFS Banking and Financial Services
£ Pound Sterling bps Basis points
¥ Japanese Yen CAF Corporate and Asset Finance Division
€ Euro CAGR Compound Annual Growth Rate
1H First Haif CBA Commonwealth Bank of Australia
1HO09 Half Year ended 30 September 2008 CBD Central Business District
1H10 Haif Year ended 30 September 2009 CDO Collateralised Debt Obligation
1Q10 First Quarter ended 30 June 2009 CDX Index Credit Default Swap index
oH Second Half CEMEA 2;{2;& Europe, Middle East, Eastern Europe, and
2H08 Half Year ended 31 March 2008 CLO Collateralized Loan Obligation
2H09 Half Year ended 31 March 2009 CMA Cash Management Account
2H10 Half Year ended 31 March 2010 CMBS Commercial Mortgage-Backed Securities
ABS Asset Backed Securities oMT Cash Management Trust
ADR American Depasitory Receipt CPPIB Canadian Pension Plan Investment Board
ANZ Australia and New Zealand Banking Group CYog Calendar Year 2009
APRA Australian Prudential Regulatory Authority DCM Debt Capital Markets
A-REIT Australian Real Estate Investment Trusts DPS Dividend Per Share
ASX Australian Securities Exchange DRP Dividend Reinvestment Plan
AUD Australian Dollar EBITDA Eamings before Interest, Tax, Depreciation and
AUM Assets Under Management Amortisation
ECAM Economic Capital Adequacy Model
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ECM Equity Capital Markets KRW South Korean Won

EMEA Europe, the Middle East and Africa KRX Korea Exchange

EPS Earmings Per Share Lat Am Latin America

EUM Equity Under Management LNG Liquefied Natural Gas

ex Excluding LVR Loan to Value Ratio

FIG Financial Institutions Group M&A Mergers and Acquisitions

FPK Fox-Pitt Kelton Cochran Caronia Waller MacCap Macquarie Capital

FUA Funds Under Administration MAG Macquarie Airports Group

FUM Funds Under Management MAIP Macquarie Advanced Investment Partners
FX Foreign Exchange MAp Macquarie Airports

FY Full Year MBL Macquarie Bank Limited

FY09 Full Year ended 31 March 2009 MCAL Macquarie Capital Advisers Limited

FY10 Full Year ended 31 March 2010 MCG Macquarie Communications Infrastructure Group
HFS Held For Sale MCO CR-REIT g::lq;:tn;eclﬁr\:tersatl n(‘);:ﬁ r(13J<;trporate Restructure -
HK Hong Kong MCW Macgquarie CountryWide Trust

HY Half Year MDT Macquarie DDR Trust

IFC International Finance Gorporation MEIF Macquarie European Infrastructure Fund
IPO Initiat Public Offering MFG Macquarie Funds Group

m Information Technology MGL Macquarie Group Limited

IT&T Information Technology & Technology MGPA Macquarie Global Property Advisers

JAT Japan Airport Terminal MIG Macquarie Infrastructure Group

J-Rep Japan Real Estate Platform MIIF Macquarie Intemational Infrastructure Group
JV Joint Venture MIML Macquarie Investment Management Limited

weme @lOSSary

MIP Macquarie Infrastructure Partners RBA Reserve Bank of Australia
MIPS Macquarie Income Preferred Securities RBS Royal Bank of Scotland
MIS Macquarie Income Securities REB Real Estate Banking Division
MLE Macquarie Leisure RTS Relational Technology Services
MMG Macquarie Media Group RWA Risk Weighted Assets
MOF Macquarie Office Trust S&P Standard and Poor's
MoU Memorandum of Understanding SBI State Bank of India
MPW Macquarie Private Wealth SGX Singapore Exchange
MQBKY Macquarie Group ADR ST Short Term
MQG Macquarie Group Limited THB Thai Baht
MSCI Morgan Stanley Capital International TMET Telecommunications, Media, Entertainment and
Technology
MSG Macquarie Securities Group TSE Tokyo Stock Exchange
NASDAQ National Assocuathn of Securities Dealers TSX Toronto Stock Exchange
Automated Quotations

No. Number ucIT Ulster Community Investment Trust
NYSE New York Stock Exchange UK United Kingdom -
NZ New Zealand us United States of America

usD United States Dollar
oTC Over the Counter

vs. Versus
P&L Profit and Loss

- - - VWAP Volume Weighted Average Price
pcp Prior Corresponding Period
PERLS Perpetual Exchangeable Resettable Listed
Securities

PPP Public Private Partnership
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Result reflects improved market conditions

Profit of $A1,050 million

s

Operating income of $A6.638 million

Earnings per share of $A3.20

Total ordinary dividends of :%%&‘i .86 per share

Returmn onequity of 10 0 percent perannum
Assets under management of i?:z}%ﬁz% billion

Strong funding and balance sheet
Balance sheet remains solid and

osition
nservative

Lo

%

Term assels covered by term funding andieguily

increasze inretall deposits from SAT3 4 billion to BATES

v Bilfion

Issued $US2.5 billion of non-government guaranteed term debt
$A4.0 billion of capital in excess of minimum regulatory

reqguirement

Continued growth and evolution

Organic growth iniliatives complemented by strategic

acquisitions

Increasing diversity by business and geography
15 per cent increase in staff numbers to over 14,600

43 per cent increase in intemational income

{52 percent of total
Asia-Pacific region generated 66
66 percent of slaff neated n 281

i

Maosruadie CGioup Livded and i subsidionies

Key financial details

2010 Annual Report FORCQUANe.CorM.a

Consolidated net profit after tax attributable to ordinary equity
holders increased by 21 per cent to $A1,050 million from
$A871 million

Total operating income increased by 20 per cent to
$AB,638 million from $A5 526 million

International income increased by 43 per cent to $A3,351 million
from $2,347 million, accounting for 52 per cent of total operating
income

Earnings per share increased by 3 per cent to $A3.20 from
$A3.10

Dividends per share of $A1.86 {unfranked), broadly in line with
the prior year

Return on equity increased to 10.0 per cent per annum from
9.9 percent

Regulatory capital of $A11.8 billion, $A4.0 billion in excess of
Macguarie Group’s minimum regulatory capital requirement

Reported net profit after.tax attributable Operati
1o ordinary equity holders &4




Consolidated profit
Year ended 31 March

2010 2009 %
$Am $AM Change
Total income 6,638 5,626 20
Total expenses (5,344) (4,537) 18
Profit before income tax 1,294 989 31
Income tax expense (201) (15) large
Profit from ordinary activities after income tax 1,093 974 12
Minority interest 43) (103) (58)
Profit after income tax attributable to 1,050 871 21
ordinary equity holders
Basic eamings per share (EPS) Dividends per share (DPS)

Acents

A cents

Macquarie Group Limited and its subsidiaries 2010 Annual Report macguarie.com.au

Chairman and Managing Director’s Report

Macquarie’s long-term record of growth and evolution
continued in this, the year of our 40th anniversary since
inception. The strength of our balance sheet, together with
our pursuit of opportunities for continued growth, led to a
range of successful initiatives.

The diversity of our operations is a key strength. During

the year we expanded our global presence through

organic growth, business development and selective hiring.
We also made a number of important strategic acquisitions,
particularly in North America and Europe.

Macquarie is a global financial services specialist, with
particular expertise in resources and commodities, energy,
financial institutions, infrastructure and real estate. Our
ability to take our extensive knowledge of the Asia-Pacific
region to our clients and investors provides a bridge to one
of the world’s key growth regions.
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Result overview

Macquarie Group (Macquarie) reported a consolidated
after-tax profit for the year ended 31 March 2010 of
$A1,050 million, an increase of 21 per cent on the
previous year's profit of $A871 million. Eamings per
share were $A3.20, an increase of three per cent from
$A3.10 in the prior year. Return on equity was 10.0 per
cent per annum, slightly up on the prior year.

Total operating income for the year was

$A6,638 million, a 20 per cent increase from

$A5,526 million in the prior year. The increase was
largely attributable to improving market conditions,
growth in existing businesses along with contributions
from new businesses, gains from listed fund initiatives
and a reduction in the level of write-downs and
provisions compared with the prior year.

All operating groups and divisions reported improved
results on the prior year. Total international income
increased by 43 per cent to $A3,351 million,
accounting for 52 per cent of total income. Total
staff exceeded 14,600 with more than 7,300 staff
now employed in our offices outside Australia. This
represents 50 per cent of total staff compared to

43 per cent in the previous year.

Assets under management increased 34 per cent from
$A243 billion at 31 March 2009 to $A326 bilion at

31 March 2010. Most of the increase was attributable
to the acquisition of Delaware Investments (Delaware),
a US-based diversified asset management firm with
more than $US125 billion in assets under management
at the time of acquisition.

Operating expenses were $A5,344 million, an 18 per
cent increase from $A4,537 million in the previous
year, largely attributable to the 15 per cent increase
in the number of staff. The expense-to-income ratio
decreased to 80.5 per cent, compared with 82,1

per cent in the previous year. The effective tax rate
for the year increased to 16.1 per cent from 1.7 per
cent in the prior year, largely due to a lower level of
writedowns and impairment charges.

Operating conditions

Operating conditions continued to trend back to
normal during the year, leading to greater activity
across many of our businesses. Equity market
trading conditions improved across Australia and Asia
while the US and Europe remained subdued. This
was positive for our Asia-Pacific equities and funds
management businesses, including our growing retail
franchise.

The environment for mergers and acquisitions (M3A)
across most industry classes remained constrained
compared to historical standards with global deal flow
substantially lower than in the prior year. Asia, Australia
and Canada however experienced good equity capital
markets (ECM} activity.

Energy and commodity market conditions generally
improved, metal prices continued to rise, while foreign
exchange volumes remained depressed. US credit
trading markets rallied alongside equity markets. The
dislocation of global credit markets, together with the
scale back of lending activities by financial institutions,
provided opportunities for our corporate and asset
financing businesses.

Assets under g
$A billion

Staff numbers
International m  Australia m

0 2006 2007 2008 2009 2010

15,000

12,000

0 2006 2007 2008 2009 2010

Macquarie Group Limited and its subsidiaries
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Chairman and Managing Director’s Report

continued

Initiatives during the year

Macquarie has a demonstrated record of using market
downturns to develop opportunities to grow and
evolve its businesses. In the year to 31 March 2010,
we expanded our global presence and product offering
by organically growing existing businesses and made
a number of acquisitions, predominantly in North
America and Europe.

Organic growth was achieved through the selective
hiring of individuals and teams with extensive industry
experience adding greater regional depth to our key
businesses. This allowed many of our businesses to
expand their product offerings internationally.

We expanded our energy presence in Asia and
commenced a physical oil trading business in
Singapore. Our Fixed Income, Currencies and
Commodities Group (FICC) also started providing
corporate banking, foreign exchange and other trading
services to Korean corporate and institutional clients,
after Macquarie Bank Limited obtained a licence

to offer banking services in Korea. FICC recently
established a foreign exchange business alliance
with Sun Hung Kai Forex, an online foreign exchange
sefvice provider in Hong Kong. The New York-based
credit trading business experienced strong growth
as it extended its services to include client sales and
trading.

Our corporate finance and advisory business
continued to grow its global presence advising on
448 transactions valued at $A121 billion. Growth in
this business, particularly internationally, provided
an increasing capacity to utilise global networks to
facilitate transactions for our clients.

Growth in our uniisted alternative asset funds
management business continued with new offerings
in Mexico, Russia and Africa. We are working with
governments and strong local partners to deliver
infrastructure opportunities.

A number of strategic acquisitions also added new
teams of people and expanded our service offering

to our clients. The newly acquired US-based asset
manager, Delaware, combined with Macquarie Funds
Group and began developing new products for the US
market, with its first joint product offering in January
2010, the Delaware Macquarie Global Infrastructure
Fund.

Macquarie Energy, FICC's North American energy
marketing and trading business, acquired Integrys
Energy Service's wholesale electric marketing and
trading portfolio and focused on consolidating its
growing gas and power franchise in the region.

Our European and North American equities and
research capabilities were enhanced with the
acquisitions of global financial sector equities
specialist, Fox-Pitt Kelton Cochran Caronia Waller
(FPK), energy advisory firm, Tristone Global Capital
(Tristone) and Sal. Oppenheim jr.& Cie KGaA's (Sal.
Oppenheim) cash equities, equity derivatives and
structured products businesses.? These acquisitions
further expanded our global equities platform, taking
our research coverage to over 2,700 stocks worldwide
and placing Macquarie Securities among the top eight
global brokers in terms of research coverage.

' Operating income excludes earnings on capitai and
other corporate items.
2 Completed post balance date.

Operating income' by region
2HO8 W 1HO9= 2HO9w 1HIO®m 2H10m
$A million

1,800

1,600

1,400

Americas Europe, Middle
East and Africa



Qur retail financial services platform was enhanced
with the acquisition of Canadian retail broker,
Blackmont Capital Inc. (Blackmont), which was
renamed Macquarie Private Wealth (Canada). The
Banking and Financial Services Group also selectively
recruited experienced people to support growth in its
European and Asian businesses.

The Corporate and Asset Finance Division acquired

a portfolio of approximately $A1.0 billion of Australian
auto loans and Ieases from Ford Credit Australia. Post
balance date, it agreed to acquire a $US1.7 billion'
aircraft operating lease portfolio from International
Lease Finance Corporation (ILFC), a subsidiary of
American International Group, Inc. (AIG).

Refer to Regional Activity and commentary from
operating groups and divisions for additional detail on
initiatives during the year.

Capital

Macquarie has a long-term policy of holding a level
of capital which efficiently supports our business. We
have consistently grown our capital base ahead of
business requirements. During the year, we raised
$A1.2 billion through an institutional placement and
retail Share Purchase Plan. This further enhanced
Macquarie's strong capital position, providing the
fiexibility to build on market opportunities.

Our regulatory capital at 31 March 2010 was

$A11.8 bilion, which was $A4.0 billion in excess

of Macquarie Group’s minimum regulatory capital
requirement. Over 90 per cent of capital is core capital
(ordinary equity plus retained earnings).

Net of current cash and reserves.and subject to
adjustments.

Funding

We remain very well funded. Term assets are covered
by term funding and equity. Short-term wholesale
issued paper remains a small portion of overall
funding at seven per cent of the total funding sources.
Between 31 March 2009 and 31 March 2010, retail
deposits increased 16 per cent from $A13.4 billion

to $A15.5 billion.

Post balance date, unit holders in the Cash
Management Trust (CMT) approved the transfer of
funds to the Cash Management Account (CMA)
effective 31 July 2010. The net balance in the CMT at
31 March 2010 was $A9.5 billion.

During the year, Macquarie issued $US2.5 bilion of
non-government guaranteed term debt in the US
market to institutional investors. We were the first
Australian financial institution to issue a benchmark
unguaranteed term debt issue in the US post the
disruption to global financial markets in September
2008. The removal of the government guarantee was
anticipated and is not expected to impact Macquarie’s
funding position.

Performance

Macquarie's share price made a good recovery during
the year. From 1 April 2009 to 31 March 2010, the
share price increased by 75 per cent. Macquarie’s
share price is only 11 per cent below its level at

31 March 2008, compared with the MSCI World
Diversified Financials index (MSCI), which is 36 per
cent lower. The MSCI comprises a range of financial
companies offering a wide variety of products and
services including securities and investment products,
M8A advisory and equity underwriting, various lending
products and insurance products.

Macquarie share price vs the MSCI World MSCI Diversified Financials Index
MSCI World Diversified Financials Index m  Macquarie Group
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Chairman and Managing Director’s Report

continued

From the date of listing on 29 July 1996 through to
the close of the financial year on 31 March 2010,
Macquarie has delivered a total return to shareholders
of over 1,170 per cent. Over the same period, the
average total shareholder return of the ASX top 50 was
approximately 315 per cent.

Dividend

The Board has declared a final ordinary dividend

of $A1.00 per ordinary share (unfranked), up from
$A0.86 in the first half, making the total ordinary
dividend payment for the year $A1.86 per share. This
is broadly in line with the total dividend of $A1.85 per
share in the prior year. It represents a payout ratio

of 60 per cent, in line with our dividend policy of
maintaining an annual payout ratio in the range of 50
to 60 per cent of net earnings attributable to ordinary
shareholders. The future rate of franking remains
subject to the composition of income but it is likety
that future dividends will remain unfranked for the
foreseeable future.

Macquarie has advised that from the final dividend

for the year ended 31 March 2010, to be paid in July
2010, it will only facilitate the direct credit of dividends
or the participation in the Dividend Reinvestment Plan
{DRP) for Australian shareholders. Non-Australian
resident shareholders will be able to continue to
receive dividend cheques. Due to our strong capital
position, a decision has been made to remove the
2.5 per cent discount to market value in the pricing of
the DRP shares effective for the 2010 final dividend
and we have announced a change to the DRP Rules
to allow the future on-market purchase of shares
instead of the issue of new shares to satisfy future DRP
allocations.

The Macquarie model

Macquarie is a global provider of banking, financial,
advisory, investment and funds management services
to our clients.

While our model has not significantly changed over the
years, Macquarie has continually adapted to variations
in the environment in which we operate. We pursued
growth opportunities during the past year which
resulted in the continued evolution of our business. As
the operating environment improved, our businesses
took the opportunity to enter new markets, develop
new and expanded product offerings, selectively
acquire new businesses and, in some cases, exit
activities.

Macquarie Group's strategy is to focus over the
medium term on key fundamentals: the provision

of services to our clients; the alignment of interests
with shareholders, investors and staff; a conservative
approach to risk management; incremental growth and
evolution; maintaining operations that are diversified

by business and geography; and an ability to adapt to
change.

Risk management

Macquarie’s strong financial position before, during
and after the global financial crisis reflects well on

our robust risk management framework. We have
always sought to clearty understand and identify the
consequences of worst case outcomes to ensure that
these can be tolerated.

Central to our business is a strong culture of risk
management which is embedded across all operating
groups and divisions. As Macquarie's operating groups
build on global growth and transaction opportunities,
our risk management framework adapts to maintain
effective risk oversight. The Risk Management Group
increased its numbers globally during the year.

Macquarie Group Employee Retained Equity Plan
(MEREP)

Following shareholder approval of changes to our
remuneration arrangements on 17 December 2009,
Macquarie now invests a significant proportion of
employees’ annual retained profit share in the MEREP.
Staff promoted to Director level effective 1 July 2010
will also be granted equity awards under the MEREP.
To date, the Macquarie shares required for the delivery
of MEREP awards have been issued by Macquarie.
For the retained profit share and promotion awards for
the financial year ended 31 March 2010, the required
shares will be bought on-market, except for the
proposed MEREP awards for the Managing Director
which are subject to shareholder approval. Shareholder
approval for the Managing Director's MEREP awards
will be sought at the 2010 Macquarie Group AGM in
July.

Refer to the Remuneration Report within the Directors’
Report for further information on Macquarie's
remuneration arrangements.

Our people

Our culture and people ensured our successful
navigation of the events of the past two years and
remain the foundation for the continued success of
our business. As a result of a number of acquisitions
and the selective hiring of individuals and teams
during the year, staff numbers increased by 15 per
cent from 12,716 at 31 March 2009 to over 14,600
at 31 March 2010. Notable staff increases related to
the acquisitions of Delaware and Blackmont, which
brought respectively approximately 520 and 410 new
staff to Macquarie.

As global conditions continue to improve and financial
services firms seek to secure experienced staff, the
importance of attracting and retaining high-quality
people is paramount. A key factor in Macquarie’s
long-term growth has been its ability to attract and
retain high-quality staff while aligning the interests of
shareholders and staff through performance-based
remuneration.



At 5 genetal meeling in December 2009, sharehblders
overwhenmingly spproved changes fo Macquarde’s
ramuneration arrangements, which reflect global
rernungration and regulatory trends, while remaining
consigtent with Macguarie’s Iong-standing approach,

Refer 1o the Remuneration Report within the Directors’
Report for further information on Macguarie’s
rernuneration policies and practices;

Board and management

David Clarke resumed full duties as Chairmarnof
Macqlare on 31 August 2009 after a leave of
absence, while Acting Chalrmnan Kevin McCann
resumed his role as Lead Indspendent Director of the
Board,

Michael Hewker was appointed fo the Board as an
Independent Non-Executive Director on 22 March
2010 Michael has extensive financial services industry
experience; including senior management roles with
Gitibank, Westpac and as Chisf Exscutive Officer and
Managing Director of Insurance Australia Group. He

is aiso'a Director of Aviva: Plo, the largest insurance
services provider in the UK.

As stated:in'the interim report, Laurie Cox retired in'
July: 2009 after six years as an Executive Director and
13 yedrs as & Macquarie Board member. Stephen
Allen became Head of Risk Management Group in
November 2008, following Nick Minogue's refirement,

Outlook
While:market conditions continue to improve,
continuing Uncertainty makes forecasting difficult:

Subjectio market conditions, for the year to. 31 March
2011 we currently expect improved operating results
onine prior year for il of our businesses.

The income statement for the year to31 March 2011
islikely 1o be characterised by fewsr one-off items as
seenin the Sscond half of this year; & compensation
salio consistent with historical levels, continued higher
costiof Rinding reflecting market condiionsiand high
ficiaicity levels including the recent CMT/CMA Initiative.

The balarice sheet in the 31 March 2011 financial year
is likely to'be characterised by high cash balances.as
aresult of the CMT/CMA initiative, which we ariticipale
will continue to be deployed across the businesses,
anct & level of equity investments at or below existing
levels:

i addition o market conditions, the resull Tor the vear
1031 March 2011 remains subject o arange 'of other
chalisnges, including: incregised competition dcross;
alimarketsr the cost of meintaining our continued
conservative approach 1o funding and 'capital and
proposed regulatory reform which has the potential fo
impact flows to caplial rmarkets.

Over the mgdium term, we remaln well placed due
tothe global depth and reach of our businesses,

the diversification of:our business mix; our strong
commitisd team with interests aligned 1o sharehiolders,
our strong balance sheet, ‘capital and funding position
and sffective risk management:

Siibject to the continuation .of inoréasing economic
activity across major markets, we expect continued
growth in revenue and sarmings across. most
businesses over time and sontinued growth in our
businesses driven by further expansion of our stfong
client frarichise.

David 8. Clarke, AG
Chairman

Nicholas Moore
Menagirg Director and
Chief Exsoutive Officer

Sydnsy.
28 April 2010
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Regional actnnty

Australia:

~ Sponsor, adviser, debit provider and equity
underwriter forthe $AS.7 billion (net present cost
Victorian Desalination Project, the largest Public
Private Partriership undertaken globally since the
distuption to global finehaial markats 1. 2008
Continued to be at the forefront of Ausiralisn 1POs,
leading the largest IPO avery vear since 2000 ano
teading all the msjor IPOS 08 200010 ncluding
carsales.cory Myer Kathmandu and Mickn

s i A M E s i
CARIBEORTENTTE

t

— A range of listed fund initiatives desigried io
maxirmise shareholdear value resulied in the
internalised ma’wageme*n of Macguards Alfports,
Macquarie Leistre Trust Group and Macguare
Media Group;.the testiicture of Macouars
Infrastructure Group into two separate listed
infrastructure entities; the takeover of Macquarie
Communications infrastrocture Group; and the sale
of the: majority of the Australian cofe real estdte
funds management platform
Maintained nurber one position for ASX market
share in cash eguities’
— Macauare Securities Group’s (MBG) derivatives
business was the leading provider of listed warrants
inthe Austialian market for the vear

~The strong performance of many of Macquarie
Funds Group's (MFGymanaged fund asset classes
resulted in good inflows from both institutionaland
retall investors, particularly iy the Fixed Income,
Currencies and Commodities and Listed Equities
furids
< WIFG launched the Macquana Lifetirme !noome
Guarantee, a bngawty risk prot tootion product
—:The Banking and Finencial Services Group (BFS)
launched a new online frading platform; Macauarie
Edge, in Australie, winning thise mejor industry
awards in the first six months of aperation
Macguaris Agﬂc!,ﬁufﬁi Funds Managerment was
awarded Real Asset Manager of the Year
~Corporate and Asset Finance Division:(CAF
originated or oquired in excess of BAT.5 billory of
corporate debltand lease asgets,

i

Combired instiiutionsl and retail;

Asia-Pacific:

i

- ot lead menager roles for the fisting of numerous
Chinese companies o5 the Stock Exchange of
Hong Kong;including China Zhongwang, BBMG,
Powerlong Real Estate; Sheﬁgu% and Ch
Minstieng Bank
Adviserand debt aranger ‘oi_zon ?ﬁ o Holdings
for ihe $82.35 bilion refinancing of Senoko Power's
acquisiion debt, one of the largest infrastuciure
financings in Asia Pacific in 2009

Adiviser on numBroUS Gross-border 1 ransa
including Korea's KEPCO oniits G754 milion
acguisition of Canadian uranium producer
Denison and Australia’s Paperlink onihe sgis o
$AFEG milion paper business 1o Japan's Nippon
Paper Industries

MSG's cash. equities businsss coninused 1o:grow
its'market shiare in Hong Kong. Japan, Tamen and
Korsa

MBG's derdvatives business was the lsading
provider of listed Wwatrants in Singapore and Korea
for:the year and held the number three imarket share
pesitionin Hong Kong

Fixed income, Currencies and Commodities” (FICC)
Ensrgy Markets Division commenced a physical ol
rading business in Singapors, operated by & nawly
hired tearn with a range of proven trading sirategies
based on Jow risk intermediation and client service
within the global o trading value chain

Macquarie. Bank Limited Seoul Branch was
sstaplished. providing corporate banking, foreign
gxchange and other Yradinig services 1o corpcrafe
and instiutional clients

WMIFG signed & Memorandum of Urdnrstandmg with
feading Chiness assst manager, Ching Universal
Asset: Management, in January 2010 1o develop
fund products for Chinese and glotal investors
BES launchied a Global Franchise Service In India
iy conjunction with joint ventire pariner, Feligars.
This discretionary investment managemsnt service
provides investons with acce: three investment
trategies, covering absoluts return, cash and co-
investrent opportunities
Religare Macquarie Private Wealth was named the
ndiian Privete Banking International Slobal Wesith
Agsociation’s Most Exciting Wealth Managamsnt
Modet
Macquarie Central Office Comporate Restruciure-
Real Esiate fvestment Trust Co. sold s single
managed asset, the Kukdong buliding in Ssout for
SASO0 milion to GE NPS RET
City Apartments; @ residential complex in Shanghal,
was sold {o a Hong Kong-based investor for
BMB270 million:




Americas: -

< Lead managet roles in numerous financings for
Caradian resources companies on the Toronto
Stock Exchangs. including Consolidated Thompson
Iron Mines, Result Energy (and its predecessor
TriStar Ol & Gas). Gleichen Resolrces; vanhos
Energy and Colossus Minerals
First close of Macguarie Mexican Infrastructure Fund
MIF) with initial commitments of MXNG 2 billion
(GALEE million). MMIF is Macquarie’s first
managed fund in Latin America and the first peso-
dencminaied fund solsly focused on investment
opportunities in Mexican infrastricture projecis
Acquisition and integration of Tristone Global Capital
inc; an independent energy advisory firm providing
fully integrated corporate finance, acouisitions
and divestitures; squity capital markets and sales,

“trading ang research services

o Acquisition and mtegrattoa of Fox-Pitt Kellon
© Coschran Cajonia Waller (FPK], a leading equity sales
- vand trading; research, advisory and capital markets:
“iteam focused on the financial Services sector
TheUs cash equities business experienced strong
 growth in secondary market commissions. ft was:
awarded a lead manager role on Broadwind's
8US 100 million US public offering in January 2610
“The Canaqxan cash equities business expemencad
strong growin in market share and increased ECM
acthity
FICC's Credit Trading Division expanded Ats services
g include client sales and trading, while broadening
ihe product mix in high vield and distressed
! corporate and securitised debl securities
Acqmsstton of substantiglly all of the wholesals
"electic marketing 2nd trading portiolio of Integrys
Energy Group’s non-regulated subsidiary, Integrys
Energy Services: ;
FICC's Metals and Energy Capiial Division
established & presence in Toronto, Canada
Acquisition of Delaware & s, 8 US-based
diversified asset manager; completed in January
2010 and launich of first fund post acquisition, the
Delawars Macquarie Global infrastructure Far
WIFG expanded its structured fund solutions
capabifity with the hire'of senfor executives in'the
US 1o lead the global expansion of the business
Acquisition of Blackmont Capital, a Canadiar full
service wealth management and investment dealer
ortd ongination volur forthe Canadien
Morlgages business: :
CAF acquired the Technology Services Divisior of
Helational Technology Seivices and intsgrated itinto
s sxisting US 1T easing business.

Europe, Middie East and Africa:

oot bookrunner for the 1P of Chinese ceramic
produger, Jovou, on the Frankiurl Stock Exchange,
ihe first Chinese compariy fo float in: Germany in
2010

= Adviser o Singapore Tech) ies T
onthe privatisation of Eircom Holdings, owner
of a 57.1 per cent stake in Irdland’s incumbent
telecommunications provider, Eiroom

= First close of Macguarie Renalssance Infrastruciure
Fund IMPIE), will coirmitments of
SUISEE0 millon: MRIF i the first major private fund
dedicated toinvesting directyininfr e dn
Rugsia and other key CIS markets

kst close of Afr voturs et
Fund 2. (Al 5&2; with initial cominitments of
approximately. $LUS320 millior, The fund will focus
on making, sOuUlly: investiments into B diversili
portiolio of i infrastructure assets located in Africa

= PR acquisition (for detall refer 1o Arnericas)

L MSG's Buropean and South African cash equities

businesses experienced sirong growth i sewrdary
market commissions

e Acqu:m orof Sal Cppenhelm’s casﬁ equme& and
aquﬁy derivatives businesses (oompieted Apri!
12010}, broadening MSGs pan-Eumpean equities
operations ;

RIS 5 Emerging Markets DOhdslon e@tabﬁshed
ermerging market operations in Londor, expanding
its operations to provide a full siiite of services fo
European institytional and focal merket participants

—FCCs Crsdnt Trading Division expanded its.
aperatlona e &uropa by estabi xshlng 2 presence
i London

— MFEG launched thres funds focused on emerging
markets; emerging markets infrastructire and
agnou%turas commodities that st UCITS?
requirements for Eumpe ang Agia

SBFS launched a ;:rremwm platform serwc inthe
UKo sunport professions fﬂarma; plannes
providinig senvices o thelrclients. The first funds
have biesen lodged orthe platformy

— CAF funded approximaiely $41.8 billon of
gorporate debl and lsesing oppiorun

© Undertaking for Collective Investiment In Transferable

Securities
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Macguanse s a giobal provider of banking financig,
advisory, investmeant and funds managﬂmen
services. Macouarie’s main by

making retums by providing & diversified fange

of services to clients. Macquarie, acts on behalf

of institutional, corporate and retall clienis and
counterparties around the world:

cauans ?‘e@ﬂe perating groups.and bvo
W ;(:n mdtmduai mwxesses

or market seotors andwork tn ¢ m@peratior\.
Great emphasis'is placed on a client’s relation:
yMacguarie as iz whole,

ee service groups provids the framework;
infrastructure and support which-enable ihe
operating groups to-function.

Management approach

Macqugris’s strength fiesin s unigue struclure.
and-management style whic eﬁab!esbfmse%
{o'exercise significi

by limiisionskand 1

Strong pmcﬁentiai managemeﬁi iS i
. Cer
uariewhich m;..y arse from rnarket and industry
ences and onissues of mediur and fong-term
significan

Other core glements of Macquaﬁs‘s appro
encouragement f athical and professional

standards

—commitment (o clients

= sompiiment 1o growih

= {he recruitiment retentionand mctivation:of quality
staff -

— thealighment of staff rewards with thosg of
shareholders

s tifansparent and comprehensive reporting:including
fmajctat reporting and tisk reporting.

B Non-Operating Hoiding Company (NOHC)
2 Non-Banking Group business

= Banking Group business

7 Central funictions




Key services offered by operating groups
and divisions
Macquarie Securities Group
— Institutional cash equities
— Derivatives DeltaOne Trading

— Institutional and retail derivatives

— Corporate Action trading

— Arbitrage trading

— Synthetic products

— Global Securities Finance

— Capital management, collateral management
and securities borrowing and lending

Macquarie Capital

— Corporate finance, including advisory
— Equity capital markets

— Debt structuring and distribution

— Alternative asset funds management
— Private equity placements

— Principal products

Macquarie Funds Group
— Management of funds in:
— Equities
— Fixed income, currency and commodities
— Infrastructure securities
— Real estate securities
— Private equity and hedge fund of funds
— Affiliated managers
— Investment solutions and sales

Fixed Income, Currencies and Commodities Group
— Energy markets

— Metals and energy capital

— Credit markets

— Agricuttural commodities

— Foreign exchange

— Debt markets

— Emerging markets

— Futures

Banking and Financial Services Group

— Financial advice

— Cash management services

— Wealth management and private banking
— Full-service broking

— Mortgages

— Life insurance

— Business banking

— Investment products

— Administrative and portfolio services

Corporate and Asset Finance Division

— Structured corporate debt financing

— Acquisition of secondary market corporate debt
— Equipment leasing

— Specialised asset finance

— Asset lifecycle services

— Equipment trading and remarketing

Real Estate Banking Division

— Real estate funds management

— Real estate investment

— Real estate development and asset management
— Real estate project and development financing

Operating group and division contribution to profit

2010 2009
Net profit Contribution Net profit Contribution
contribution to profit contribution to profit
($Am) (%) ($Am) (%)
Macquarie Securities Group 580 23 275 40
Macquarie Capital 657 26 257 36
Macquarie Funds Group 95 4 45 6
Fixed Income, Currencies and 827 33 509 74
Commodities Group
Banking and Financial Services 261 10 (99) (14)
Group
Comorate and Asset Finance 264 10 66 10
Division
Real Estate Banking Division (152) (6) (362) (52)
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Operating groups and divisions

Macquarie Securities Group

Macquarie Securities Group (MSG) contributed
$A580 mitlion to Macquarie’s total profit from operating
groups for the year to 31 March 2010. This was an
increase of 111 per cent on the prior year. It generated
operating income of $A1,480 million, an increase of
10 per cent on the prior year.

The contribution from the Cash Division was

80 per cent up on the prior year. Secondary market
commissions were up on the prior year with increased
contributions from the US and European platforms
from organic growth as well as the acquisitions of Fox-
Pitt Ketton Cochran Caronia Waller (FPK} and Tristone
Capital offset by the stronger Australian dollar. The
business maintained its number one ranking" in market
share in Australia and continued to grow market share
in other regions. Equity capital market (ECM) fees were
up on the prior year given the significant increase in the
number of capital raisings, particularly in Asia, Australia
and Canada.

The Derivatives DeltaOne Trading Division result
was 483 per cent up on the prior year due to improved
trading conditions and an increase in product volumes,
albeit from a low base.

During the year, MSG continued to grow its global
platform both organically and via a number of
acquisitions. The business took the opportunity to
hire individuals and teams of people, particularty
in the US and Europe, bringing both expertise and
important regional relationships to Macquarie's
growing equities franchise.

' Combined institutional and retail market share




On 1 December 2009, MSG completed the acquisition
of FPK. The acquisition has enhanced Macquarie's
global financial institutions (FIG) specialist group
capability and boosted Macquarie's standing with
financial institutions and corporates around the world,
adding deep sector expertise in the US and Europe
to complement Macquarie’s well-established FIG
position in the Asia-Pacific region. The acquisition has
increased the access and reach of our equity offering
to institutional clients, growing our FIG research
coverage to approximately 765 stocks globally.

On 6 April 2010, post balance date, MSG completed
the acquisition of two separate businesses of German
private bank Sal. Oppenheim jr. & Cie. KGaA that were
announced during the year:

— The cash equities business which comprises
equities research, sales, trading and execution
functions focused on Continental Europe, with
particular strength in Germany. The acquisition
broadens our pan-European business, bolstering
our presence in key European markets and
complementing existing operations.

— The equity derivatives and structured products
business which complements Macquarie’s existing
Asian derivatives operation and adds a wider set
of products to its growing European business.

The acquisition brings more than 90 new staff to
Macquarie, based in Switzerland and Germany.
The business has market making and issuance
operations on exchanges in Germany, Switzerland,
Austria and Haly.

These acquisitions take Macquarie’s research coverage
to around 2,700" stocks globally. It also places
Macquarie in eighth position in terms of global research
coverage.

Outlook

Subject to market conditions, MSG currently expects
its result for the year to 31 March 2011 to be up on the
prior year.

Woe expect improved market conditions to provide
good growth opportunities for the Cash Division,
although we expect a lower level of Australian ECM
activity.

Overall the group sees good growth opportunities

in the medium to long term. Our vision is to be seen
increasingly as a global broker with strong Asia-Pacific
foundations. We will seek to maintain our number one
ranking in market share for cash equities in Australia
and continue to grow market share in other markets.

We expect volumes for the Derivatives DettaOne
Trading Division to increase and for trading conditions
to continue to improve. The business is looking

to maintain its leading positions and market share
ranking for its warrants products in Australia, Hong
Kong, Korea and Singaporse. The business will pursue
new opportunities including the development of an
Indian derivatives business. it will continue to grow
the derivatives business in South Africa and maintain
a focus on providing its global institutional derivatives
platform to clients across the giobe.

The group will also continue to consider strategic
acquisition opportunities in each region.

About Macquarie Securities Group

The Cash Division operates as a full-service
institutional cash equities broker in the Asia-Pacific
region. In the rest of the world it operates as a
specialised institutional cash equities broker. It provides
equity capital markets products and services through a
joint venture with Macquarie Capital Advisers.

The Derivatives DeltaOne Trading Division
combines the group’s institutional and retail derivatives,
structured equity finance, arbitrage trading, synthetic
product businesses and global securities finance.
Gilobal securities finance includes capital management
(cash and liquidity management and interest rate and
foreign exchange hedging), collateral management and
securities borrowing and lending.

' Includes stocks to be initiated under Macquarie
following Sal. Oppenheim acquisition
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Operating groups and divisions

Macquarie Capital

Macquarie Capital contributed $A657 miillion to
Macquarie’s total profit from operating groups for

the year to 31 March 2010. This was an increase of
156 per cent on the result achieved in the prior year.

It generated operating income of $A1,689 million, an
increase of 11 per cent on the prior year. The improved
result was largely attributable to the completion of a
number of listed fund initiatives partially offset by lower
advisory revenue.

Despite market conditions, we advised on

448 transactions valued at $A121 billion. Equity
under managerment (EUM) declined 28 per cent from
$A53.3 billion at 31 March 2009 to $A38.6 billion

at 31 March 2010 and assets under management
(AUM) decreased 40 per cent from $A159.5 billion to
$A96.5 billion. The declines in AUM and EUM were
primarily driven by the implementation of strategic
initiatives in Macquarie Capital managed ASX-listed
funds and the strengthening in the Australian dollar.

Macquarie Capital Advisers

As outlined in the Regional Activity section of this

report, Macquarie Capital Advisers advised on a

number of significant transactions. Other significant

roles included:

— Adbviser to Goodman Group on its recapitalisation
including $A4.1 billion debt restructuring,
$A1.3 billion equity raising and $A500 million
hybrid securities issued to China Investment
Corporation

— Joint global coordinator and joint underwriter for Rio
Tinto’s global $US15.2 billion renounceable rights
issue

~— Financial adviser to Cintra and Meridiam
Infrastructure on the $US2 billion North Tarrant
Express managed lanes project in Texas, US

— Co-financial adviser to Bouygues Construction and
Meridiam Infrastructure, arranging $US723 million
of debt on the Port of Miami Tunnel and Access
Improvement Project in Miami, US

— Adviser to Bakwena Platinum Corridor
Concessionaire on its ZARS.5 billion toll road
refinancing in South Africa

— Adbviser to Inexus, a UK gas and electricity
distribution business, on the restructuring of its debt
facilities

— Adviser to Bord Géis Eireann, a leading Irish
energy provider, on the €500 million acquisition of
SWS Natural Resourcss, one of the largest wind
generators in lreland

— Adbviser to Viterra on its $A1.6 billion acquisition
of ABB Grain and underwriter for its $A511 million
equity raising

— Adviser to Transpacific Industries Group on its
$A801 million recapitalisation and $A2.3 billion debt
refinancing

— Joint structuring adviser and joint lead manager for
the $A2 billion PERLS V hybrid issue by CBA

— Joint financial adviser, lead manager and
underwriter for the $A8.9 billion recapitalisation and
restructure of Prime Infrastructure
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— Adviser to Younghwa Engineering on the sale of
Younghwa Engineering to MBK Partners in Korea

— Joint lead manager for ANZ's $A2 billion CPS2
capital raising

— Adviser to Eldorado Gold Corporation on its
$C2.4 billion cross-border acquisition of Sino Gold
Mining Limited

— Joint global coordinator and lead arranger on the
$US1.86 billion takeover and IDX-listing of BUMA,
Indonesia’s second largest mining contractor

— Adbviser to TriStar Oil & Gas on its $C2.7 biflion
strategic combination with Petrobank Energy &
Resources

— Joint lead manager and underwriter to Mirvac Group
on its $A1.1 billion capital raising, and joint financial
adviser on its acquisition of the $A814 million Mirvac
REIT

— Adviser to Central Pattana Public Company,
a leading developer and manager of retail
and commercial properties in Thailand, on a
THBS.7 billion real estate investment

— Aduviser to Rio Tinto on the proposed Westem
Australian iron ore joint venture with BHP Billiton.

The acquisitions of specialist firms, Tristone and

FPK, have enabled Macquarie Capital to deepen its
expertise in resources and financial institutions advisory
respectively.

Macquarie Capital Funds

Macquarie Capital Funds has continued to grow its
unlisted funds management business, launching new
funds in Russia, Mexico and Africa. During the year,
Macquarie Capital Funds raised $A3 billion of fund
and consortia equity, bringing the equity available for
investment to $A7 billion.

Several ASX-listed fund initiatives aimed at closing

the gap between listed market prices and directors’
valuations were completed. These initiatives resulted
in the internalised management of Macquarie Airports,
Macquarie Leisure Trust Group and Macquarie Media
Group, the restructure of Macquarie Infrastructure
Group into two separate listed entities, the takeover of
Macquarie Communications Infrastructure Group by
the Canadian Pension Plan Investment Board and the
sale of the majority of our Australian core real estate
funds management platform to Charter Hall.

Outiook

Subject to market conditions, Macquarie Capital
expects its result for the year to 31 March 2011

to exceed the prior year, with reasonable activity
expected in the Asian, US, Canadian and Australian
markets, albeit a likely lower level of Australian ECM.
Growth prospects for our Europe, Middle East and
African businesses are promising as economic activity
in this region is expected to improve. Our alternative
asset funds strategy will be to focus on unlisted
fund raisings and continued expansion into new
geographies and sectors.

About Macquarie Capital

Macquarie Capital includes Macquarie’s corporate
advisory, equity underwriting and alternative asset
funds management businesses.

Macquarie Capital Advisers provides advisory and
capital raising services to corporate and government
clients involved in public mergers and acquisitions,
private treaty acquisitions and divestments, debt and
equity fund raising and cormporate restructuring.

Advisory activities are aligned into industry groups,
reflecting key areas of expertise in infrastructure
and utilities, resources, telecommunications, media,
entertainment and technology (TMET), real estate,
industrials and financial institutions.

Macquarie Capital Advisers also encompasses
Macquarie Capital Funds which manages a range of
alternative asset funds, including infrastructure and real
estate funds.
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Macquarie Funds Group (MFG) contributed

$A95 million to Macquarie's total profit from
operating groups for the full year to 31 March 2010.
This was an increase of 111 per cent on the prior
year. It generated operating income of $A427 million,
an increase of 27 per cent on the prior year. The
result was driven by ongoing base management

fee revenue, gains on seed capital positions due to
strong investment performance, a lower cost base,
and the three month contribution from Delaware
Investments (Delaware). The acquisition of Delaware,
a US-based diversified asset manager, was completed
in January 2010.

Total assets under management (AUM) increased from
$A49.7 billion at 31 March 2009 to $A209.9 billion

at 31 March 2010.The increase was largely a result

of the Delaware acquisition, which contributed
$A151.1 billion of AUM at 31 March 2010. The group
also experienced inflows into institutional cash, fixed
income and equities products combined with rising
asset values contributing $A9.1 billion to the increase
in AUM.

The strong performance of many of MFG’s managed
fund assset classes resulted in inflows from both
institutional and retalil investors. In particular, good
inflows were experienced into the Fixed Income,
Cumency and Commodities and Listed Equities funds.




The addition of Delaware enhances MFG's global
product development and distribution capabilities. In
the short period since acquisition, MFG has launched
the Delaware Macquarie Global Infrastructure Fund
which combines Delaware’s US distribution platform
with MFG’s infrastructure investment expertise.
Further, the US asset management distribution
teams of the two businesses have now been brought
together under the stewardship of Detaware’s Head
of Distribution. Delaware’s capabilities have also been
added to MFG's offering to investors in Australia, Asia
and Europe.

MFG's Investment Solutions and Sales Division (ISS)
continued to develop and offer fund-based structured
products for retail and institutional investors. The
Division capitalised on market conditions during the
year, augmenting its structured product offering and
enhanced its capabilities in the US market with the hire
of a number of experienced senior executives. During
the period, ISS successfully launched a new generation
of capital protected investment products, with capital
protection annually rather than only at maturity, and
launched the Macquarie Lifetime Income Guarantee
Policy, a longevity risk protection product.

Outlook

The recovery in investor sentiment has resulted in
increased fund flows from both retail and institutional
investors. We expect strong performance across
MFG’s various products to provide continued growth
in AUM. We aiso expect a substantially greater
contribution from Delaware in its first full year of
operation within MFG. Subject to market conditions,
the group expects the result for the year ending

31 March 2011 to be well up on the prior year.

The group will also continue to consider strategic
acquisition opportunities, particularly in the larger
capital markets.

About Macquarie Funds Group

The Equities Division operates in Australia, Asia and
the US and manages assets across the full spectrum
of domestic and international funds. its investment
process has evolved to become a fusion of quantitative
and fundamental strategies. The division offers a

range of products including High Conviction, Global
Thematic, Asian & Emerging Markets and a wide range
of hedge funds.

The Fixed Income, Currency and Commodities
Asset Management Division operates in Australia,
the US and the UK and is one of Australia’s largest
cash and fixed income managers. This division
manages a range of fixed income products, along with
cumrency products spanning from passive to dynamic,
commodities and an active hedge fund.

The Infrastructure Securities Division operates in
Sydney and New York and is a market leader in the
management of global and emerging market listed
infrastructure securities.

The Real Estate Securities Division offers investment
solutions managed by a dedicated and experienced
global real estate securities team with operations in the
US, Europe, Asia and Australia.

The Fund of Funds Division provides innovative
fund of private equity funds and fund of hedge funds
products using a disciplined and extensive investment
process designed to provide a risk-controlled,
professionally managed portfolio with diversified
exposure to high quality funds.

The Investment Solutions and Sales Division
specialises in providing a range of market-leading
investment solutions to clients. The division

structures and distributes Macquarie Funds products
independently and through joint ventures globally. The
division also provides leverage solutions to clients
across a range of underlying asset classes including
funds of hedge funds.

Macquarie Affiliated Managers specialises in growing
the asset management business through acquisitions
of, and partnerships with, external asset managers.

It pursues strategic acquisitions which can extend
the footprint of Macquarie's broader securities asset
management capabilities, as well as the purchase

of controlling stakes in specialist managers that it
believes can benefit from an affiliation with Macquarie.
Delaware, which was acquired in January, is part of
this business. Additionally, Affiliated Managers has an
interest in a specialist energy asset manager in Korea.
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Operating groups and divisions
Fixed Income, Currencies and Commodities Group

Fixed Income Currencies and Commodities Group
(FICC) contributed $A827 miilion to Macquarie’s total
profit from operating groups for the year to 31 March
2010. This was an increass of 62 per cent on the prior
year, with all operating divisions profitable. it generated
operating income of $A1,480 million, an increase of
43 per cent on the prior year.

Metals and Energy Capital was a strong contributor
for the year experiencing continued improvement

in trading conditions, successful asset realisations
and the benefits of a return to more normal market
conditions in the project finance sector.

Energy Market Division’s result was driven by strong
performance of the US and UK energy operations,
including the European utilities offering and growth of
the global coal business. During the year the business
experienced generally low volatility and mixed market
liquidity. However, more recently energy market
conditions have shown signs of improvement.

Debt Markets (which post balance date has merged
with the Foreign Exchange Division to become Fixed
Income and Currencies Division) made a strong
contribution. improving Australian debt market
conditions supported increased debt market activity.

The contribution from Foreign Exchange (FX) was
well down on the record result achieved in the prior
year. A significant reduction in both volatility and
turnover in global foreign exchange markets during the
year impacted all FX market participants. The strong
Australian dollar placed additional downward pressure
on the division's result.
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Operating groups and divisions
Banking and Financial Services Group

The Credit Trading Division achieved an outstanding
result in its first full year as an operating division within
FICC. This result was driven by selective product
expansion, the extension into client sales and trading,
and the rally in credit markets.

The Emerging Markets Division made a strong
contribution for the year, its first as a full operating
division. its performance was underpinned by
increased client activity, expansion of emerging market
products and services and its geographical expansion
into the US and Europe.

The result from Agricultural Commodities was up
on the prior year, reflecting a strong contribution from
agricultural over-the-counter products, particularty in
the Americas, and the freight business made a solid
contribution.

The contribution from Futures was broadly in line with
the prior year, with exchange volumes recovering,
abeit in an inconsistent manner.

Notable activity during the year included:

— extension of the US credit trading business to
include client sales and trading and expansion into
the UK

— the acquisition of substantially all of the wholesale
electric marketing and trading portfolio of Integrys
Energy Group

— selective expansion of energy markets and regions
traded including European and UK power markets

— broadening emerging markets services to European
market participants

— growth in physical shipping and freight capabilities

— expansion into Korea and earty stage build out of
FICC's strategy for Asia.

Outiook

FICC will continue to focus on growth across its key
markets in core geographic regions and protecting the

market share of its more mature, domestic businesses.

FICC expects continued improvement in market
conditions with a strong return of competitors across
many market segments accompanying the improved
confidence in markets generally.

The group expects its result for the year to 31 March
2011 to be moderatety up on the prior year as it
continues to invest in organic growth initiatives.

About Fixed Income, Currencies and Commodities
Group

The Energy Markets Division provides risk
management solutions to energy producers,
consumers and investors across a broad range of
products and acts as a trading intermediary in gas and
power in the US and Europe.

The Credit Trading Division facilitates client
transactions with institutional investors and makes
markets in secondary trading of and investing in
corporate debt securities, credit default swaps,
syndicated bank loans, collateralised debt obligations,
asset-backed/mortgage-based securities and
derivatives of these products.

The Foreign Exchange Division provides

24-hour interbank FX services in all currency pairs

to institutional clients in Australia and globally and
accesses retail FX volumes through service provision to
retail platforms.

The Metals and Energy Capital Division provides
equity and debt finance globally to the metals and
energy sector as well as providing trading and hedging
services to the base and precious metals sectors.

The Agricultural Commodities Division provides
risk management, structured financing and physical
commodity solutions across agricultural commodities
globally and selected dry and wet freight routes.

The Emerging Markets Division provides a full suite
of services to institutional and local market participants
in emerging markets globally.

The Futures Division provides a full range of broking
and clearing services on all major futures exchanges.
The division is a leading provider of these services in
the Australian market and is pursuing opportunities in
offshore markets.

The Debt Markets Division {to merge with Foreign
Exchange Division and be renamed Fixed Income and
Currencies Division) arranges and places primary debt
for clients and provides secondary market liquidity

in government, inflation linked, corporate, global,
mortgage and asset-backed securities and provides
interest rate derivative structuring and hedging
solutions for clients.

The Central Division is an incubator for various
non-division specific, earty-stage or cross-divisional
initiatives including Environmental Financial Products,
Structured Commodity Finance, new jurisdiction and
branch initiatives and joint ventures and alliances.
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Banking and Financial Services Group (BFS)
contributed $A261 million to Macquarie's total profit
from operating groups for the year to 31 March 2010.
It generated operating income of $A1,251 million, an
increase of 55 per cent on the prior year, as a result of
improving market conditions, growth in client numbers
and increased inflows into core products such as cash
and wrap.

BFS continued its international expansion with the
acquisition of Canadian financial services company,
Blackmont Capital Inc (Blackmont). Blackmont is

a Canadian full service wealth management and
investment dealer with 410 full-time staff members

in 12 offices in five provinces across Canada. This
acquisition increased BFS’ staff numbers in North
America, making it the second largest BFS operation
globally with almost 20 per cent of the group's staff
now working there. Integration of the business into
Macquarie is well advanced and we are ahead of
schedule in terms of recruitment of advisers, increase
in client assets under management and growth in
revenus.

The Business Banking Division launched a Premium
Funding venture with the AON Group of Companies in
Canada, UK and Irsland in September. This agreement
has significantly extended Business Banking's Premium
Funding footprint in these markets and reinforced
Macquarie’s commitment to the Canadian premium
finance market.

The group also launched a premium platform service
in the UK to support professional financial planners in
providing services to their clients.

The cash businesses continued to perform strongly
with retail cash deposits increasing from $A13.4 billion
at 31 March 2009 to $A15.5 billion at 31 March 2010.
Over the same period, the Cash Management Account
(CMA) increased from $A170 million to $A3.6 billion,
driven by tailored offerings with competitive interest
rates.



~

Funds under administration in Macquarie Wrap
reached $22.5 billion at 31 March 2010, up from
$17.5 billion at 31 March 2009.

Macquarie Life Inforce risk insurance premiums
increased 103 per cent on the prior year and, for the
second consecutive year, Macquarie Life was awarded
Five Star status in the 2008 WA Taylor Intermediary
Study which surveys 1,000 advisers' satisfaction levels
in the life insurance market.

Overall, BFS client numbers increased nine per cent to
863,000 with good growth in Macquarie Cards client
numbers. International client numbers reached 70,000
post the acquisition of Blackmont.

Based on market share and trading volumes,
Macquarie Private Wealth again held the number one
position for full-service retail stockbroking'.

In August, BFS launched its new oniine trading
platform, Macquarie Edge, a web-based service
tailored for the increasing number of Australians
who self-manage their share market trading activity.
The site inciudes a wide range of news and analyst
commentary, company profiles and access to
Macquarie research.

Macguarie Professional Series was named Product
Distributor of the Year in the 2009 Standard & Poor’s
(S&P) Fund Awards. S&P also named Macquarie
Professional Series manager, Walter Scott & Partners
Limited, as the top International Equities — Developed
Markets fund for the third consecutive year.

Post balance date, unit holders in the Cash
Management Trust (CMT) approved the transfer of
funds to the CMA effective 31 July 2010. The balance
in the CMT at 31 March 2010 was $A9.5 billion?,

Outlook

Subject to market conditions, BFS expects its result for
the year ending 31 March 2011 to be up on the prior
year.

The group will continue to consolidate its businesses to
help maintain its leading market position in the advice
and intermediary markets. BFS will continue to look for
appropriate acquisition and partnership opportunities
which offer differentiated wealth management
solutions.

IRESS, consideration traded.

Excluding existing amounts held on deposit with MBL
at 31 March 2010 of $A0.5 billion.

Continued international expansion will be a priority for
the group with efforts concentrated in North America,
Asia and Europe.

BFS will continue to use its acknowledged risk
management strengths to respond to impending
regulatory changes.

About Banking and Financial Services Group

BFS is the primary relationship manager for
Macquarie's retail client base. The group brings
together Macquarie's retail banking and financial
services businesses, providing a diverse range of
waealth management products and services to financial
advisers, stockbrokers, mortgage brokers, professional
service industries and the end client.

Macquarie Adviser Services manages relationships
with external financial intermediaries and provides sales
services and product management of in-house and
external products.

Macquarie Direct provides a range of consumer and
financial products for 154,000 non-advised clients in
Australia. This includes self-directed stock broking
through the Edge online trading platform, Macquarie
credit cards and cash products.

Macquarie Global investments provides investment
products for retail and wholesale investors globally. The
division includes the Macquarie Professional Series,
Macquarie Private Portfolio Management and the
Macquarie Pastoral Fund.

Macquarie Private Wealth maintains direct
relationships with more than 197,000 clients offering
a diverse range of services including full-service
broking, strategic financial planning, executive wealth
management and private banking.

Macquarie Relationship Banking provides innovative
banking services to successful small to medium

sized businesses, professionals and high net-worth
individuals.

BFS North America is responsible for expanding the
group's mortgages, banking and premium funding
businesses along with the new Macquarie Private
Wealth Canada into the North American market.

BFS Europe and Asia is responsible for expanding
the group’s wealth management business into the
Asian, UK and European markets. It has a joint venture
agreement with the Indian company, Religare.
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Operating groups and divisions
Corporate and Asset Finance Division

Corporate and Asset Finance Division (CAF)
contributed $A264 million to Macquarie's totat profit
from operating groups for the year to 31 March
2010, an increase of 300 per cent on the prior year.
It generated operating income of $A456 million, an
increase of 116 per cent on the prior year.

At 31 March 2010, CAF managed a lease and loan
portfolio of $A13.6 billion, an increase of 61 per cent
from 31 March 2009. The growth in the portfolio was
mainly due to the expansion of corporate lending
activities and the acquisition of a $A1.0 billion portfolio
of Australian auto loans and leases from Ford Credit
Australia in October 2009.

The expansion of CAF’s corporate lending activities
during the year was a response to the dislocation

of global credit markets. The scale back of lending
activities by other domestic and international financiat
institutions provided Macquarie with the opportunity to
acquire or originate quality corporate loans at attractive
net interest margins.

During the year, CAF acquired the Technology
Services Division of Relational Technology Solutions
(Relational). This business provides IT related services
that are complementary to CAF’s existing US IT
leasing business and expands and further strengthens
Macquarie's US [T leasing platform. As part of the
agreement, CAF will also manage Relational’s existing
$USS500 million IT lease portfolio.

Post balance date, CAF agreed to acquire an aircraft
operating lease portfolio from Intemational Lease
Finance Corporation for $US1.7 billion (net of current
cash reserves and subject to adjustments). The
portfolio consists of 47 modern aircraft on lease

to 35 airlines in 27 countries. Completion of the
transaction is expected to occur over the remainder of
calendar 2010.

Outlook

The CAF Division expects its resutt for the year ending
31 March 2011 to be significantly up on the prior
year. The division will continue to actively seek further
acquisition opportunities. it expects continued growth
in its existing businesses and further expansion into
new geographies and asset classes.

About Corporate and Asset Finance Division

CAF provides innovative and traditional capital, finance
and related services to clients operating in selected
international markets specialising in leasing and asset
finance, offering tailored debt and finance solutions and
asset remarketing, sourcing and trading.



Operating groups and divisions
Real Estate Banking Division

Real Estate Banking Division's (REB) resuit for the
year to 31 March 2010 was a net loss of $A152 million
which was 58 per cent below the loss reported

in the prior year. It generated an operating loss of
$A100 million, 63 per cent below the operating loss in
the prior year. The negative result was largely driven by
the recognition of asset impairment losses.

Assets under management decreased by 66 per
cent during the year from $A14.8 billion at 31 March
2009 to $A5.0 billion. This was largely due to the
strengthening Australian dollar, resulting in lower
offshore asset values, as well as write-downs and
disposals by some funds.

Outlook

The division will maintain its focus on increasing asset
realisations through sales of development projects,
and the refinancing of near-term debt maturities. REB
expects its result for the year to 31 March 2011 to be
improved on the prior year.

About Real Estate Banking Division

REB manages real estate balance sheet positions
across a number of locations and products.

Its operations include real estate development
management and funds management, deal sourcing,
advisory, structuring and financing, with activities in
Australia, Asia, North America, the UK and Africa.
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The Corporate Affairs Group (CAG) provides
essential and professional services across all areas of
Macguarie. There are ten divisions in CAG which work
together to provide seamless mutti-disciplinary support
infrastructure taitored to business requirements. while
maintaining appropriate levels of risk management,
compliance and corporale governance.

The Finance Division supports Macquarie’s operating
groups by providing financial control, financial and
capital management, management reporting and
budgeting and divisional accounting services. The
Division is structured along business lines with a
dedicated team co-located with, and providing support
to, each operating area. In addition, there are central
functions such as Group Finance and Global Financial
Services that provide services across the whole

of Macquarie. Global Financial Services (GFS) has
been formed to create a more efficient and scaleable
operating model for the service delivery of the division.
GFS currently provides a range of services from
Sydney and New Delhi.

The Group Financial Management Division is
responsible for the management of Macquarie's capital
position and more generally providing strategic advice
and expertise to management in relation to the balance
sheet.

The Settlements Division is structured to provide
independent specialist verification, confirmation

and settlement facilities for a varisty of products

and cumencies for many of Macquarie's businesses
globally. The Division provides a key segregated control
function built on strong operational risk management
and a control culture that is consistent and resilient.

The Business Improvement and Strategy Division
offers strategic advice and expertise to all Macquarie
and related entities. The Division helps businesses
to deliver programs for business unit growth and
operational effectiveness. It is also responsible for
facilitating Macquarie's annual corporate strategy
process.

The Taxation Division provides taxation support to
all areas of Macquarie, managing relationships with
revenue authorities worldwide and compliance with
taxation legislation.

Group Treasury is responsible for the funding, liquidity
and interest rate risk management of Macquarie’s
balance sheet. In addition, Group Treasury manages
Macquarie’s liquid asset portfolio and is responsible for
managing banking and rating agency relationships.

The Corporate Communications and Investor
Relations Division (CCIR) actively engages with
shareholders, debt investors, investment analysts,
governments, media, staff and the wider community
to maximise their understanding of Macquarie and to
enable Macquarie to understand the expectations of
our key stakeholders.

CCIR is responsible for overseeing management of
Macquarie’s brand and reputation. it also includes
the activities of the Macquarie Group Foundation.
Macquarie Sports and the Sustainability and
Environment Office.

Macquarie aspires to be recognised as the leading
employer of the best people in the market. The Human
Resources Division supports business strategy by
seeking to attract, recruit, reward and retain the best
employees. To achieve this the Division works closely
with business groups providing operational and
consulting services globally.

The Business Services Division comprises Corporate
Real Estate, Corporate Risk, Corporate Services, Event
Marketing and Strategic Sourcing. The teams have the
responsibility for the strategic direction, implementation
and ongoing management of Macquarie's workplaces,
physical risks and corporate services whilst the
strategic sourcing team leverages the Macquarie
brand, global presence and spend on goods and
services to unlock value from its suppliers and vendors.

The Company Secretarial Division provides
govermance and company secretarial services to
Macquarie, including the main Boards of Macquarie,
the Board Committees, Macquarie's subsidiary
companies and Macquarie’s Executive Committee.
The Division is also responsible for the coordination
and administration of Macquarie's share registry
arrangements, employee equity plans and Macquarie's
global professional risk and general liability insurances.



Information Technology Group (ITG) is responsible
for the management of Macquarie's technology
infrastructure, the support and development of existing
business systems and the delivery and deployment

of new systerns, technologies and services. It
incorporales business-aligned teams which provide
dedicated and specialist services 1o businesses as well
as central teams which provide shared services, such
as infrastructure, to multiple businesses. The business-
aligned teams are often co-located with the business.

ITG supported the integration of businesses including
Sal. Oppenheim, FPK and Tristone Capital as well as
the merger of Macquarie Cook Energy in Los Angeles
with Macquarie Power to form Macquarie Energy
based in Houston.

Other integration programs are part-way through
including those for Delaware Investments and
Blackmont Capital. ITG also supported five transitions
with respect to listed infrastructure funds in Australia.
The transitions involved restructure, internalisation

or management transfer, with ITG working to ensure
transition was smooth and timely for the customers,
new management, staff and third parties.

The business-aligned teams implemented a number

of significant applications including:

— Calypso: the second phase of the global cash
management system implementation delivered
major enhancements to support Treasury foreign
currency loans and deposits

— Anti-Money Laundering: transaction monitoring and
case management capabilities were implemented
as part of Macquarie’s compliance program.

During the year, ITG was involved in a number of

relocations to support the continuing growth of

Macquarie:

— a second purpose-built, state of the art, data centre
was opened in Sydney. This also enabled the
decommissioning of a legacy data centre

— many new technologies, particularly those relating
to mobility, were introduced to support Activity-
Based Working in Shelley Street and have since
been implemented in other global locations

— ITG's offshore centre in the Philippines was
relocated to a larger building to accommodate for
the growth in staff that provide additional around-
the-clock support for Macquarie’s information
technology systems.
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Other groups and divisions
continued

Risk Management Group (RMG) is an independent
central unit responsible for ensuring all risks are
appropriately assessed and managed across
Macquare. Its functions include Credit, Prudential,
Capital and Markets, Market Risk, Operational Risk.
Compliance and Data Policy. The Head of RMG

has oversight of Internal Audit joinlly with the Board
Audil and Compliance Committee (BACC). A full risk
management reporl 1S contained in the Macquarie
Group 2010 Annual Report.

Credit minimises the risk of loss arising from failure
by counterparties to repay loans or honour contracts.
It ensures that the identification and assessment of
equity exposure risks is complete.

Prudential, Capital and Markets (PCM) is responsible
for ensuring that Macquarie discharges its obligations
to the Australian Prudential Regulation Authority
(APRA), including compliance with prudential
standards and maintaining a constructive relationship
with the regulator. PCM also ensures that aggregate
risks across all risk types do not exceed Macquarie’s
econormic capability to bear risk and provides
prudential oversight over liquidity risk management.

Market Risk constrains the risk of losses on

the trading portfolio that may arise from adverse
movements in market prices and volatility. It both
develops and monitors the framework that constrains
these risks.

Operational Risk assesses operational risk from a
Macquarie-wide perspective and ensures that an
appropriate framework exists to identify, assess and
manage operational risk. kt is also responsible for
Macquarie's operational risk capital measurement
methodology.

Compliance assesses regulatory, legal and
reputation risks from a Macquarie-wide perspective.
It creates Macquarie-wide policies and procedures
to manage these risks and monitors and oversees
the management of compliance risks by each of
Macquarie's businesses.

The Quantitative Applications Division (QAD) is
responsible for reviewing and approving all derivatives
pricing models used within Macquarie’s trading
systems. In addition, QAD works with businesses to
provide solutions to complex financial problems and
presents courses internally on quantitative approaches
in finance.

Internal Audit provides independent assurance to
senior management and the BACC on the adequacy
of design and effectiveness of Macquarie’s financial
and risk management framework.

Data Policy ensures that uniform data standards
are adopted across Macquarie so that accurate and
reliable information is used for credit monitoring and
for regulatory and statistical reporting processes.

RMG'’s oversight of risk is based on the following five
principles:

1 Independence - RMG, which is responsible for
assessing and monitoring risks across Macquarie,
is independent of the operating areas of Macquarie.
The Head of RMG, as Macquarie's Chief Risk
Officer, reports directly to the Managing Director and
Chief Executive Officer with a secondary reporting
line to the Board Risk Committee. RMG approval is
required for all material risk acceptance decisions

2 Centralised prudential management — RMG's
responsibility covers the whole of Macguarie.
Therefore, it can assess risks from a Macquarie-
wide perspective and provide a consistent approach
across all operating areas

3 Approval of all new business activities ~ Operating
areas cannot undertake new businesses or
activities, offer new products, or enter new markets
without first consulting RMG. RMG reviews and
assesses risk and sets prudential limits. Where
appropriate thess limits are approved by the
Executive Committee and the Board

Continuous assessment — RMG continually
reviews risks to account for changes in market
circumstances and developments within
Macquarie’s operating areas

Freguent monitoring — Centralised systems exist to
allow RMG to monitor credit and market risks daily.
RMG staff liaise closely with operating and support
divisions.

RMG provides specific guidance to the Board
Remuneration Committee in relation to the risk-
adjustment of remuneration.

H
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During the past year, Macquarie’s Operating Groups
and Divisions took advantage of global growth and
transaction opportunities arising from generally
improved market conditions. In response to the
expansion, RMG increased its staff numbers in relevant
offices globally to ensure appropriate resourcing

and effective risk oversight. RMG adapted its risk
limits structure to effectively support the evolving
business activities. In a year where there has been
widespread discussion on regulatory frameworks for
financial institutions, RMG has also been responsible
for coordinating Macquarie's evaluation of these
developments and its response.



Macquarie Group Foundation

i ihe year to 31 March 2010, the Macsquarie Group
Foundation fihe rouﬁda{mm maintained its strong
fevelof giving and stipport of staff activity in‘the
cammunities in which Macguare operates. In a period
in‘which not-for-profit organisations around the world
faced increasing pressures in attracting funding due
{6 the global economic downturn, the Foundation
continued its support of the sector.

Intotal the Foundation and Macquerie staff
contibuted $A22.6 million to more than

900 community organisations globally: This
comprised $A15:8 milfion of Foundation donations
and $AB.8 million of Macquarie staff fundraising.

The Foundation'continued o support and encowage
staff who'acted as volunteers, fundraissrs and pro
bono semice providers 1o many different community
organisations around the world.

The Foundation has supported many staff initiatives

ncluding:

= Macguarie LEADS {Learning, Education,
Advanceament, Development Support), a giobal
program spearheaded by more than 500 Macquarie
staff which helps young people learn and recognise
the value of education. Some LEADS programs are
rioted below

- Big Buddy Reading involving steff in Sydney,

S Melbourme; Hong Kong and London INew York
commenced April-2010; providing mentoring and
onhe-on-one reading 1o primary-aged children with
reading difficulties

— The Hackney School's Mentoring Programme with
London staff mentoring young people onwork-
related activities and caresr counseling

= Macquarie New York student mentoring program
i association with Columbia University’s Double
Discovery Center where senjor staff participate
in & range of activities incorporating @ month's
work sxperience for first generation college-bound
studenis

— The Graduate Volurtesr Network (GYN); anumbrslia

collective through which groups of Macauarie
grecduates undertake Tundralsing or velu fing
for not=for-profits. in 2008, thiough a range of
innovative activities, the Sydney GVN supported
fastering organisation Siretch-A-Farily and the
Leukaemia Foundation of Australia, and the London
SN stipporied vy Strest Children’s Ceéntre

-~ Amumber of particutary cutstanding staff sfforts,
which the Foundation has recognised throughihe
Macguarie Staff in the Community awards. The
Foundation provides thess stafl with $A10.000 to
be donated tothe commiunity oiganisation of their
choice; In2009; eignt individuals and two igams
raceived awards for their work, with community
organisations as diverse as Minds Matier a New
York-based charity that helps aceomplished high
sohool students from: lowsincorme families prepare
for.coliege; viBe Theater Experence,; & creative
space for teenage girls in New York City: and
Youngcare, & residential dtsabi ity charity based in
Australia:

\Macquane staft have also joined togsther in

several targeted campaigns to taise money across
Macquarie’s different offices. THIS global fundraising
nag resulted in significant financial stipport of
organisations such as Juvehiie Disbetes Research
Foundation, UNICEF and men s heaﬂh awareness
group Movermber,

Maeauarie Group Foundation's staff donaiwn matching
scheme enables staff to effectively double their own
contributions: i addition, the Foundation’s investment
in‘commuunity. Organisetions ofien ehables these
organisations 10 leverage: furthar support froim othier
funding bodies.

The Foundation's position ds a Jeading oczrporats
benefactoris cemanted through its establishiment
and/or funding of & number of sodial policy inftiatives.
These includs, for example; its comerstone funding of
Mission Australia’s Research and Sodial Policy Unit, the

= Machuarie Toronto mentoring progiam through

the youth agenoy Youth in Motion which ne%ps

yOuUNG women with employment baniers develop

workpiace skills

Macguarie Houston mentoring program as part of

the non-denominational Cristo Rey Jesuit corporate

work stlidy program where Students spend onie or

two days each week at Macquarie in‘an éritry-level

position

~— ‘Maoguarie Hong Kong mentoring program for eight
fermales pupis through Maryeove Schoolinvolving 2
rarige ‘of workshops and social activities

i

Macouane Grous Foundation Chal for the Cenlre for
Social Impact at the University of New South Walss,
and the funding of the Young Fdundation, a'Lonhdon-
based social innovation centre which 1ooks at improved
ways of meeting soclety’s needs.

Ezch year, more than 20,000 children participate in
Macqguarie Sport-run clinics: across the tountry in
netball, crickst, basketball, rughy league, rugby urich
and Australian Rulss. Supported by the Foundation
and Macguatie businesses, Macduards Sports

works closely with Australian sports rg ta
to'bring these dlinics to fife through coaching and
presentations.
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Corporate Governance

Macquarie’s approach to Corporate Governance

Macquarie's approach fo eorporate.governance
aims o achieve superior ahd susiainable financial
periormance and long-teryi prosperity while fiesting
stakeholders” expectations of sound corporate
govermance;

Macquarie’s corporale govermance framework has
been devsiopsd o support Macouane's client fosused
business operations while orcwcfm'; clear gul anf“e of
Fow authorityis.e
Boazrd oversight of key conin he F}oamf withiihe
assistance of the Board Corporate Governgnce, Audit
and Compliance: Remuneration and

determines.the most appropr

governance pragtices.

Macaiiaris Groy listed on the Australian
Securities Exchangs (ASX) and is regiilated by the
Australian prudential regulator, APRA, B8 non
operating holdinig company ¢f a ficensed Australian
Bank; Maoquarie Bank Limited. Macouarie is 8lso

supervised by the Australian corporate regulator, ASIC.

Acnumber of Macguarie's key operating subsidiaries
are supenvised by regulators in the overseas
jurisdictionsin which they operate;

Membersaf the Board and staff are responsible for
uphalding the goals and valuss 1o which Macouarie
aspires: Infegrity, Client commitment. Strive for
proftability, Fulliment for our people;, Teamwork and
Highest standards. Adnersnos to Macquarie's Goals
and Valuss is 4 relevant faewr i asqassmg induaduel
performance,

While Madquarie’s Board and Bogrg Com
stcture has remiained largely unchanged §
mumberof years. Board delegations and
Commiltee charters are regularly Teviewsd.
Masquarie's-approach forisk managerment and
rermuneration has dse been consistent over time.

Macguarie monitors regulatory and corporaie
govemance developmernis that impact on Macfxuane s
businesses; adopting corporate governancs pra
tconsiders ars in the best i &;df"suane
and its shareholders; consisient
responsibilities foother stakeholders
investors and st f'.‘. Maoquarie ConSick
Governance & i

thig ASK G

Govemance Pﬂ%»p&es arcs Reoam
%et ot bekm .,snds £

??eoommendatxma and
Macquarne governanice practice is avaiiabie on
Mecguarie's website at macquarie comay

Key developmerts during the year inchided changes
fo the delivery mechanism and retention and releass
conditions of Macauarie’s deferred remuneration
grrangéements: inpariicular; the Macquarie Group
Employse Retained Equity Plan was approved by
shareholders at a General Meeting in December. 2009,

The following s & description of the corporate
govermnanoe framework and associated practices
in place during the year to'31 March 2010,

Corporate Governance framework




Board ight and manag it

The current composition of the Macquarie Board, as
at the date of this report, is set out in the table below.
Details of each Director’s experience is summarised
in Schedule 1 of the Directors’ Report. Macquarie's
Constitution includes requirements concerning board
size, meetings, election of directors and powers and
duties of directors. As at 31 March 2010, the Board
had nine Directors. A copy of the Constitution is
available on Macquarie’'s website.

The Board has reserved certain matters for its
approval and has delegated specific authorities to its
various Board Committees. The Managing Director
has been granted general authority for those matters
not reserved for the Board or Board Committees.
Macquarie’s Executive and Operations Review
Committees operate as management committees
pursuant to the Managing Director’s delegated
authority. Details of the Board’s relationship with
management and its role and responsibilities are
contained within the Board's Charter which is available
on Macquarie's website.

Macquarie has adopted a number of practices to
regulate the division of responsibilities between the
Board and management, including:

— having a majority of independent directors on the
Board

— the separation of the roles of chairman and chief
executive officer

— having, at least annually, the Non-Executive
Directors meet in the absence of management

— that the number of Non-Executive Directors present
at a meeting must be greater than the number of

— that the Board Risk, Remuneration, Audit
and Compliance, and Corporate Governance
Committees be chaired by Independent Directors
— providing Directors with the ability to seek
independent professional advice for company
related matters.

Chairman

David Clarke is the Non-Executive Chairman of
Macquarie Group. He sought and was granted leave
from 27 November 2008 to 30 August 2009 due to
illness. Kevin McCann, the Board's Lead Independent
Director, served as Acting Chairman during this time.

Given Mr Clarke's role as Executive Chairman of
Macquarie Bank from its formation until 31 March
2007, he is not considered to be an Independent
Director.

APRA's Governance Standard, APS 510 Corporate
Governance, requires that regulated entities have

an independent chairman. Notwithstanding this
requirement, APRA has confirmed that it wil aflow

Mr Clarke to continue as Chairman. The ASX
Recommendations also include a recommendation
that the Chairman be independent. The Board believes
that Mr Clarke is the most appropriate Director to

be Macquarie’s Chairman becauss of his relevant
financial and industry experience, record of leadership
and deep understanding of Macquarie’s operations
which are diverse and highly specialised. The Board
has appointed a Lead Independent Director to act

as a conduit to the Chairman for issues that the
Independent Directors have as a group.

Executive Voting Directors
Director Board Membership Date of Appointment
David Clarke AO Non-Executive Chairman August 2007
Nicholas Moore Executive February 2008
Michael Hawker Independent March 2010
Peter Kirby Independent August 2007
Catherine Livingstone AO Independent August 2007
Kevin McCann AM Independent August 2007
John Niland AC Independent August 2007
Helen Nugent AO Independent August 2007
Peter Warne Independent August 2007
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Lead Independent Director

Kevin McCann, as the Lead Independent Director,
chairs meetings of the Independent Directors as a
group and provides feedback to the Chairman on any
issues raised by them.

Independent Directors

Macquarie recognises that independent directors are
important in assuring shareholders that the Board

is properly fulfilling its role including monitoring the
performance of senior management. Seven of the
Macquarie Board’s nine members are independent
directors.

The independence of directors is determined annually
by the Board Corporate Governance Committee
(BCGC). Based on Macquarie's criteria for assessing
director independence, sach independent Director is
asked to confirm whether they have any interests or
relationships that may impact either on their ability to
act in the best interests of Macquarie or independently
of management. In March 2010, each Independent
Director confirmed their independence and agreed to
inform the Board should they believe that their status
may have changed.

Mr Wame noted that he is Chairman of ALE Property
Group (ALE) and a Non-Executive Director of ASX
Limited. During the year ALE paid Macquarie fees

that exceeded five per cent of ALE's total operating
costs which is not a material amount of Macquarie’s
operating revenue. Mr Warne did not take part in any
decisions to appoint Macquarie in relation to banking
services and corporate advice provided by Macquarie
to ALE. Macquarie also undertakes significant trading
activity through the ASX on behalf of its clients resulting
in amounts paid by Macquarie to the ASX that vary
from month to month. The BCGC has determined that
fees paid by ALE to Macquarie during the year and by
Macquarie to the ASX as a consequence of its trading
activity do not materially interfere with the exercise of
Mr Warne's independent judgement.

At its meeting in March 2010, the BCGC determined
that Helen Nugent, Catherine Livingstone, Kevin
McCann, Peter Kirby, Peter Warne and John

Niland continued to be Independent Directors. On
appointment, Michael Hawker confirmed that he was
independent in accordance with Macquarie's director
independence criteria.

Directors are able to consult independent experts at
Macquarie’s expense, subject to the estimated costs
being approved by the Chairman in advance as being
reasonabie, and have unlimited access to senior
management of Macquarie.

The criteria used 10 assess independence. including
malteriality thresholds. are reviewed annually and are
available on Macauarie's websile.

Board performance

The Board reviews its performance and the
performance of each director on an annual basis.
The process for conducting the review is agreed by
the Board and typically includes individual interviews
by the Chairman with each director and the use of a
questionnaire to cover matters such as:

— the Board’s contribution to developing strategy and
policy

— the Board's performance relative to its objectives

— interaction between the Board and management
and between Board members

— the Board’s oversight of business performance and
compliance, control risks and management

— Board composition, including consideration of
relevant skills, and structure

~ the operation of the Board, including the conduct of
Board mestings and group behaviours.

The Lead Independent Director provides feedback
to the Chairman on matters listed above based on a
meeting with other Independent Directors.

A written report summarising the results, issues for
discussion and recommendations is presented to the
Board and discussed at a Board meeting. Regular
Board education sessions are held during the year in
response to business awareness needs, as identified
by the Non-Executive Directors.

The Board appointed an external consultant to
conduct its review in 2009. A written report, including
outcomes of the review, issues for discussion and
recommendations, was presented to the Board and
considered at a Board meeting in May 2009. In 2010,
the Board's review is being undertaken internally
following the process described above.

Each Board Committee aiso undertakes a periodic
review of its performance at least biennially. The
process for the review also includes use of a
questionnaire and discussion of the outcomes,
including recommendations, led by the Chainman of
the Board Committee.

During the year four Board Committees undertook an
evaluation of their performance, with the Board Risk
Committee’s review being part of the annual Board
review process.

A summary of the processes adopted by Macquarie
for Board and Key Executive Performance Review is
available on Macqguarie's website.



Performance of key executives

Formal processes, summarised below, have been
adopted by Macquarie to review the performance of
Macquarie’s most senior executives. As part of the
review, the Non-Executive Directors meet as a group
to approve the remuneration of the Managing Director
and Executive Committee members.

Every year the Managing Director presents to the
Non-Executive Directors as part of the formal review
of the Managing Director. The Non-Executive Directors
review performance by considering a range of
indicators including financial performance measures,
strategic initiatives, risk management, governance and
compliance, staff and human resources indicators,
reputation management and monitoring, and
community and social responsibility matters. A similar
process is also followed to review the performance of
the Managing Director of Macquarie Bank.

The Managing Director evaluates, at least annually,

the performance of the Deputy Managing Director

and the Operating Group Heads, including the Head
of Risk Management and the Chief Financial Officer.
Performance criteria vary according to the individual's
role. Factors relevant to assessing performance
include (as appropriate) relative contributions to profits,
capital usage, how business is done, including risk
management, governance and compliance, people
leadership and upholding Macquarie’s Goals and
Values. The Managing Director reports to the Board
Remuneration Committee on the performance of these
key executives.

The Board and Management seek to ensure that
remuneration for the Head of the Risk Management
Group is determined in a way that preserves

the independence of the function and maintains
Macquarie's robust risk management framework.

A performance evaluation for senior executives has
taken place during the year in accordance with

the process described above. Further detail on the
remuneration policy for Key Executives is found in the
Remuneration Report in the Macquarie Group 2010
Annual Report.

Board Committees

The Board has delegated specific authorities to its
five standing Board Committees to assist it with the
execution of its responsibilities. All Board members
are sent Board Committee mesting agendas and
may attend Board Committee meetings. Subsequent
to each Board Committee meeting, the minutes

are included in the Board papers and the Board
Committee Chairman reports to the Board.

Board Committee Charters set out the duties.
responsibilities and membership requirements of each
Committee and are available on Macqguarie's website.

The current membership of each Board Committes is
set out below. Details of each Director's experience is
summarised in Schedule 1 of the Directors’ Report in
the Macquarie Group 2010 Annual Report.

Standing Board Committee  Audit and Corporate

Membership Compliance _Governance _Nominating Remuneration Risk
Non-Executive (non Independent)

Director

David Clarke AO Chairman Member Member
Executive Voting Director

Nicholas Moore Member
Independent Directors

Michael Hawker Member
Peter Kirby Member Member Member
Catherine Livingstone AO Chairman Member Member
Kevin McCann AM Member Chairman Member
John Niland AC Member Member Member
Helen Nugent AC Member Chairman Member
Peter Warne Member Member Chairman
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For the duration of Mr Clarke’s leave of absence, which
ended on 30 August 2009, Mr McCann was a member
and Acting Chairman of the Board Nominating
Committee and a member of the Board Remuneration
Committee. Members' attendance at Board and Board
Committee meetings is set out at the beginning of the
Directors’ Report.

Board Nominating Committee and board renewal

The Board Nominating Committee assists the Board

in maintaining a board that has an appropriate mix

of skills and experience to be an effective decision-
making body, contributing to the successful oversight
and stewardship of Macquarie. lts members are Non-
Executive Directors and the majority are independent.
The Board Nominaug Connilles CSharel, which sels
out its responsibilities and how it exercises its authority.
1s available on Macquarie’s website.

The Board recognises the importance of undergoing a
regular process of renewal via changes in membership.
Macquarie's Policy on Board Renewal and
Appointment of Directors is available on Macquarie's
website. The Board has delegated responsibility for
identifying candidates for the Board to the Board
Nominating Committee which considers succession
planning for the Board and the necessary and
desirable competencies for a new Board member.
The Board Nominating Committee is able to engage
external consultants to assist with the selection of
new candidates or other independent experts to the
extent it considers it necessary to carry out its duties.
The Board Nominating Committes is chaired by David
Clarke.

New Independent Directors are appointed for terms
that will not exceed a maximum of 12 years." In
addition to providing an induction program for new
Directors, regular Board education sessions are held
during the year in response to business awareness
needs, as identified by the Non-Executive Directors.

Time served by independent Directors on the Board of
Macquarie Bank prior to the restructure of Macquarie
in November 2007, calculated in accordance with
transitional provisions that broadly weight past time on
the Board prior to August 2002 at 50 percent, will be
regarded as time served on the Macquarie Board.

Board Corporate Governance Committee

The Board Corporate Governance Committes
(BCGC) assists the Board in adopting the most
appropriate corporate governance policies for
Macquarie and meeting Macquarie’s corporate
governance requirements. The Committee is chaired
by Lead independent Director, Kevin McCann, and all
Committee members are Independent Directors.

Board Risk Committee

Primary responsibility for ensuring an appropriate risk
management framework including the establishment
of policies for the control of risk lies with the Board
Risk Committee. The Board Risk Committee receives
information on the risk profile of Macquarie, any
breaches of the policy framework and external
developments which may have some impact on the
effectiveness of the risk management framework.

It also approves significant changes to the risk
management policies and framewaork.

All members of the Board are also members of the
Board Risk Committee to focus appropriate attention
on the oversight of risk. The Committee is chaired by
Independent Director, Peter Warne.

Further information on the operation of the Board Risk
Committee is provided below under Oversight of risk
management.

Board Audit and Compliance Committee

The Board Audit and Compliance Committee

(BACC) has responsibility for exercising oversight

over compliance of the financial statements with

legal requirements and other mandatory professional
reporting requirements and advising the Board

on these matters. In addition, it is responsible for
monitoring compliance with the risk management
framework approved by the Board Risk Committee for
internal control and compliance matters. In this role,
the BACC oversees plans for the activity of the Internal
Audit, Compliance, and Credit Assurance functions.

All four members of the BACC are Independent
Directors. The Committee is chaired by Catherine
Livingstone, a Chartered Accountant with significant
and relevant finance and accounting experience.
The Chairman of the Board Risk Commiittee is also
a member of the BACC and one member of the
Committee, Kevin McCann, has a legal background.

Further information on the role of the BACC is provided
below under Financial reporting.



Board Remuneration Committee

The Board Remuneration Commiittee (BRC) makes
recommendations to the Board that promote
appropriate remuneration policies and practices for
Macquarie. It also has responsibility to liaise with the
Board Risk Committee, the BCGC and the BACC

in relation to remuneration related disclosures in the
financial statements and remuneration report.

The Chairman of the BRC, Helen Nugent, is

an Independent Director and a majority of the
Committee’s members are Independent Directors.
The Chairman of the Board Risk Committee is also a
member of the BRC.

Further information on the role of the BRC is provided
in the Remuneration Report.

Ethical and responsible decision making
Code of Conduct

Macquarie has adopted a Code of Conduct, which
incorporates Macquarie’s Code of Ethics (What We
Stand For). The Code of Conduct is also reflected
in, and supported by, a broad range of Macquarie’s
intemal policies and practices.

The Code of Conduct, which is endorsed by the
Board, is intended to help staff to understand their
responsibilities to uphold the following goals and
values to which Macquarie aspires: integrity, Client
commitment, Strive for profitability, Fulfilment for our
people, Teamwork and Highest standards. It also
details standards and expectations around conflicts
of interest, disclosure and corruption, to ensure that
the highest standards are maintained and Macquarie’s
reputation enhanced.

A copy of the Code of Conduct is available on
Macquarie's websiie.
Integrity office

The integrity of an organisation is maintained by the
people that work within it. Al Macquarie staff are
expected to uphold, and are supported in maintaining,
the highest standards.

Macquarie established the position of Integrity Officer
in 1998. The Integrity Officer acts as an independent
point of contact for staff on integrity issues and works
to ensure that all Macquarie business is conducted in
accordance with sound ethical practices and the Goals
and Values of the organisation. The Integrity Officer
reports directly to the Chief Executive Officer and
provides a report on the activities of the Integrity Office
to the BCGC.

Macquarie's Corporate Citizenship statement is
available on Macquarie’s website. Further information
about the role of the Integrity Officer and activities

of the Integrity Office is provided in the Sustainability
report in the Macquarie Group 2010 Annual Report.

Dealing with potential conflicts

Failure to identify a conflict of interest before entering
into a transaction, undertaking any dealing (either
directly with clients or otherwise), or undertaking any
fiduciary role, can give rise to considerable harm to
Macquarie's relationship with clients and its reputation.

Macquarie has systems and protocols in place to
identify a conflict of interest and a framework for
managing conflicts. It is the responsibility of each
business head to ensure that confiicts of interest

are adequately managed and that their business

is conducted in accordance with applicable laws,
regulations, rules and statements of regulatory policy.

Macquarie has adopted a variety of measures to
manage confiicts of interest, including Macquarie-
wide and Divisional policies, systems, lists, information
protocols and appropriate disclosures. The appropriate
mechanism to manage a conflict will depend on the
circumstances and nature of the conflict, Conflict
management arrangements at Macquarie are subject
to the oversight function of RMG Compliance.

The Board has guidelines for its members for declaring
and dealing with potential conflicts of interest which
include:

— Board members declaring their interests as required
under the Corporations Act 2001 (Cth) {the Act),
ASX Listing Rules and general law requirements;

— Board members with a material personal interest
in a matter not receiving the relevant Board paper
and not being present at a Board meeting during
the consideration of the matter and subsequent
vote unless the Board (excluding the relevant Board
member) resolves otherwise

— Board members with a conflict not involving a
material personal interest may be required to absent
themselves from the relevant deliberations of the
Board.

Macquarie Bank is a wholly owned subsidiary of
Macquarie, and the Macquarie Bank Board is ultimately
responsible for the sound and prudent management

of Macquarie Bank, with due consideration for the
interests of deposit holders.

The Macquarie Bank Board also has processes in
place to ensure that decisions made by them are done
so at arm's length. Where potential conflicts arise,
management will ensure that Directors of the relevant
Board have sufficient information to manage conflicts
appropriately.
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Staff and Director trading

Macquarie’s Personal Dealing Policies apply to
Directors and all Macquarie staff. They identify the
principles by which Macquarie balances the personal
investment interests of staff against Macquarie’s
responsibility to ensure that the personal dealing

and investment activities of its staff in any financial
product are conducted appropriately. A summary of
Macquarie's Trading Policy is available on Macquarie's
website.

Key aspects of the Policy include:

— pre-clear securities trading: Directors, staff and
their associates must pre-clear their securities
trading with Macquarie

— trading windows: Generally, Directors and staff
may only trade in Macquarie securities and related
derivatives during designated trading windows.
These are typically of three to five weeks' duration
and follow Macquarie’s announcement of its interim
and full year profits and after the AGM. Participants
in Macquarie's Employee Equity Plans may also be
allowed to deal in other designated exercise periods

— trading prohibition while in possession of
material non public price sensitive information:
in all cases Macquarie prohibits Directors and staff
from dealing in such investments while they possess
material non-public price-sensitive information
about Macquarie

— unvested options, retained shares and minimum
shareholding requirements cannot be hedged:
Staff are not permitted to undertake any action that
is designed to limit their exposure to Macquarie
shares which are subject to retention arrangements,
or their unvested Macquarie options. Non-Executive
Directors may also not enter into a transaction
that operates to limit the economic risk of their
Macquarie shareholding below their minimum
shareholding requirement

— net short positions not permitted: Directors and
employees are not permitted to take net short
positions in Macquarie Group Limited shares or any
securities in Macquarie-managed funds.

Each member of the Board is encouraged to consider
positions in a Macquarie-related security as a long
term investment and is not permitted to trade
derivatives without the prior approval of the Chairman
(or the Managing Director in the case of the Chairman).
Board members and Executive Committee members
are also required to annually disclose any financing
arrangements relating to their Macquarie securities to
Macqurie and manage their financing arrangements in
accordance with Macquarie’s Trading Policy.

Sustainability and the community

Macquarie has a robust framework of polices,
underpinned by its Goals and Values and Code of
Conduct, relevant to environmental, occupational
health and safety, diversity, social and governance
responsibilities. Macquarie's approach to sustainability
is included in the Sustainability report within the
Macquarie Group 2010 Annual Report.

Macquarie has committed to becoming carbon
neutral by December 2010. Macquarie also invests
continually in the development and training of its staff
and engages in the wider community through the
Macquarie Group Foundation (the Foundation).

in the year to 31 March 2010, the Foundation and
Macquarie staff contributed $A22.5 million to more
than 900 community organisations globally.

In addition, there are also a number of Foundation
volunteer programs. Through volunteer activities,
staff can directly help community organisations and
also build sustainability in the not-for-profit sector by
transferring their business skills, providing mentor
support, serving as board members and giving pro
bono advice. The Foundation works closely with its
community partners to assess how this volunteer
support can be best utilised.

Details of Macquarie staff commuinity inttiatives and
organisations supported by the Foundation are
available on Macquarie's website.



Financial reporting

On behalf of the Boards of Macquarie and Macquarie

Bank, the BACC monitors:

— the integrity of Macquarie's financial reporting and,
as part of this role, the operation of the financial
reporting processes. The processes are aimed at
providing assurance that the financial statements
and related notes are complete, in accordance
with applicable legal requirements and accounting
standards, and give a true and fair view of
Macquarie's financial position. During its review of
Macquarie’s interim and year end financial reports
the BACC meets with the external auditor in the
absence of management

— the external auditor engagement. The BACC
reviews the appointment, the terms of the
engagement and the performance of the external
auditor, prior to making recommendations to the
Board on the appointment and removal of the
external auditor

— the operation of the Internal Audiit Division. The
BACC reviews the appointment and performance
of the Head of the Intemal Audit Division (|AD), as
well as the remuneration arrangements in place, to

maintain the objectivity of the Internal Audit function.

It also monitors the scope and implementation of
the IAD annual plan.

The BACC monitors regulatory compliance as it relates
to Macquarie's internal controls and compliance with
internal control guidelines and policies including those
that have the potential to impact financial reporting
processes. During the year the BACC commissioned
an external review of the Compliance function within
Macquarie.

Auditor independence

The BACC reports to the Board, prior to the approval
of the interim and year end financial report, on its
monitoring of the independence of the extemal
auditors in accordance with its obligations under the
Corporations Act 2001 (Cth), Macquarie’s Auditor
Independence Policy and the BACC Charter.

Macquarie's Auditor Independence Policy requires
BACC approval, or between meetings the approval

of the BACC Chairman, for material non-audit work
performed by its auditors. Also in accordance with
the Policy, Macquarie’s audit engagement partner
and review partner must be rotated every five years.
Macquarie's lead audit engagement partner rotated at
the conclusion of the 2008 financial reporting period.
The BACC Charter and an External Auditor Policy
Statement contain key aspects of Macquarie’s Auditor
Independence Policy and external auditor selection
process and are available on Macquarie's website.

Chief Executive Officer and Chief Financial Officer
declaration

The Macquarie and Macquarie Bank Boards receive
written confirmation from the Chief Executive Officer
and the Chief Financial Officer that:

— their statement given to the Board on the integrity
of the financial statements is founded on a sound
system of risk management and internal compliance
and controt which implements the policies adopted
by the Board; and

— Macquarie's risk management and intemal
compliance and control system is operating
effectively in all material respects.

Macquarie’s senior management has reported to the
Boards of Macquarie and Macquarie Bank on the
effectiveness of the management of material business
risks for the year ended 31 March 2010. The Boards
have received the Chief Executive Officer and Chief
Financial Officer declarations described above for this
financial year.

Commitment to sharehokders and an informed

market

Macquarie believes that shareholders, regulators,

ratings agencies and the investment community

should be informed of all major business events and

risks that influence Macquarie in a factual, timely and

widely available manner. Macquarie has a Continuous

Disclosure Policy which is incorporated in the External

Communications Policy.

It is Macquarie's policy that any price-sensitive

material for public announcement, including annual

and interim profit announcements, release of financial

reports, presentations to investors and analysts and

other prepared investor briefings for Macquarie and

Macquarie Bank, will be:

— factual and reviewed internally before issue

— timely and expressed in a clear and objective
manner

— lodged with the ASX as soon as practical and
before external disclosure elsewhere.

An External Communications Policy Summary is
available on Macquane’s website.
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Macquarie’s website

Macquarie’s website contains recent announcements,
presentations, past and current reports to shareholders
including copies of recent notices of meeting, answers
to frequently asked questions and a summary of key
financial data. There is also a fink on this page allowing
investors to register to receive significant Macquarie
announcements electronically by email as soon as
practicable after they have been lodged with the ASX.

Macquarie provides a webcast of its AGM and any
other general meetings for the benefit of shareholders
who are unable to attend. The AGM webcast, year
end and half year results presentations and operational
briefing presentations are also available on Macquarie’s
website,

A Shareholder Calendar is available on Macquarie’s
website.

Shareholder meetings

Macquarie typically holds its AGM in July of each year.
Macquarie encourages shareholders to participate in
general meetings and aims to choose a date, venue
and time considered convenient to the greatest
number of its shareholders. This year Macquarie's
AGM will be held in Sydney and the Macquarie Bank
AGM will be held on the same day, after the Macquarie
AGM. Other general meetings may be held as required
during the year.

Macquarie's auditor is required to attend each

AGM and be available to answer questions about
the conduct of the audit, and the preparation and
content of the auditor’s report. Notices of meeting
are accompanied by explanatory notes on the items
of business and together they seek to clearly and
accurately explain the nature of business of the
meeting.

Shareholders, if unable to attend the meeting, are
encouraged to vote on the motions proposed by
appointing a proxy. The proxy form included with a
notice of meeting will seek to clearly explain how the
proxy form is to be completed and submitted.

Online proxy voting is also available to shareholders.
Unless specifically stated in a notice of meeting, all
holders of fully paid ordinary shares are eligible to

vote on all resolutions. Holders of Macquarie Income
Securities have the right to attend the Macquarie Bank
AGM, at which they have limited voting rights, as set
out in the termss of their issue which can be found at
macquarie.com.au/au/about_macquarie/investor_
information/macquarie_income_securities.htm.

Oversight of risk management

Risk management is sponsored by the Board, and

is a top priority for senior managers, starting with

the Chief Executive Officer. Macquarie’s approach to
risk management is embedded across all business
units. The Board, through the Board Risk Committee,
oversees the risk appetite and profile of Macquarie and
ensures that business developments are consistent
with the risk appetite and goals of Macquarie.

A copy of the Board Risk Committee Charter is
available on Macquarie’s website.

The Head of the Risk Management Group (RMG),

as Macquarie’s Chief Risk Officer, is a member of
Macquarie’s Executive Committee, reports directly to
the Chief Executive Officer of Macquarie and presents
on risk matters at each Board meeting. The Head

of RMG has a secondary reporting line to the Board
Risk Committee which approves the replacement,
appointment, reassignment or dismissal of the Head of
RMG.

At the executive management level, the Macquarie
and Macquarie Bank Executive Committees and
Operations Review Committee focus on strategic and
operational issues, material transactions and review
the performance of Macquarie on a monthly basis.
Beneath this level, other committees exist where
senior specialists focus on specific risks as appropriate
(e.g. Market Risk Committee, Asset and Liability
Committee).

Macquarie’s approach to risk management is detailed
in the Risk Management Report in the Macquarie
Group 2010 Annual Report and is available on
Macquarie's website.



Remuneration

The Board of Directors oversees Macquarie's
remuneration arrangements, including executive
remuneration and the remuneration of Non-Executive
Diectors. The Board is assisted by the Board
Remuneration Committee. The Board Remuneration
Committee annually reviews the remuneration strategy
to ensure it delivers the best outcomes for Macquarie
and shareholders.

A copy of the Board Remuneration Committee Charter
is available on Macquarnie’s website.

Non-Executive Directors are not granted equity, nor
do they receive bonus payments. They do not receive
termination payments on their retirement from office
other than payments accruing from superannuation
contributions comprising part of their remuneration.
Details of Macquarie’s approach and the amount of
remuneration paid to Non-Executive Directors are
contained in the Remuneration Report in Macquarie
Group’s 2010 Annual Report.

Details of the nature and amount of remuneration
(including non-monetary components such as equity
grants) paid to each Executive Voting Director and
the members of the Executive Committee as well as
Macquarie’s remuneration policies and practices are
also set out in the Remuneration Report.

Corporate Governance in Macquarie-managed
funds

The Macquarie-managed funds (Funds) governance
standards provide an alignment of interests between
the manager and investors in the Funds and adopt
an appropriate governance framework to ensure
protection of security holder interests.

The key elements of Macquarie’s corporate

govemance framework for Funds are:

— Appropriate management of conflicts of interest
arising between a Fund and its related parties.
Related party transactions should be identified
clearly, conducted on ams’ length terms and
tested by reference to whether they meet market
standards. Decisions by listed Funds about
transactions with Macquarie or its affiiates should
be made by parties independent of Macquarie.

— Appropriate resourcing of funds management
businesses. in particular:

— staff involved in managing a Fund should be
dedicated to the relevant funds management
business, rather than to advisory or other
activit

— all recommendations to Fund boards (and
supporting information) should be prepared or
reviewed by funds management staff

— each listed Fund that invests in operating assets
or businesses should have its own managing
director or chief executive officer

— Chinese Walls operate to separate Macquarie’s
corporate finance, advisory and equity capital
markets businesses from its funds management
businesses

Macquarie's expertise in managing fund assets and
sourcing new value-adding opportunities is a key
attraction for investors in Macqguarie-managed funds.
While Macquarie exercises general oversight of its
funds management subsidiaries as set out above,
decision-making relating to transactions by Funds are
made by the directors of the responsibie entities of,
and companies within, the Funds.
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Sustainability

Sustainability, integrity and diversity

Macquarie’s Board and management view the

commitment to sustainability, integrity and diversity as

part of its broader responsibility to chents, shareholders

and the communities in which it operates.

Sustainability, integrity and diversity are part of

Macquarie's day-to-day approach to environmental,

social and governance issues (ESG). Macquarie's risk

management framework includes ESG-related policies

that are applied across all business units covering:

— ethical conduct by staff, including the appointment
of Integrity Officers

— selection and management of investments

— identification and management of environmental risk

- sustainable management of Macquarie's business
premises

— provision of a safe and appropriate workplace that
supports diversity

— dealings with external parties such as regulators
and public officials

— whistleblowing and anti-money laundering

— greenhouse and energy management and reporting

— engagement by Macquarie and its staff in the wider
community, including volunteering, sponsorship and
matched donations.

This risk management framework is underpinned by
Macquarie’s Goals and Values and Code of Conduct.

Al Macquarie staff share a responsibility for identifying
and managing ESG issues. They are supported by:
— Macquarie's Board and management
— Risk Management Group
— Integrity Officers and Equal Employment
Opportunity Officers
— a Sustainability Advisory Committee comprising
senior executives from across the businesses
— the Sustainability and Environment Office
— research, training and seminars on ESG issues.
At an operational business level, relevant
environmental, social and governance issues are
considered as part of the due diligence process
prior to entering into new business activities. Where
appropriate this includes the use of independent
assessments, development of compliance plans and
regular reporting of enviconmental risk management
and compliance consistent with Macquarie's
Environmental Risk Management Framework. For
the financial year to 31 March 2010 Macquarie is not
aware of any material environmental issues within
businesses it controls.

Sustainability — direct operations

Macquarie is taking significant steps to minimise the
environmental impact of its direct operations and
promote sustainable business practices across its
offices. Macquarie’s global Environmental Management
Plan mandates practical actions that integrate resource
efficiency and sustainability into day-to-day operations.

Macquarie’s goal of becoming carbon neutral

across its offices and air travel by December 2010 is

progressing to plan. Direct operational actions during

the year included:

— establishing systems and landlord/supplier
relationships to accurately track energy use, air
travel, paper, waste and water

- reducing emissions from energy consumption per
full-time employee and tracking toward Macquarie’s
target of a 10 per cent reduction by December
2010

- analysing air travel data and identifying strategic
opportunities for greater use of videoconferencing

— offsetting greenhouse gas emissions from electricity
consumption and air travel through the purchase
of Gold Standard and Voluntary Carbon Standard
carbon credits from renewable energy projects in
China, Turkey and india

— including sustainability clauses in new procurement
contracts with requirements covering sustainable
product certification, device energy rating, waste
handling and carbon neutral supply chain, as
appropriate

— auditing current tenancy/landlord recycling and
waste management practices and working to
standardise in line with best practice

— reducing the print/scan copy fleet by 50 per cent
throughout Australia and in London and New York
through deployment of managed print and ‘follow
me’ printing

— commencing a staged project to consolidate and
relocate data centres to purpose built facilities in
Sydney, Hong Kong, New York and London as well
as targeted virtualisation

— commencing a staged upgrade to efficient tap and
shower fittings throughout all offices

~ trialling emergent lighting and technology solutions
ahead of wider deployment

— engaging an independent auditor to review
processes and data for disclosure as work
progresses on Macquarie's carbon neutral
commitment.



Sustainable buildings

Macquarie has now completed the relocation of

2500 Sydney staff to the new offices at One Shelley
Street. One Shelley Street received a 6 Star Green Star
office design rating from the Green Building Council

of Australia including two innovation points and a
perfect score for water conservation, environmental
management, integrated fit-out and indoor
environment.

Early indications of the reduced impact of the buikding
are encouraging. in addition to improvements in energy
efficiency and water conservation there has been a
focus on ‘paper independence’ through deployment
of 'follow me' printing, wireless presenting and other
initiatives. These measures have led to a significant
reduction in printing. As part of the move, staff from
Macquarie's Banking and Financial Services Group
donated a large amount of stationery to Reverse
Garbage, a not-for-profit cooperative and other
materials to Mission Australia.

Following the completion and fit-out of One Shelley
Street, the Corporate Real Estate team set new
sustainability benchmarks for the selection and fit-out
of Macquarie's offices. Macquarie will aim to ensure
that all new premises are designed and constructed
to achieve a 6 Star Green Star, LEED Platinum or
BREEAM Excellent rating. All tenancy refurbishments
will be implemented to achieve a 5 Star Green Star,
LEED Gold or equivalent rating for the jurisdiction.

Recent refurbishments of Macquarie offices in Hong
Kong and New York have already received LEED Gold
ratings from the US Green Building Council.

Sustainability — investments, markets
and products
Investment and advisory in renewable energy

Macquarie has renewable energy businesses and
advisory teams located around the world. Macquarie
and Macquarie-managed businesses continue to
invest in renewable and clean energy projects. Recent
activities include:

— establishing African Clean Energy Developments
(ACED), a South African registered company
dedicated to the joint development of renewable
energy projects. ACED is currently developing over
1000MW of wind and solar energy projects in South
Africa

— developing approximately 2000MW of wind projects
in Australia with a number of co-developers and
B00MW of wind projects in the US

— working with project developers to bid for grants
under the Australian Solar Flagship Funding
Program

— advising on the development and construction of
100MW of solar parks throughout France and the
development and construction of solar greenhouse
and ground mounted solar PV projects in Italy.

Conserving forest carbon

In partnership with the conservation agency Fauna
and Flora international, Macquarie operates a
Carbon Forest Taskforce (the Taskforce) to invest
in bio-sequestration projects that reduce emissions
from deforestation, retain biodiversity and promote
sustainable livelihoods for local communities. The
Taskforce has projects under assessment and
development in Indonesia, Cambodia and South
America.

Facilitating smart metering

Macquarie has committed major funding lines to
energy suppliers in the UK to accelerate the roll-out

of smart electricity meters to assist efficient energy
management in the industrial and commercial sectors.
Macquarie is expected to be leasing more than
100,000 smart electricity meters in this sector by the
end of 2010.

Macquarie continues to fund smart electricity and gas
meters in the East Anglia and North London residential
market. Macquarie is continuing to work closely with
the UK Government and the energy sector to facilitate
an effective roll-out of smart meters to 26 milion
homes by the end of 2020.
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Trading environmental financial products

Macquarie has a global team of environmental market

professionals located in London, Houston, New York,

Hong Kong, Beliing and Sydney. The team combines

Macquarie’s environmental markets expertise with its

depth of experience as a commodities trading and

finance house to offer:

— a strong pipeline of international emissions
reduction projects for direct investment and carbon
credit purchase

— afull-service trading desk dealing in secondary
carbon credits including certified emission
reductions and emission reduction units as well
as domestic emission allowances and renewable
energy certificates

— inventory financing for environmental markets
compliance unit holdings

— derivative financing for emissions abatement and
renewable energy projects

- tailored environmental risk management solutions
including fixed price certainty through forwards and
swaps as well as price protection through options
and collars.

Macquarie Clean Technology Fund (MCTF)

The Macguarie Clean Technology Investment Team
has built a leadership position by investing in one of
the first dedicated globally-focused clean technology
private equity fund of funds. In 2006, Macquarie
launched the MCTF, raising $US205 million. MCTF

is designed to provide investors with exposure to a
diversified portfolio of global private equity investments
that focus on technologies that seek to improve the
etticiency of energy production and distribution and the
reduction or elimination of the negative environmental
impact of these activities. The fund leverages the
expertise of Macquarie's dedicated specialists in
sourcing, structuring and monitoring investments with
private equity managers that have a clean technology
focus. The fund makes capital commitments to
underlying private equity fund investments as well as
to co-investments, where investments are made in
conjunction with fund managers. MCTF is diversified
by geography, strategy and fund manager over three
vintage years.

ESG research

Environmental, social and governance issues are
acknowiledged as key non-financial factors that can
materialty impact the performance of investment
portfolios.

As part of Macquarie's commitment to addressing
ESG issues and assisting dlients to do the same,
Macquarie Securities Group has launched a series of
ESG research products. Most notable are the quarterty
themed “ESG Exploration” reports which bring
together the views of Macquarie analysts to assess the
financial implications of selected ESG issues, such as
carbon emissions and human capital management,
using both a sector-wide and stock-specific approach.
As some ESG issues affect particular industries more
than others, Macquarie also publishes sector-specific
research. Staff and clients also receive ESG policy
updates to keep pace with the changing regulatory
landscape.

Sustainability — climate change approach

Macquarie continues to seek business opportunities
associated with climate change mitigation and
adaptation. In 2009 Macquarie also participated in
govemment reviews of environmental and sustainability
policy mechanisms and signed the Copenhagen
Communique on Climate Change (Communique)
ahead of the climate negotiations in Copenhagen in
December 2009.

More than 600 interational businesses have endorsed
the Communique calling on governments to agree to
an ambitious, robust and equitable deal on climate
change. A comprehensive international climate change
framework is thought to be in the best interests of
businesses, investors and the community in providing
guidance on the transition to a low-carbon economy.
Macquarie’s ongoing approach to climate change is
based on:
— assessing and managing its own carbon footprint
— identifying opportunities for investment and trading
— managing the risks arising from climate change and
future carbon constraints.

As a signatory to the Carbon Disclosure Project,
Macgquarie reports detailed information about its
approach to the risks and opportunities arising from
climate change. Macquarie's annual response is
available on the Carbon Disclosure Project website.



Integrity at Macquarie

Macquarie understands that integrity is crucial to its
continued success. We respect the trust that our
clients, shareholders and the broader community place
in us as an organisation and we are committed to
honesty in our approach and actions.

The integrity of an organisation is maintained by the
people that work within it. Al Macquarie staff are
expected to uphold, and are supported in maintaining,
the highest standards.

Macquarie established the position of Integrity Officer
in 1998. The Integrity Officer acts as an independent
point of contact for staff on integrity issues and works
to ensure that all Macquarie business is conducted in
accordance with sound ethical practices and the Goals
and Values of the organisation.

Macquarie also has Integrity Officers in each region to:

- develop and implement strategies addressing issues
of integrity in the conduct of its business

— educate, advise and counsel management and staff
regarding integrity issues

— ensure that any integrity-related staff concems are
dealt with impartially, promptly and confidentiafly.

Macquarie has whistieblower policies and protections

in each of the jurisdictions in which we do business.

These policies accord with both legislative

requirements and best practice recommendations.

Macquarie seeks to foster a working environment

that enables employees to voice genuine concerns in

relation to:

— a breach of relevant legisiation

~ a breach of Macquarie’s Goals and Values

— financial malpractice, impropriety or fraud

— failure to comply with legal obligations

— danger to health and safety or the environment

— criminal activity

— attempts to conceal any of the above.

The Integrity Office ensures that the policies are both
understood and respected and that the rights of all
parties are respected and maintained.

In partnership with the St James Ethics Centre, the
Integrity Office of Macquarie developed an Ethics,
Integrity and Good Decision-Making course that has
been rolled out to all staff worldwide. Macquarie's
Integrity Office also works with a variety of educational
institutions to ensure that ethical considerations are
included in both course development and content.

Diversity at Macquarie

Macquarie places great importance on diversity and
equal opportunity in the workforce and employs an
Equal Employment Opportunity (EEO) Director and
regional EEO representatives to support employees.

Macquarie has a range of programs, benefits and
activities aimed at supporting its employees including
flexible working options, networking events, mentoring
programs, childcare faciiities, employee assistance and
our cross-cultural awareness programs.

Employer of Choice for Women

The Macquarie Group was named as a 2010 Employer
of Choice for Women by the Australian Government’s
Equal Opportunity for Women in the Workplace
Agency (EOWA). The citation publicly acknowledges
organisations for their efforts in the area of equal
opportunity for women.

Women@Macquarie

In 2009 Macquarie launched a global initiative providing
high-potential fernale employees with opportunities

for career development. Women@Macquarie is open
to senior female employees and provides access

to networking, skills workshops, mentoring and
coaching. Over 1000 women have participated in the
first networking events and workshops with plans for
continued growth in 2010 as the program extends to
all countries in which Macquarie operates.

Women@Macquarie is part of a broader program

of activities designed to take full advantage of the
diversity of Macquarie's workforce and better realise
the benefits diversity brings to both individuals and the
organisation. Benefits of diversity inciude improved
problem analysis and solving, well-rounded decision
making and greater creativity. Macquarie is committed
to providing training opportunities that help all
employees develop their potential.
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Risk Management Report

Introduction - Macquarie’s risk management
framework

Macquarie Group’s (Macquarie) risk management
principles have remained stable over 30 years and
have served us well over the course of the global
financial crisis.

The key aspects of Macquarie’s risk management
approach are:

— Ownership of risk at the business level -
Business heads are responsible for identifying risks
within their businesses and ensuring that they are
managed appropriatety. Before taking decisions,
clear analysis of the risks is sought to ensure risks
taken are consistent with the risk appetite and
strategy of Macquarie. Business ownership of

risk is an essential element in understanding and
controliing risk

— Understanding worst case outcomes -
Macquarie's risk management approach is based
on examining the consequences of worst case
outcomes and determining whether risks can be
tolerated. This approach is adopted for all material
risk types and is often achieved by stress testing.
In particular, Macquarie’s market risk framework
is based primarily on the application of stress
tests, rather than statistical models. This approach
was tested over the recent past and the shocks
observed in the markets were generally within
Macquarie's stress scenarios, resulting in very few
worst case loss scenarios being exceeded. Whilst
Macquarie operates a number of sophisticated
Quantitative risk management processes, the
foundation of its risk management approach is
the informed consideration of both quantitative
and qualitative inputs by highly experienced
professionals

— Requirement for an independent signoff by
risk management - Macquarie places significant
importance on having a strong independent Risk
Management Group (RMG) which is charged with
signing off all material risk acceptance decisions.
It is essential RMG has the capability to do
this effectively and hence RMG has invested in
recruiting skilled professionals, many with previous
trading or investment banking experience. For all
material proposals, RMG's opinion is sought at an
early stage in the decision making process and
independent input frorn RMG on risk and return is
included in the approval document submitted to
senior management.

Macquarie's overall appetite for risk is expressed by
setting a Global Risk Limit designed to ensure that in a
prolonged and severe downturn, losses will be covered
by earnings and surplus capital. In line with this, during
the recent global financial crisis, write-downs were
more than covered by the eamings generated by
Macquarie.

During the past year, Macquarie’s operating groups
and divisions took advantage of global growth and
transaction opportunities arising from generally
improved market conditions. In response to the
expansion, RMG increased its staff numbers in relevant
offices globally to ensure appropriate resourcing and
effective risk oversight. RMG has adapted its risk
limits structure to effectively support the evolving
business activities. In a year where there has been
widespread discussion on regulatory frameworks for
financial institutions, RMG has also been responsible
for coordinating Macquarie’s evaluation of these
developments and its response.

Focus on clients and the long term

Macguarie recognises that an effective risk
management framework involves more than just
robust controls. Macquarie’s risk culture, which is less
tangible, is equally as important and at Macquarie the
risk culture remains strong and controls are respected
by staff. Key aspects supporting this culture are
Macquarie's focus on clients and the long term.

Macquarie’s businesses are client based. Therefore,
across Macquarie, greater emphasis is placed on
fostering long-term relationships with our clients and
building franchise businesses as opposed to short-
term profits from proprietary trading.

Furthermore, Macquarie’s remuneration policy for
senior management encourages a long-term view in
decision making. It discourages excessive risk taking
as incentives are aligned with the long-term profitability
of the firm through retention of remuneration and equity
participation.



Risk governance structure

Hisk-managerment is sponsored by the Macguarie
Group Board (the Board), and is a2 top priority for
seniormanagers, starting with the Managing Director
afd Chist Executive Officern The Head of RMG,

as Macquane’s Chief Hisk Officer. isa member of
Macquarie's Executive Committes aind reports dirsctly
10 the Managing Director-and Chisf Executive Officer.
The Head of BMG has a secondary reporting fine
{oithe Bodrd Risk Committee which approvesithe
replacernent, appointrent; reassignment o dismissal
of the Haad of BMG.

The Board cversess the risk @peﬁte and profile of
Macquerie and ensures that business developments
are consistent with the risk appetits and gosls of
Macquarie:

Al Board mermbers are members of the B
1 o . The Board Bisk Commitiee
has resporxs; ity for ensuring an appropriate risk
managemient framework — including the establishment
of-policies for the control of risk = is in place. The
Board Hisk Committes receives information on the risl
profile of Macguarie, breaches of the policy framewam
and external developments which may have sorme
“impact on the effectiveress of the risk managemem
framework. It also approves significant changes to-risk
management policies and framework and approves
Macglarie’s risk appetits. The Board Risk Comimittee
is! ass;sted by.the foliowmg Commitiess:
= The (me oty Comwnites
(BAGTY has responsibility for monﬁorhg compliance
with the risk management framework approved
by the Board Risk Committee for internal conitrol
and compliance matters. In this role, the Board
Alidit and Compliance Committee momtors the
sffectiveness of the Internal Audit, Compliance and
Cred;f As::urance functions:
ot The Bral & liaises
with thie 803{6 Risk Commrﬁee and the Chief Bisk
“ Officer to ensure there is a properly integrated
approach o remunsration th.ai approprately reflects
fisk
e The 7y
fBuGC} reviews '\Aacquane s oorpo:ate govemawce
arangements.

Cormmittess exiSt at the executive management level
to ensure he necessary elements of expertise are
focused on specific risk areas, The Macqusre and
Macquarie Bank timited tMacouarie Bark
& and the Macguarie £

= focus on stralegic issues,
opetational issy terial transactions and review
the performance of: Macauarie on armornthly basis:
Benealh this level, other comynitises exist where
seplor specialists foolis o specific risks a8 appropriate
{e.g. Market Risk Commitiee and Asset and: Lisbility
Committes).

Risk Management Group

RMGs oversight of risk s based on the following five
principles: -

Flindeseniieioe ~ BMG, which is responsible for
s8e85ing and manitonng risks actoss Macquarie,
teindependent of the operating areas of Macouarie

and the Head of BMG, as Macquarie’s Chief Risk
‘Officer, reports directly to the Managing Director and
Chief Execitive Officer with & secondary reporting
fine 10 the Board Risk Committes. BMG approval is
“requirect for all raterial risk acoeptance decisions
B e prudew{m sasramant ~ BMG'S
responsibility covers the whole of Macquarie:
Therefore, it can aissess risks from a Macquane—
wide perspeciive and pmv:da & consistent approach
gcross all operating areas
Apnroiial of B new Bisiiess attivities —
Operating areas cannot undedake new businesses
oractivities, offer new progucts; or entér new.
rmarkets without first consulting BMG. BMG reviews
anid assesses risk and sets prudentialfimits. Whers
appropriate; these limits are dpproved by the
- Executive Comrmities and the Board:
Continunis aasesiment -~ NG continually
reViews risks 1o/ account for'changes.in market
meumsiames and d&vﬂcpmanfs Within
Macquanes operaling areas
£ b u«emafasad svsfams eistto
allow AMG 1o moritor credit and market risks daily.
RMG stafl lialse closely with operating and support
divisions,
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RMG structure and ing
While BMG s structured into specialist teams as detailed below, we sesk o smplov.an mzagra’ee ‘spprogehito
risk analysis and management across sk classes.

Efsecwﬁ r‘&k management is nﬁt on?y & functxcn of dssotpuned pfmesse& bu o of imaginative analjsis by
talenited individuals: RMIG attracts high calibre candidates, RMG recruits sxpe noed individuals both from wi
Macguarie and extsma iy and Isia sourcs of talent for Macquarie’s business units when recruiting: B
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Forty one per cent of total RMG staff (as at 31 March
2010) were based outside of Australia to ensure
that, on a global basis, risks are managed in a
controlled manner. All offices are subject to the same
risk management controls and standards. This is
supported by regular staff communication and visits
between offices.

Consistent with the concept of business units

owning risk, specific day-to-day operations are more
appropriately discharged and embedded within

the business units. The majority of operational risk
and compliance functions are discharged within the
business units. Divisional compliance staff ensure

that day-to-day legal and compliance obligations

are discharged at the business level whilst Business
Operational Risk Managers (BORMs) are appointed
by the Group Heads to be their representative on
operational risk management matters, and act as their
delegate in ensuring that operational risk is addressed
appropriately within their Division. As at 31 March
2010, there were more than 450 staff performing such
functions within the business units. RMG provides a
risk oversight role in relation to these staff members,
ensuring appropriate standards are adhered to. These
divisional staff members have functional reporting lines
to the RMG divisional heads for Operational Risk and
Compliance.

New business and acquisitions

The level of innovation across Macquarie is high.
Therefore, it is important that al elements of new
business initiatives are well understood before
commencement.

All new business initiatives must be signed off by RMG
prior to commencement. The new business approval
process is a formal process whereby all relevant

risks (e.g. market, credit, legal, compliance, taxation,
accounting, operational and systems issues) are
reviewed, to ensure that the transaction or operation
can be managed properly and will not create unknown
or unwanted risks for Macquarie in the future. The
approval of RMG, Finance Division, Taxation Division
and other stakeholders within Macquarie is obtained
prior to commencement.

For all material transactions, independent input from
RMG on the risk and retum of the transaction is
included in the approval document submitted to senior
management.

The Operational Risk function within RMG oversees
the new product and business approval process and
ensures the necessary approvals are obtained.

Macquarie undertook a number of acquisitions over
the course of the 2010 financial year and the process
described above has been applied in each case.

While these acquisitions were incremental rather than
transformational, Macquarie has a history of being able
to successfully integrate major businesses.

RMG Internal Audit (JAD) performs an audit of the
operations of any significant new businesses based
on an assessment of the associated risk faced by
Macquarie. The audit typically takes place within six
to twelve months following acquisition or launch and
includes confirmation that operations are in line with
the approved new product approval document,

Risk management and monitoring

The risk management framework incorporates active

management and monitoring of market, credit, equity,

liquidity, operational, compliance, legal and regulatory

risks. It is designed to ensure policies and procedures

are in place to manage the risks arising within each

business unit. Application varies in detail from one

part of Macquarie to another, however, the same risk

management framework applies across all business

activities without exception.

Equity risk

Equity risk is the risk of loss arising from banking book

equity-type exposures. These exposures include:

— holdings in specialised funds managed by
Macquarie Capital

— principal exposures taken by Macquarie Capital,
including direct investments in entities external to
Macquarie

— property equity, including property trusts and direct
property investments

- lease residuals and

— other equity, including investments in resource
companies.
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Equity Risk Limit

All of the above positions are subject to an aggregate
Equity Risk Limit (ERL). The ERL is set by the Board
with reference to the Risk Appetite Test which is
described further in the economic capital section.

In setting the limit, consideration is also given to the
level of earnings, capital and market conditions. The
limit is reviewed on a semi-annual basis by RMG and
the results of the review are reported to the Executive
Committee and the Board.

Concentrations within the equity portfolio are managed

by a number of additional limits approved by the

Executive Committee and/or the Board. These include

limits on:

— property equity investments

— investments in the resources sector

~ lease residuals (by type of leased asset)

— co-investments and other assets of Macquarie
Capital.

Transaction review and approval process

The business unit executing the transaction is

responsible for due diligence and risk analysis of each

equity investment. For material deals, RMG undertakes

a shadow due diligence and a comprehensive analysis

of all risks and potential losses associated with the

acquisition such as:

— market and credit risks

— regulatory, capital, liquidity and compliance
requirements

— business, operational and reputation risks.

Al material equity risk positions are subject to approval
by RMG and by the Managing Director and Chief
Executive Officer, Executive Committee and the Board,
depending on the size and nature of the risk. RMG
ensures that the transaction is comectly represented to
the relevant approvers.

Credit risk

Credit risk is the risk of financial loss as a resutt

of failure by a client or counterparty to meet its
contractual obligations. Credit risk arises from both
lending and trading activities. In the case of trading
activity, credit risk reflects the possibility that the
trading counterparty will not be in a position to
complete the contract once the settliement becomes
due. In that situation, the credit exposure is a function
of the movement of prices over the period of the
contract.

The credit team within RMG maintains a
comprehensive and robust framework for the
identification, analysis and monitoring of credit risks
arising within each business. Key aspects of this
framework are discussed below.

Analysis and approval of exposures

The Macquarie Group and Macquarie Bank Boards
are responsible for establishing the framework for
approving credit exposures. The Boards delegate
discretions to approve credit exposure to designated
individuals within Macquarie whose capacity to
exercise authority prudently has been adequately
assessed.

Business units are assigned modest levels of credit
discretions. Credit exposures above those levels
are assessed independently by RMG and approved
by senior Macquarie and RMG staff, the Managing
Director and Chief Executive Officer and the Boards
as required.

Macquarie enforces a strict ‘no fimit, no dealing’ rule;
all proposed transactions are analysed and approved
by designated individuals before they can proceed.

All credit exposures are subject to annual review.

Independent analysis

The RMG credit team provides independent analysis
of credit risk exposures. The teams work closely
with the business units to identify the risks inherent
in Macquarie's businesses, and apply analysis
appropriate to the level and nature of risks.

Credit risk analysis is focused on ensuring that risks
have been fully identified and that the downside risk is
property understood so that a balanced assessment
can be made of the worst case outcome against the
expected rewards. Downside analysis includes stress
testing and scenario analysis.

Macquarie does not rely on quantitative models to
assess credit risk but uses fundamental credit analysis
to make credit risk acceptance decisions.

Macquarie Group ratings

Macquarie relies on its own independent assessment
of credit risk. Third party credit assessments are
considered as an input into the analysis but are not
considered to be a sufficient basis for decision making.

Macquarie has established a proprietary internal credit
rating framework to assess counterparty credit risk.
Macquarie Group (MG) ratings are used to estimate
the likelihood of the rated entity defautting on financial
obligations. The MG ratings system ensures a
consistent assessment of borrower and transaction
characteristics across Macquarie and provides the
mechanism for meaningtul differentiation of credit risk.



All customer limits and exposures are allocated an MG
rating on a 1-13 scale which broadly correspond with
Standard & Poors (S&P) and Moody's Investor Services
{Moody's) credit ratings. Each MG rating is assigned a
Probability of Default (PD) estimate. Credit limits and
exposures are also allocated a Loss Given Defautt
(LGD) ratio reflecting the estimated economic loss in
the event of default occurring.

Macquarie has an independent Credit Assurance
function within RMG to provide assurance over the
effectiveness of credit risk management throughout
Macquarie. The role of the Credit Assurance function is
to liaise closely with all business units to ensure credit
risks are understood and property managed, ensure
credit discretions are being utilised appropriately and
credit ratings are correctly attributed.

Measuring and monitoring exposures

Credit exposures for loans are evaluated as the full
face value.

Credit exposures for derivatives are a function of
potential market movements and are assessed by
assuming that low probability (i.e. worst case) stressed
market movements occur and that Macquarie has to
go to the market to replace a defaulting deal at the
worst possibie time during the term of the transaction.
The level of stress that is applied to individuai markets
is reviewed and approved by RMG at least every two
years or when volatility or market conditions dictate.

Where trading gives rise to settlement risk, this
exposure is assessed as the full face value of the
settiement amount.

Al credit exposures are monitored regularly against
limits. Credit exposures which fluctuate through time
are monitored daily. These include off-balance sheset
exposures such as swaps, forward contracts and
options, which are assessed using sophisticated
valuation technigues.

To mitigate credit risk, Macquarie makes use of
margining and other forms of collateral or credit
enhancement techniques (including guarantees and
letters of credit, the purchase of credit default swaps
and mortgage insurance) where appropriate.

On and off-balance sheet exposures are considered
together and treated identically for approval, monitoring
and reporting purposes.

A review of the credit portfolio analysing credit
concentrations by counterparty, country, risk type,
industry and credit quality is carried out and reported
to Macguarie's Executive Committes quarterly and
Board semi-annually. Policies are in place to manage
credit risk and avoid unacceptable concentrations
either to any economic sector or to an individual
counterparty.

Loan impairment review

All loan assets are subject to recurring review and
assessment for possible impairment. Provisions for
loan losses are based on an incurred loss model,
which recognises a provision where there is objective
evidence of impairment at each balance date, and is
calculated based on the discounted values of expected
future cash flows.

Ratio of Provisi and Impaired Assets to Loans, Advances and Leases
Collective provision to loans, advances and leases (Balance sheet) =
Net impaired assets to loans, advances and leases (Balance sheet) =
Net credit losses to loans, advances and leases (Income statement) m

%

1881 1982 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Note: Loan assets excludes securitisations, special purpose vehicles (including mortgage and lease securitisation
vehicles) and segregated futures funds. Net impaired assets and net credit losses excludes investment securities.
Please refer to note 11 of the Financial Report for further information on impaired assets
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Specific provisions are recognised where specific
impairment is identified. The rest of the loans are
placed into pools of assets with similar risk profiles
and collectively assessed for losses that have been
incurred but not yet identified.

There has been a marked reduction in impaired loans
compared to last year's peak. However, this partly
reflects the foreclosure of US real estate loans and

the consequent strategy to hold and lease US-based
residential properties. Improvements have also resulted
from strategies which are in place to manage and
reduce problem exposures with minimal losses.

Macquarie took advantage of a range of credit
opportunities over the past year which has resulted
in an increase of 21 per cent in total loan assets.’

Country risk

The Country Risk Policy guides the management of
Macquarie’s country risk. Countries are grouped into
categories based on the country's risk profile. Before
any exposure is taken in a country which is considered
to be higher risk, a full review of the economic,
political and operating environment is undertaken to
determine the level of exposure that is considered to
be acceptable. Where appropriate the country risk is
covered by palitical risk insurance.

Operational risk

Macquarie defines operational risk as the risk of

loss resulting from inadequate or failed internal
processes, people and systems or from external
events. Macquarie has established procedures and
controls to manage market, credit, reputation and
strategic risks. The potential for failure or inadequacy
in these procedures and controls would be classified
as an operational risk. Operational risk failures could
lead to reputation damags, financial loss or regulatory
consequences.

RMG is responsible for ensuring an appropriate
framework exists to identify, assess and manage
operational risk and that resources are available

to support it. It is also responsible for Macquarie’s
operational risk capital measurernent methodology.

in general, changes in Macquarie’s operational risk
profile are the net result of greater innovation and
growth. This is offset by constant gradual adaptation
and development of the control environment to
accommodate new risks.

Excludes securitisations, special purpose vehicles and
segregated futures funds.

Operational Risk Management Framework

Macquarie’s Operational Risk Management Framework
(ORMF) is designed to identify, assess and manage
operational risks within the organisation. The key
objectives of the framework are as follows:

— risk identification, analysis and acceptance

— execution and monitoring of risk management
practices

— reporting and escalation of risk information on a
routine and exception basis.

Businesses carry out elements of the ORMF in a
manner that is tailored to their specific operational risk
profile. However, to ensure consistency and minimum
standards the framework includes the following
mandatory elements:

— a robust change management process to ensure
operational risks in new activities or products
are identified, addressed and managed prior to
implementation

— a semi-annual operational risk self assessment
(ORSA) process to identify operational risks at the
business level, assess controls and develop action
plans to address deficiencies

— recording of operational risk incidents into a
centralised reporting system. Incidents are analysed
to identify trends and establish lessons learnt on the
effectiveness of controls

— allocation of operational risk capital to all Macquarie
businesses as a tool to further encourage positive
behaviour in Macquarie’s day-to-day management
of operational risk

— Macquarie-wide policies which require a consistent
approach and minimum standards on specific
operational risk matters

— embedded operational risk representatives in
business units who act as delegates of the business
manager. These representatives ensure operational
risks are addressed appropriately and that the
ORMF is executed within their area.



Macquarie's operational risk capital framework

Macquarie's framework for operational risk capital has
two main elements:

— an annual scenario approach for modelling
operational risk losses and to determine operational
risk capital

— a quarterly scorecard analysis which is used to
update operational risk capital between scenario
analyses and as a basis for updating the allocation
of capital to businesses.

Operational risk scenarios identify key risks that,

while very low in probability, may resutt in very high
impact losses. In identifying the potential for such
losses consideration is given to individual statistical
distribution for each scenario, external loss data,
internal loss data, risk and control factors determined
by the operational risk self assessments, and the
contribution of expert opinion from businesses. Results
are then modelled to determine the operational risk
component of regulatory capital required to be held
by Macquarie at the 99.9th percentile level. Monte
Carlo techniques are used to aggregate these
individual distributions to determine a Macquarie-wide
operational risk loss distribution. Over time operational
risk capital changes to reflect:

— new business activity, businesses growth and
significant change in activity which may require
new or increased loss scenarios and/or an
increased loss probability

— as business changes bed down and the control
environment continues to mature, the probability of
loss decreasss, reducing the capital requirement

— changes in the extemal environment such as new
regulations or movements in the economic cycle
can also influence scenario estimates.

Macquarie allocates capital to individual businesses.
The capital allocation effectively rewards positive risk
behaviour, and penalises increased risks. This is done
using scorecards which measure changes in a number
of key factors such as the size and complexity of the
business, risk and control assessments, incident and
exception management and governance.

The quarterly change in the sum of divisional capital
is also used as an estimate to update the Macquarie
capital requirement bety 1 annual nents.

Market risk

Market risk is the exposure to adverse changes in
the value of Macquarie's trading portfolios as a result
of changes in market prices or volatility. Macquarie
is exposed to the following risks in each of the major
markets in which it trades:

— foreign exchange and bullion: changes in spot and
forward exchange rates and bullion prices and the
volatility of exchange rates and bullion prices

— interest rates and debt securities: changes in the
level, shape and volatility of yield curves, the basis
between different debt securities and derivatives
and credit margins

— equities: changes in the price and volatility of
individual equities, equity baskets and equity
indices, including the risks arising from equity
underwriting activity

— commodities and energy: changes in the price and
volatility of base metals, agricuttural commodities
and energy products

and to the correlation of market prices and rates within
and across markets.

It is recognised that all trading activities contain
calculated slements of risk taking. Macquarie is
prepared to accept such risks provided they are within
agreed limits, independently and correctly identified,
calculated and monitored by RMG, and reported to
senior management on a daily basis.

Trading market risk

RMG monitors positions within Macquarie according
to a limit structure which sets limits for all exposures
in alt markets. Limits are applied at a granular level to
individual trading desks and also, through increasing
levels of aggregation to Divisions and, ultimately, the
Group. This approach removes the need for future
correlations or scenarios to be precisely predicted as
all risks are stressed to the extreme, and accounted
for within the risk profile agreed for each business and
Macquarie in aggregate.

Despite historically high volatility of global markets
over the course of the downturn, the shocks stipulated
in market risk scenarios for price, volatility and
business specific risks were typically greater than
observed daily movements.
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Limits are approved by senior management with
appropriate authority for the size and nature of the risk,
and remain the ultimate responsibility of the business.
Macquarie adheres to a ‘no limit, no dealing’ policy. If a
product or position has not been authorised by RMG,
then it cannot be traded. Material breaches of the
approved limit structure are communicated monthly to
the Macquarie Bank and Macquarie Group Boards.

RMG sets three complementary limit structures:

— Contingent loss limits: worst case scenarios
that shock prices and volatilities by more than has
occurred historically. Multiple scenarios are set
for each market to capture the non-linearity and
complexity of exposures arising from derivatives

— Position limits: volume, maturity and open
position limits are set on a large number of
market instruments and securities in order to
constrain concentration risk and to avoid the
accumulation of risky, illiquid positions

— Value at Risk (VaR) Limits: statistical measure that
determines the potential loss in trading value at both
a business and aggregate level.

The risk of loss from incorrect or inappropriate pricing
and hedging models is mitigated by the requirement
for alt new pricing models to be independently tested
by the specialist Quantitative Applications Division
within RMG.

Aggregate measures of market risk

Aggregate market risk is constrained by two risk
measures, VaR and the Macro-Economic-Linkages
(MEL) stress scenarios. The VaR model predicts the
maximum likely loss in Macquarie's trading portfolio
due to adverse movements in global markets over
holding periods of one and ten days. The MEL
scenario utilises the contingent loss approach to
capture simultaneous, worst case movements across
all major markets. Whereas MEL focusses on extreme
price movements, VaR focusses on unexceptional
changes in price so that it does not account for losses
that could ocour beyond the 99 per cent level of
confidence. For this reason, stress testing remains the
predominant focus of RMG as it is considered to be
the most effective mechanism to reduce Macquarie’s
exposure to unexpected market events.

Macro-Economic-Linkages

MEL calculates Macquarie's total market risk exposure
to global market stress test scenarios extrapolated
from historical crisis events and global market
corelations. Each stress test scenario includes a
primary shock to one of equity, foreign exchange,
energy or interest rate markets as well as cross-market
effects in corporate margins, metals and commodities.
MEL is Macquarie’s preferred internal measure of
aggregate market risk because of the severity of the
shocks applied and the ability for scenarios to develop
with changing market dynamics. MEL is monitored
and reported to senior management daily and regularly
reviewed by RMG to ensure the measure remains
appropriate for changing market conditions and the
risks to which Macquarie is exposed.

The ‘Market Contagion' scenario, typically the most
conservative of the MEL stress test scenarios,
accounts for all the significant markets to which
Macquarie is exposed. The assumptions in this
scenario are considerably more severe than the
conditions that have prevailed throughout the
Global Financial Crisis. The ‘Market Contagion’
scenario measures the impact of an instantaneous
equity market crash of 15 to 30 per cent as well

as additional shocks to foreign exchange, metals,
interest rate, energy, agricultural commodity and
credit markets. Macquarie’s exposure to the ‘Market
Contagion’ stress test scenario remained low
throughout the financial year. The average exposure
to the MEL stress test scenario represents less than
two per cent of total equity.



VaR

VaR provides a statistically based summary of overail
market risk in Macquarie. The magnitude of VaR
reflects changes in positions as well as changes in
market volatility and correlations and enhancements
to the model. The integrity of the VaR model is tested
regularly against daily profit and loss.

The VaR model uses a Monte Carlo simulation to
generate normally distributed price and volatility

paths for approximately 1,400 benchmarks, using
volatilities and correlations based on three to ten years
of historical data. Emphasis is placed on more recent
market movements to more accurately reflect current
conditions. Each benchmark represents an asset at

a specific maturity, for example one year crude oil
futures or spot gold. The benchmarks provide a high
level of granularity in assessing risk, covering a range
of points on yield curves and forward price curves, and
distinguishing between similar but distinct assets; for
example crude oil as opposed to heating oil, or gas
traded in different locations. Exposures to individual
equities within a national market are captured by
specific risk modelling incorporated directly into the
VaR model.

As market conditions improved, overall trading
activities have increased over the past 12 months. In
line with historical trends, market risk, as measured by
VaR, has been modest in comparison to capital and
earnings and stable as a percentage of capital. The
graph below shows the daily VaR and the six month
average VaR as a percentage of total equity.

Aggregate Value at Risk
Value at Risk (1-day 99% confidence interval) m
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VaR figures for year ended 31 March
2010 2010 2010 2009 2009 2009

Average Maximum  Minimum Average  Maximum Minimum
Equities 6.66 20.92 2.80 5.79 16.41 3.27
Interest rates 4.34 6.65 3.09 5.25 10.04 2.52
Foreign exchange and bullion 3.59 10.50 0.57 5.00 14.97 1.49
Commodities and energy 1095 . 16.98 5.37 9.06 17.04 5.48
Aggregate 14.26 26.70 6.06 13.01 24.17 9.28

Trading revenue

The effectiveness of Macquarie’s risk management
methodology can be measured by Macquarie's daily
trading results. Particularty during periods of high
volatility the small quantity and magnitude of daily
losses incurred by Macquarie is indicative both of an
effective risk management framework and business
operations focused on servicing client needs.

Macquarie’s market risk trading activities are based

on earning income from spreads, franchise businesses
and client flows. Trading income is predominantly
derived from client franchise activities rather than
outright proprietary trading activity.

Macquarie’s trading approach has shown consistent
profits and low volatility in trading results whilst allowing
growth in those markets where significant gains can be
realised. This is evident in the histogram below which
shows that Macquarie made a net trading profit on

217 out of the 260 trading days (2009 results: 200 out
of 260 trading days).

Non-trading market risk

Macquarie also has exposure to non-traded interest
rate risk, generated by banking products such as
loans and deposits. Interest rate exposures, where
possible, are transferred into the trading books of
Group Treasury and managed under market risk limits.
However, some residual interest rate risks remain in the
banking book due to factors outside the interest rate
market or due to timing differences in accumulating
exposures large enough to hedge. These residual
risks in the banking book are not material but are
nevertheless monitored and controlied by RMG and
reported to senior management regularly.

Daily trading profit and loss
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Economic capital

Macquaris has developed an economic capiial modal
thatis used o gquentify Macouarie's aggregate level of
risk:

Theeconormic framework complements the
management of Specific risk types such a8 squily,
credit, market and-operational isk by providing an
aggregate view of the risk profile of Macquarie.

The sconomic capital model is used to support
business decision-making and has three main
applications:

~capital adequacy assessment:

—~ sk appetite setting

~ rigk-adjusted performance measursment.

Meacguarie assesses capital adeguacy for both
Macguarie Group and Macquarie Bank. In each case,
capital adequacy is assessed on a regulatory basis
and on'an economic basis, wut’n capital requirernents
asssssecx as fuﬁows

; Emnomnc Regulatory
internal model; - Capital to cover risk-
covering just weighted assets and:
exposures of the  regulatory deductions;
““Banking Group - according 1o APRAS
: banking prudential
: standards
Macquarie - Internal model, - Bank regulatory
Group: i covering all capital requirerment as
L exposures of above plus sconomic
Macquarie capital requirerment
Group of the Non-Banking
8 entities

Economic capital sdeguasy freans ahintemd

rtof capital adequaty, designed 1o enswe
Macquare has sufficient capital to absorb potential
losses and provide creditors with the required degree
of protecton.

Potentiallosses are quanified using the Economic
Capital Adequacy Model (ECAM) These polential
losses gre compared to the capital resources availeble
to absort-loss, consisting of book squity and gligible
hybrd souity, Earnings are also available to absorl
fogses, nowever only 4 fraction of potential earnings is
recognised as a buffer against losses.

The ECAM. quantifies the following tyoes of risk:

<~ pperational tisk
— traded market risk,

The ECAM also covers insurance underwriting isk;
nonstraded Interest rate risk and the sk on assets
neld as part of business operations, e.g. fixed assets,
gooawill, intangible assels, capitalised expenses-and
certain minority stakes In associated companies of
stakes injoint ventures:

The overall regulatony capilal recuirement of the non:
banking entities within Macquars agresd with APRA

is determined by the ECAM, as nioted in the preceding
table; The regulatory capital adequacy of Macguarie as
at 31 March 2010 s set out elow,

: Reg atory capital position

Barking Group 2 Non-Banking Group B Capital Suplus 2

Minimum Regulatory Capital -
Requirement

Buffer for Volatiity, Growih
and Sirategic Flex

Regulatory Capital Position
asal 3t March 2010

Hacouare Group Lirited and s subsiciaries

FRRCGHBrS SO Ry

Risk Management Report
cominuead

ory capiial surplus e
surplusis set aside 25 g buffer
dmerq of capit ai aaequa

ot*arecy exipility:

Dwng tbe year, the foreign nxohange nedging policy.
was 13 the ISt Ly of Mac@uane

Theresult am change in Australian
doiiar valug of the i Chinthe
g G Ve 8 compons
of regulaionry ca;mai. This-offsets the mﬂespond&ng

movement in the capial fequwémen{s of ﬁnese, :
nvastments;

The Tier 1 and iotal capit éi vatios for tﬁe Baf{k‘ng

i Refevant policies

T rumercus-Ma

s}eﬁ titihe pfinc
mgnmen* £

prf)posc-czf fransachon’
properly ang will ot
fiskaforMacauarie in

ac{zuszed returms

At ’\A%w 'ane pranosals 5@5&56‘@“’%@? e deat
S5555 must contain an analysis of
These retums are caﬁsvdnrec
fwithother micxva &
Executive Commmit fol s} a,ggesmg these
proposals; Pchrevsno anapprophiate retum for the
additional rsk that is proposed is a key § Hous in
deoidmg whether 10 gccept the rsk:

Groupy ag at: 31 March 2010 were 17, :;xer centan
13.3 per oent reupecgtwem

The capital adequacy resulls are reported {0 the Board

and senior management on a regular basis, together
with projections of capiisl adequacy under a range:of
Scendrsos

Bisk appetite is the nature and amount of tigk that
the Group s wiling o accept. Al Macqlare, this is
a,xpzaased through the Board approved: () aggregate
and specific risk limits; (i) relevant policies; and.

{iiy requirerment to consider risk adjusted retums:

“The Board reviews Macdquaris's 1isk appetite and

approves the Global Risk:Limit as partof the anrial
corporate s*raiegy r&view process, :

imits ;
These consist of specific visk irmits given fo various
bisinesses and products orindustry sectors and also
2 Global Risk Limit which constrains the
ieve! of rsak The Global R:sk ,mh issel

wihich is discussed below, msasures usags against this
lipnit,

nsceondance with Mecduare's 'neiimits, no deal
approach; individual oredit and eqiity exposires miust
ftwithin appr | counterparty imits: Market risk
SXposUres are governed by 8 sulte of individual and
portiolio limits:

agqregage nsk a@pea;te is *he RbkAppetfte Test: This
isa Mac,quans wice stress testin wmch asevers
sounomic downtumn bcenano is considersd. Potential
Iosses are compared to the Giobal Risk Limit which

comprises the mdertymg earnings Macquarie Is fikely

o genera%e c%owwmm plus surplus regulatony
capctai

Dewntdrn farward earmngs capaciy i estimated by

the operating Groups and divisions with reference to
Scenario provided to them by

Aggrega‘ie\risk is broken down into two categories:

L Business risk: meaning dedling in sarmings through
delsnoration in volumes and rgtr‘s due o market
condmons

— Pokmtra! losses; including pogermai creditiosses;

wilte-downs of eguity investments. operational risk
“osses and losses on trading positi

Business sk s daplured by the differen

case and downturm earnings estimates. Potential

losses are qual using & version of the economic

cepital model,

A principal use of the Risk Appeiite Test is in seifing

} 1S L L) This fimit constrains
Guarie’s aguregate level of rsk arising from

pmcapai s,rum poaﬁohs manageoﬁmd Hoidmgs

%izea toernsure th
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53 ve%l asmeasuring rsk-adiusted returns for deals
asnoted above, risk-adiusted perdormancs matrics
for'eathbusiness unit are prepared on:a regularbasis
and distributed to Operations Review Committes and
the Board ais well a8 1o business units. Riskeadjusted
performance metrics for sach buSiness unit ars a
significantinput into performance based remunetation;

Liquidity risk

The two primary external funding vehicles for
Macqgliatie are Macquare Group Limited (MGL) ‘and
Marqguarie Bank Limitec {IMBL). MGL provides funding
principally to the Non-Banking Group and limited
funding to some MEL subsidiaries. MBL provides
funding toihe Banking Gr%p arc% provides anintra:
group foanto MGL

The highilevel funding fesétianshipsof Macguarie s
shown in the diagram below.

\Aabquarieé liquidity risk management framework

snsures that both MGL and MBL are able to meet their

‘undmg requrremems as they fall due unider a range.of
market conditions.

Liquidity management is performed centrally by
Group Treasury, with oversight from the Asset and
Ligbility Committes and BMIG. MGL and MBL liguidity
policies are approved by the respective Boards after
endorserment by the Asset and Liability Committes.

The Asset and Liability Committes includes the
Managing Director and Chief Executive Officer, the
Chief Financial Officer, Head of BMG, Treastirer and
Operating Group Heads.

RBMG provides independent prudential oversight of
liguidiity risk managsment, snciudmg the independent
validation of iquidity scenaric assurnptions, liguidity
“policies, and the required funding maturity profile.

Macquarie Group - high level funding relationships

MGLpr S funding p drantly 1o the Mon-
Banking G mup As such, the MGL liouidity policy
cullines the liguidity requirements for the Non-Banking
Croup. The keyregulrement of the pol

is:ableto mestall:of its iiquidﬁy obligations an g daily
basis and:during'a pericd: of fiquidity stiess; a 12
month perdod With ne access tofunding markets and
with-only 2 limited ripact on franghi

Reflecting the longer term nafure of the Non-Banking
Group-asset profile; MGL s funded predominanthswith
amixture of capital and:long-term wholesale f
MGLbas no shorf-terrm wholesale funding:

The MBL liguidity policy outines the iquidity
requirements for'the Bankmg Group. The key
requirement of the policy is that MBLis able to meet
alt of its liguidity obligatio oq a dally bagis and during
2 period of fiquidity sttess: a 12 monih period o
constrained access te funding markets and with only a
firmited impaict on franchisebusinesges,

MBL s furded mam{y by capttaf long-term lisl
and deposits:

Thie fiquidity managament principles apply to both
MGL and MBL and include the following:

Liquidity and funding management

~ Al ficuidity vecuirements are managed centraly by
Group Treasury

-~ Liguidity risk is:managed hrough sefting limits an
the matunty profile of assets and liabilities

— A Liguidity Contingency: Piar'c is appmved by the
Board and reviewed penodwaﬂy :

Za fundmg strategy i prepa:ed annuaﬂy
—internal pricing mmrporates licuidity costs, berefits
and risks'to ahgn risk- takzng sotivities with M{L iciity

sk axpasurss \\

foe Dwers&ty and stabuifty of fundwg s.uurr*es isakey

pr;orr{y

Hotra-group foan ED@bt and equity

Maoguarie: Group L

2040 Mrnus Feport RSN oMy

Rfsk Management Report
ontinued

Ligidity imits

= Term assets st be lunded by termy iabilides

— Cash:and liquid assets are 5
T2 monihsiress soenaro

— Cashand iquid assets hisld to mget siress
sCenarios must be unencumbered; high quality
fiquid assets and cash

ficient locover s

=~ Short-term assets exceed short-tern wholegale
liatiilitles,

Seenario snalysis is vental 1o Macguade’s iouidity
fskK managementframework Group Treasiny micdels
anumber of liguidity scenados covering both market:
wide ¢rises and finm-speoific orises: The objective of
this modelling s toensurs MGL and MBLs sbility to
meet all repayment obligations under sach scenario
and determine the capacity for asset growth. The
modeliing includes 12 roonth liquicity scenarios
significantly more Severs than the csmdmons thathave
been expeﬁenced since August 2007;

Scenarios a1 un over anumber of umeframas and
arange of congervalive assurmptions ars used With
regard fo access fo capital markels) deposit outfiows;
contingent fumdwg requ&ramemh and assei sales;

Ll M'W &w&dw

Gmup Treasury rnaiitaing a puﬁfdto of hzghiy licyct

unencumberad assets in Both MGL ahd MBL o'
ensre adequate kquxdw is available in all funding
eovironments; snc}udmg worst case conditions. The
Fminicum figuid asset requirement is caltulated from
scenatio prdjesmms and also wmpuss with regulatory
msmmum requsreman’zs

To defsrmms the mammum Jevel of hquxd gssets;
reference is mads (o the expected minimur cash
requirermient during a corhbined markel-wids and firm-
specific crisls scenario overa 12 mcmm trmeframa
This scenario/assumesino awes& o new fwdmg
soufces, a %tgmﬁcam fossiof depm&;ts and contingent
funding outfiows resulting from GRS
market moves on derfvatives and oiber a{grned
positions) The Size of the liquid dsset portfolic miist

always exceed the mnimiun cash retiuiremmient as
calculated i this modst

The liquid asset portfolio. containg only unencimbered
assets that gan be relied onto maintain their iguldity
in e onisis scenaio. Bt least 90 per cent of the figlid
assets portfolio held 1o mestthe minimum iould ss5et
reguirement must be repo sligible with & central bank,
The remalning 10 psr centmust be soproved by
Group Treasury ang RVIG before inclusion in
asset porifolio, As 8t 31 Marg
the fiquid asset portfolio was eligibl
witti ceriral banks:

Theliguid asset portfolic typically includes
unencumbered cash and central bank repo sligible
Government, Semi-Government, Supranational,
goverriment guaranteed bank and unguaraniteed
bank secunities and AGA rated Ausirslian residential
miortgage backed sectrities: In addition; e portiolio
inciudes other very short dated; high quality liguid
assets such as A-1+ raied Australian residential
mortgage backed commercial paper.

The liquid asset portiolic is largsly denominated and
held in Ausiralian dollers and 10 3 lesser extant In 15
dollars.or ofber cumencies where appropy

Group: Treasury miaintaing & iguidity: continigency plan.
The fiquidity.contingsncy plan applies 1o the entirs
Macquarie Group and defines roles and responsibiities
and actions' to be taken in a liouidity event: This
includes ideritification of key infarmation requirements,
and appropriate communication plans with both
internal and external parties:

Specifically, the plan details factors that may constitiie
a orisis, the officer résponsitle for enacting the
contingency mandgement; a comymitiee of senior
exgcutives who would be responsible for managing a
Grigis; the irformation required to sffectively manage

a crisis; & public relations strategy, & high level check
list of actions to be taken, and contact lists ta facilitate
promipt cormunmcation with &l key interal and
external stakeholders. The fiquidity contingency plar
is subject o reguler review (at least annually) by both
Groug Treasury and RMG and is submitted 1o the
Bloard for approval.

Famding Wan

Arvinterral funding transfer pricing sysLm isin place
wiHich aiims 1o align businesses with the overalf finding
stiaiegy of Macquarie. Under iis system the cosls

of fong- and short-terrm funding are charged out, and

woredits are miade (o operating divisions that prawde

long-term stable funding:

Legal and compliance risk

Macauare actively manages egal ami"ompnanoe
1isks 1o is businesses globally. Legal and compliance
risks inciide the risk of breachies of applicable laws
and regulatory requirements, actual or perceived
breacties of obligations to clients and counterparties,
unenforceability of counterparty obligations and

the insppropriate docurnentation of contractual
relationships:




RMG assesses compliance risk from a Macquarie-wide
perspective and works closely with legal, compliance
and prudential teams throughout Macquarie to ensure
compliance risks are identified and appropriate
standards are applied consistently to manage

these compliance risks. The development of new
businesses and regulatory changes, domestically and
intemationally, are key areas of focus within this role.

Each of Macquarie's businesses is responsible for
developing and implementing its own legal risk
management and compliance procedures. RMG
performs an oversight role to the divisional compliance
staff to ensure appropriate standards are adhered

to. During the course of the year, a Macquarie-wide
General Counsel position was created. The appointed
General Counssl is responsible for Macquarie’s legal
functions globally, including oversight of Macquarie’s
strategic initiatives and significant legal risk and
reputation issues. The General Counsel reports directly
to the Managing Director and Chief Executive Officer.
Reputation risk

Al activities have elements of reputation risk
embedded. Managing reputation risk is an essential
role of senior management as it has the potential to
impact earnings and access to capital. Macquarie
seeks to manage and minimise reputation risk
through its corporate governance structure and risk
management framework.

Macquarie operates under a strong corporate
governance structure consistent with the regulatory
requirements of various regulators including the
Australian Securities and Investments Commission
(ASIC) and APRA. Goals and Values incorporating a
clear code of ethics are communicated to all staff and
Integrity Officers are in place to deal with potential
issues of integrity.

Business units take ownership of risk, including
reputation risk. In addition, a robust, independent
risk management framework incorporates active
management and monitoring of risks arising within
Macquarie. The implementation of this framework by
RMG is a major mitigant to reputation risk.

The various policies, procedures and practices in place
aim to minimise reputation risk and regular reporting to
the Executive Committees and Boards includes detail
on reputation risk issues as appropriate.

The direct financial losses arising from reputation risk
(such as breach of mandates and regulatory fines) are
taken into account in the operational risk capital model.

Internal Audit

Internal Audit provides independent assurance to
senior management and the Board on the adequacy
and effectiveness of Macquarie’s financial and risk
management framework. Internal Audit forms an
independent and objective assessment as to whether:
risks have been adequately identified; adequate
internal controls are in place to manage those risks;
and those controls are working effectively. internal
Audit is independent of both business management
and of the activities it reviews. The Head of Intemal
Audit is jointly accountable to the BACC and the Head
of RMG, has free access at all times to the BACC and
cannot be removed or replaced without the approval of
the BACC.

Baset Il

Macquarie Bank is accredited under the Foundation
Internal Ratings Based Approach (FIRB) for credit
risk, the Advanced Measurement Approach (AMA)
for operational risk, the internal model approach for
market risk' and the internal model approach for
interest rate risk in the banking book.

These advanced approaches place a higher refiance
on a bank’s internal capital measures and therefore
require a more sophisticated level of risk management
and risk measurement practices.

Regulatory developments

In response to the recent events of the global financial
crisis, regulators worldwide are proposing to enhance
their prudential standards. The proposed changes
include more stringent qualitative and quantitative
requirements to enhance the resilience of financial
institutions under stressed market conditions.

The proposed regulatory changes are likely to result
in higher capital and tighter liquidity requirements for
the banking sector. Macquarie continues to monitor
regulatory and other market developments, and
remains well capitalised and well funded.

' Standard approach applied for specific risk on
debt securities
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In accordance with a resolution of the Voting Directors
(the Directors) of Macquarie Group Limited (MGL),

the Voting Directors submit herewith the income
statements, statements of comprehensive income,
statements of changes in equity and the statements of
cash flows for the year ended 31 March 2010 and the
statements of financial position as at 31 March 2010
of MGL and its subsidiaries (consolidated entity) at the
end of, and during, the financial year ended on that
date and report as follows:

Voting Directors

At the date of this report, the Voting Directors of
Macquarie are:

Non-Executive Voting Director
D.S. Clarke, AO, Chairman’

Executive Voting Director

N.W. Moore, Managing Director and Chief Executive
Officer

Independent Voting Directors

M.J. Hawker?

P.M. Kirby

C.B. Livingstone, AC
H.K. McCann, AM®
J.R. Niland, AC
H.M. Nugent, AO
P.H. Warne*

On 31 August 2009, Mr Clarke resumed full duties
as Chairman following a leave of absence which
commenced on 27 November 2008.

Mr Hawker was appointed to the Board on 22 March
2010.

Mr McCann was appointed Acting Chairman of MGL,
Acting Member and Acting Chairman of the Board
Nominating Committee and Acting Member of the
Board Remuneration Committee during Mr Clarke's
absence (27 November 2008 to 30 August 2009).

Mr Warne was Acting Chairman of the Board Risk
Committee from 27 November 2008 and was
appointed Chairman of the Board Risk Committee on
27 August 2009.

Gther than Mr Hawker, the Voting Directors listed
above each held office as a Voting Director of
Macquarie throughout the financial year ended
31 March 2010. Those Voting Directors listed as
Independent Directors have been independent
throughout the period of their appointment.

Mr L.G. Cox was an Executive Voting Director from the
beginning of the financial year untit his retirement on
29 July 2009.

Details of the qualifications, experience and special
responsibilities of the Voting Directors and qualifications
and experience of the Company Secretaries at the
date of this report are set out in Schedule 1 at the end
of this report.



Voting Directors’ meetings

The number of meetings of the Board of Voting Directors of Macquarie {the Board) and mestings of Committees
of the Board, and the number of mesetings attended by each of the Voting Directors during the financial year is

summarised in the tables below:

Board meetings
Monthly Board meetings Special Board meetings
12 7
Eligible Eligible
to attend Attended 1o attend Attended
D.S. Clarke' 12 7 7 2
N.W. Moore 12 12 7 7
L.G. Cox? 3 3 4 3
M.J. Hawker® 1 1 - -
P.M. Kirby 12 12 7 7
C.B. Livingstone 12 " 7 7
H.K. McCann 12 12 7 7
J.R. Niland 12 12 7 7
H.M. Nugent 12 12 7 7
P.H. Warne 12 12 7 7
Board Committee meetings
Board Auditand Board Corporate Board Board
Compliance Govemance Nominating Remuneration Board Risk
Committee Committee Committee Committee Committee
meetings meetings meetings meetings meetings
8 5 4 20 4
Eligible Eligible Eligible Eligible Eligible
to to to to to
attend Attended _ attend Attended _attend Attended _attend Attended attend Attended
D.S. Clarke' - - - - 4 2 20 10 4 3
N.W. Moore - - - - - - - 4 4
L.G. Cox? - - - - - - - 1 1
M.J. Hawker® - - - - - - - - 1 1
P.M. Kirby 8 8 5 5 - - - - 4 4
C.B. Livingstone 8 8 - - 4 4 - - 4 3
H.K. McCann 8 7 5 5 2 2 9 8 4 4
J.R. Niland - - 5 5 - - 20 20 4 4
H.M. Nugent - - - - 4 4 20 20 4 4
PH. Warne 8 8 - - - - 20 19 4 4

Mr Clarke was granted leave of absence from 27 November 2008 to 30 August 2009 dus to iliness. Since
resuming full duties on 31 August 2009, Mr Clarke has attended all Board, Special Board, Board Risk Committee
and Board Nominating Committee meetings and nine of ten Board Remuneration Committee meetings.

Mr Cox retired as an Executive Voting Director on 29 July 2009,
Mr Hawker was appointed to the Board as an Independent Voting Director on 22 March 2010.

There were two Board Sub-Committee mestings. The first meeting was attended by all of its members, being
Mr McCann, Ms Livingstone and Mr Moore and the second meeting was attended by all of its members, being
Mr Clarke, Mr McCann, Ms Livingstone, Dr Nugent, Mr Warne and Mr Moore.
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Principal activities

The principal activity of the Company during the
financial year ended 31 March 2010 was to act as

a non-operating holding company (NOHC) for the
consolidated entity. The activities of the consolidated
entity were those of a financial services provider of
banking, financial, advisory, investment and funds
management services. In the opinion of the Voting
Directors, there were no significant changes to the
principal activities of the consolidated entity during the
financial year under review not otherwise disclosed in
this report.

Result

The financial report for the financial years ended

31 March 2010 and 31 March 2009, and the results
herein, have been prepared in accordance with
Australian Accounting Standards.

The consolidated profit from ordinary activities after
income tax attributabie to ordinary equity holders
for the financial year ended 31 March 2010 was
$1,050 million (2009: $871 million).

Dividends and distributions

Subsequent to year end, the Directors have
annaunced a final ordinary dividend of $1.00 per
share unfranked, in relation to the financial year ended
31 March 2010. The final ordinary dividend is payable
on 2 July 2010.

On 16 December 2009 MGL paid an interim ordinary
dividend of $0.86 per share unfranked ($287 million
in aggregate) in respect of the financial year ended
31 March 2010.

On 3 July 2009 MGL. paid the final dividend of

$0.40 per share ($122 million in aggregate) in respect
of the financial year ended 31 March 2009.

The final dividend of $1.00 per share unfranked brings
the total dividends for the year to $1.86 per share
unfranked, and the dividend payout ratio to 60 per
cent, consistent with the previously stated policy.

No other dividends or distributions were declared or
paid during the financial year.

State of affairs

There were no other significant changes in the state
of the affairs of the consolidated entity that occurred
during the financial year under review not otherwise
disclosed in this report.

Review of operations and financial result

Consolidated net profit after income tax attributable to
ordinary equity holders for the year ended 31 March
2010 was $1,050 million, a 21 percent increase from
$871 million in the prior year.

The effective tax rate for the year ended 31 March
2010 was 16%, up from 2% in the prior year. The
increase was largely due to a lower level of write-

downs and impairment charges in the year to

31 March 2010 compared to the prior year.

The effective tax rate before the impact of write-downs
and impairment charges is relatively stable compared
to the prior year.

The year ended 31 March 2010 included significant
write-downs, impairment charges, net equity
accounted losses ($854 million), negative fair value
adjustment on fixed rate issued debt ($255 million),
gains from liability management (Macquarie income
Preferred Securities, $127 million and subordinated
debt, $55 million) and gains from fund initiatives
totalling $539 million. During the year the consolidated
entity acquired Tristone Capital (August 2009), Fox-Pitt
Kelton Cochran Caronia Waller (November 2009),
Blackmont Capital (December 2009) and Delaware
Investments (January 2010}.

Earnings per share increased from $3.10 in the prior
year to $3.20 for the year ended 31 March 2610. The
final dividend of $1.00 per share unfranked, brings the
total dividends for the year ended 31 March 2010 to
$1.86 per share unfranked, up from $1.85 per share
in the prior year, and resulted in a fult year dividend
payout ratio of 60 percent.

In May 2009 the consolidated entity undertook a
$540 million capital raising via an institutional private
placement, and in June 2009 completed a $669
million share purchase plan. These capital initiatives,
combined with the increase in profit attributable to
ordinary equity holders, resulted in a return on equity
for the year ended 31 March 2010 of 10.0 percent, up
from 9.9 percent for the prior year.



Total operating income for the year ended 31 March
2010 was $6,638 million, a 20 percent increase on
the prior year’s operating income of $5,526 million.
The main drivers of this change were increased
operating income from Fixed Income, Cumencies

and Commodities and the cash equities business in
Macquarie Securities Group, combined with an overall
reduction in the level of write-downs, impairment
charges and net equity accounted losses.

Total operating expenses for the year ended 31 March
2010 were $5,344 million, an increase of 18 percent
from $4,537 million in the prior year. The change was
largely driven by a 31 percent increase in employment
costs, which aiso resulted in an increase to the
compensation ratio from 40.7 percent in the prior year
to 42.9 percent for the year to 31 March 2010.

Assets under Management (AUM) of $325.7 billion

at 31 March 2010 increased 34 percent from

$243.1 billion at 31 March 2009. The increase was
driven by Macquarie Funds Group's acquisition of
Delaware Investments, which added $151.1 billion to
assets under management at 31 March 2010. This
was offset by a reduction in AUM due to fund initiatives
including Macquarie Airports, Macquarie Infrastructure
Group and the sale of Real Estate assets to Charter
Hall. The strengthening of the Australian dollar against
major global currencies resulted in lower asset values
for offshore assets.

Review of financial position

The consolidated entity's liquidity risk management
framework operated effectively throughout the year
ensuring funding requirements were met and sufficient
liquidity was maintained, despite the challenging credit
market conditions. Cash and liquid assets decreased
from $30 billion at 31 March 2009 to $22 billion at

31 March 2010. Cash and liquid asset holdings now
represent over 30 per cent of the consolidated entity's
net funded assets.

The consolidated entity’s capital management policy
is to be conservatively capitalised and to maintain
diversified funding sources in order to support
business initiatives, particularly specialised funds and
offshore expansion, whilst maintaining counterparty
and client confidence.

As an Australian Prudential Regulation Authority
(APRA) authorised and regulated NOHC, Macquarie is
required to hold adequate regulatory capital to cover
the risks for the whole Macquarie Group, including

the Non—Banking Group. APRA is still developing its
policy framework for supervising NOHCs. Macquarie
and APRA have agreed an interim capital adequacy
framework for Macquarie, based on Macquarie
Group's Board-approved Economic Capital Adequacy
Model and APRA's capital standards for ADIs. This will
apply until APRA's capital rules for NOHCs are finalised
and implemented.

Macquarie Group's capital adequacy framework
requires it to maintain minimum regulatory capital
requirements (‘Level 3 MCR') calculated as the sum of
the dollar value of:

— MBL's minimum Tier 1 capital requirement, based
on a percentage of risk weighted assets (RWAs)
plus Tier 1 deductions (using prevailing APRA ADI
Prudential Standards)

— The Non-ADI Group capital requirement, using
Macquarie Group's Economic Capital Adeguacy
Model adjusted for the capital impact of
transactions internal to the Macquarie Group.

The consolidated entity has satisfied its externally
imposed capital requirements throughout the year. At
31 March 2010, the Macquarie Banking Group had a
Tier 1 Capital Ratio of 11.5 per cent and a Total Capital
Ratio of 13.3 per cent. The consolidated entity remains
well capitalised with $4.0 billion of eligible capital in
excess of the Level 3 MCR.

Events subsequent to balance date

Following approval by unitholders on 22 April 2010,
investments in the Macquarie Cash Management
Trust (CMT) will be converted to an at call account
with Macquarie Bank. The conversion is scheduled
to take place in July 2010. At the current time, total
funds under management in the Macquarie CMT are
$10 billion. The funds transferred to the consolidated
entity will form part of the consolidated entity’s overall
funding pool.

At the date of this report, the Directors are not aware
of any other matter or circumstance which has arisen
that has significantly affected or may significantly
affect the operations of the consolidated entity, the
resuits of those operations or the state of affairs of the
consolidated entity in the financial years subsequent to
31 March 2010 not otherwise disclosed in this report.
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Likely developments in operations and expected
outcomes

While market conditions continue to improve,
continuing uncertainty makes forecasting difficult.

Subject to market conditions, for the year to 31 March
2011 we cumently expect improved operating results
on the prior year for ali of our businesses.

The income statement for the year to 31 March 2011
is likely to be characterised by fewer one-off items as
seen in the second half of this year; a compensation
ratio consistent with historical levels, continued higher
cost of funding reflecting market conditions and high
liquidity levels including the recent CMT/CMA initiative.

The balance sheset in the 31 March 2011 financial year
is likely to be characterised by high cash balances as
a result of the CMT/CMA initiative, which we anticipate
will continue to be deployed across the businesses,
and a level of equity investments at or below existing
levels.

In addition to market conditions, the result for the year
to 31 March 2011 remains subject to a range of other
challenges, including: increased competition across
all markets; the cost of maintaining our continued
conservative approach to funding and capital and
proposed regulatory reform which has the potential to
impact flows to capital markets.

Over the medium term, we remain well placed due

to the global depth and reach of our businesses,

the diversification of our business mix, our strong
committed team with interests aligned to shareholders,
our strong balance sheet, capital and funding position
and effective risk management.

Subject to the continuation of increasing economic
activity across major markets, we expect continued
growth in revenue and earnings across most
businesses over time and continued growth in our
businesses driven by further expansion of our strong
client franchise.



Directors’ Report — Remuneration Report
for the financial year ended 31 March 2010
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Executive summary

Macquarie’s approach to remuneration continues to
deliver long-term shareholder returns by ensuring
continued alignment of the interests of staff and
shareholders, while attracting and retaining high
quality people. This consistent approach has served
shareholders well in recent times, as well as over the
longer term. In the difficutt financial markets of the
past two years, it has also contributed to Macquarie’s
resilience relative to its peers. The Board believes that
this continues to be the right approach.

While its remuneration framework has remained
robust despite unprecedented change in financial
markets, Macquarie revised some specific aspects
of its remuneration arrangements during the year.
The changes place an even greater emphasis on
longer-term incentives but continue to emphasise
performance-based remuneration having regard to
risk. The principles that underpin the remuneration
framework are the same, with Macquarie's approach
measuring up well against recommendations
regarding remuneration practices from regulators
and governments. The changes, which were
overwhelmingly approved by shareholders in
December 2009, alter the delivery mechanism and
the retention and release conditions of Macquarie’'s
deferred remuneration arrangements. The changes
ensure that the key objectives of ongoing retention of
staff and alignment between staff and shareholders
continue to be met. The changes are as follows:

— less profit share delivered as cash
— more profit share deferred
— more retained profit share held as equity

— options replaced by Performance Share Units
(PSU's) with performance hurdles which are
awarded only to the most senior people

— retention arrangements strengthened

— more onerous conditions around the release of
retained profit share on termination.

With the unprecedented change in financial markets
during the past two years, there have been major
changes in the industry landscape, with a number of
Macquarie’s investment banking peers significantly
impacted by the global dislocation. This follows from
widespread redundancies, major firm collapses and
bankruptcies, as well as acquisitions and business
divestments with a number of major firms outside
Austraiia relying on government cash injections to
survive.

The aftermath of the global financial crisis has seen a
rapid strengthening in the market for executive talent in
the financial services industry. The perception by many
financial institutions of a unique window for recruiting
talent, building businesses and increasing market share
has resulted in intense competition globally for proven
talent, which boards across the industry have also had
to take into account.

As in previous downturns, Macquarie has taken
advantage of opportunities arising as a result of
market disruptions with a number of acquisitions of
businesses, teams and individuals during the year.

Despite some increases in fixed remuneration levels
for certain senior personnel to refiect the competitive
market conditions, levels of fixed remuneration
remain relatively low compared to senior roles in
other Australian corporations. This is still considered
appropriate, encouraging executives to take a

more performance-oriented approach. In 2010,

fixed remuneration for Macquarie’s nine Executive
Committee members comprised, on average, only 11
per cent of total remuneration. The remaining 89 per
cent of their remuneration was entirely at risk.

Macquarie's performance-based remuneration is
truly variable and aligned with shareholders® interests,
evidenced in the way the profit share pool is created
through the use of net profit after tax (NPAT) and return
on equity (ROE) measures. For a given level of capital
employed, total profit share rises or falls with NPAT.
Macquarie's total profit share pool increases with
performance and no maximum ceiling is imposed. This
aligns shareholder and staff interests and provides the
strongest incentive to staff to continuously strive to
maximise long-term profitability.

Performance-based profit share is allocated to
Macquarie's businesses and, in turn, to individuals
based on performance. Performance is primarily
assessed based on relative contribution to profits
while taking into account capital usage and risk
management. This results in businesses and individuals
being motivated to increase earnings and to use
shareholder funds efficiently, consistent with prudent
risk-taking. In addition, other qualitative measures are
used in assessing individual performance, such as:
how business is done; governance and compliance;
long-term sustainability; people leadership and
adherence to Macquarie’s Goals and Values. Staff are
motivated to work co-operatively given that their profit
share will reflect Macquarie’s overall performance,

the relative performance of their business and their
individual contribution.




“The Board and management aiso seek to ensure that
remuneration for staff whose primary rals is risk and
finaricial control, including the Chisf Risk Officer and
the Chief Financial Officer, preserves the indspendence
of the function and rmaintzing Macquarie’s robust sk
management framewmk

Profit shaeis ée&mered ﬁ'*ways thatiencourage a
foriger-lenm o tive ande i
sharehciders ‘onger ~term interests and staff ret
Indurn; this encourages staff fo maximise profit
without sxposing Macauaris 1o risk or behaviours that
jeopardise long-term profitability or reputation.

Underihe revised remuneration arangsments; 50 per
cent (65 per cent for the Managing Divectorand

Chief Executive Officer) of sach Executive Commitiee
rmembers! and Designated Executive Directors™
annual gross profit share aligcation is retained and
vests from years three 1o seven, subject to restrictions,
‘Petained amounts are fully invested in a combination
of Macquars ordinary shares and notionally in
Macquarie-managed fund equity to reflect an individual
exscuives: respons:bmﬁes and tostrengthen alignment
with Maoguarie and Macquarie-managed fund
secumyho&dgrs interests:

‘Option grants have been suspended and, in the case
of the Executive Commitiee only, replaced by PSUs,
PSUs vest in three tranches after two, three and four
years only if challenging performance hurdiles are met.
Waicquiarie prohibits staff from hedging:

-~ shares heid to sausfy the minimum snarersoldmg
requrrenm

- shiares 1o be delivered under the new equity plan,
the Mecquarie Group Employes Retained Equity
Plan (MEREP)

= shares heid under the Executive Commitiee Share
Acguisition Plan

== unvested options:

Executive Directors who ere members of Operations
Feview Committee and others who have a significant
roanagement or risk responsibility in the organisation.

Executives are requiredt to conduct tradingin
Macquanis ordinary shares only during designated
trading windows.

A departing Executive Director’s unvesied retained
profit share is only paid out in the case of genuine
retirernent, redundancy or iy certain other limited
exceptional croumstances, and is forfelted in stages
ifa ‘discualifying event occlirs within baro years: of
leawing, For example; the payment of a:d ting

Executive Direciors retained profit share will be subject

to forfeiture it itis found that the individual has acted
e way that damages Macguarie, including but not
fimited to action or inaction that leads to-a material
financial restatement, a significant financial loss or
any significant reputational harmto Macquarie orits
businesses.

The remuneration appraacm is managea via strong
governance structures and processes. Conflicis
of interest ars managed proactively and assiduoushy.
The Board Remurierationy Gormmittes (BRC) makes
recomimendations to the Non-Executive Directors of
the Board on key 'decisions that have beer delegated
to'the BRC, ;

Non-Executive Director fees dre setinling

with market rates. for relevant Austraflan financial
organisations and reflect the time.cormmitment
and responsibiiiies involved within the shareholder
approved aggregate lirmit: :

This oﬁerau approach o remuneration has
contributed: tc strong shareholder returns over
time)
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Macquarie’s remuneration siralegyis desigred
toensure our pesple are focused on generating
outsianding Shareholder value over the fong term and
are rewardsd-in fine with the outcomes thay dehisve,
This broad strategy bas beenin placs ance ihs
inception of Macouaris; evolving over timeto ensire
the system continues fo mest 1S overiding cbisciives:

The Board of Directors ove s Macguane’s
rermuneration drrangerments) incliding exscuiive
remuneration and the reniuneration of Non-

Executive Voling Biiectors: Thie Board and the Board
Remuneration Commities (BRG) anhugly review the
remuneration strategy o ensure the best outchmes are
delvered for Macouare srd ilts Qrareno iders: boﬁuwhg
this year 'Seview he Board’s wew is fha%'

Thess points are disc detail in sections one o

e olthis Remmaraiim Rapor‘

THis Remumratwsﬂi%eﬂm hasbesn p{ﬁpates in
accardance with the Comorations Act 20071 1CH)
fihe Aoty The Report contains disciosures as.
required by Accounting Standard AASB 124 Relatsd
Barty Disclosures s a@nm“sd by Camsfakcms
Pegulation 2Mi3.03.

Financial information fs;aecf exiensi
Some long-temi tend information Is presented,
ahinough sccounting standards and practices have
changed overtime in partﬁéaf ?%zg;i"mz% this
Report;
=fingncialinformation or Masaﬂaﬁé ieiahﬁr tothe
years:ended 31 March 2008, 31 7.
ST March 2008; 31 March 2009 and
2010'has been presented in accordance with
Australian Accol Standards sguivalent to
international Financiel F{eparmg Szandards {AIFRS)

- ff’xemm} information for Macguarie relating 1o the
“year ended 31 March 2005 has been resiated
inaccordance with AIFRS, with the exception of
ABSE 182 Financial Instruments: Presentation and
A,MB 139 Fnancial Instruments: Recognition and
Mea‘suremam vmwn becamie sffective from 1 April

2005

b ﬁnanciai infannat%bn for rvfacquarie relating to earfier
penod% hasnot been restated in accordance with
CAIFRS, andis therstore, presentsd in accordance
ity the Abatra*kan Accountinig Standa:ds prevaﬁmg
at the firvie;



1 Macquarie’s remuneration framework has remained robust despite unprecedented change in financial

markets

Significant changes in global financial markets resulted in remuneration practices, particularly in the financial services
industry, coming under scrutiny from governments and regulators. These changes are still unfolding in jurisdictions around
the world. In this context, the Macquarie remuneration approach remains robust.

1.1  Global financial markets have seen unprecedented change

1.1.1 Governments and regulators reviewed remuneration arrangements and the industry landscape has been
reshaped following the global financial crisis

200

JP Morgan Chase acquired Bear
Stearns following its collapse,
Bank of America acquired Merrill
Lynch

Lehman Brothers filed for
bankruptcy with most of its
investment banking and trading
businesses sold to Barclays
Babcock & Brown placed in
voluntary administration
Widespread redundancies

by global investment banks
commence, continuing well into
2009 - many relate to closure of
non-core businesses

Many US financial institutions
start receiving significant US
Treasury cash infusions under
Troubled Asset Relief Program
(TARP) - including Goldman
Sachs, Morgan Stanley,
Citigroup and JP Morgan Chase
Several major European
institutions receive assistance
from relevant governments,
including Royal Bank of
Scotland and UBS

2009 - January 2009 - February

FSA (UK) first regulator to
publish a draft Code of Practice
{Code) on remuneration policies
The Code’s overriding

General Principle: Firms must
establish, implement and
maintain remuneration policies,
procedures and practices that
are consistent with effective risk
management

2009 - April

Financial Stability Board (FSB)
published its principles for
sound compensation practices
which were endorsed by the
G20 leaders. Principles were
intended to reduce incentives
towards excessive risk taking

2009 - May

Australian Prudential Regulation
Authority (APRA) releasas first
draft of the revised Prudential
Standard APS 510 and
accompanying guidance,
Prudential Practice Guide
PPG 511

Australian Government requests
Productivity Commission
undertake a review into
executive remuneration
Australian Government puts
forward legislation relating to
executive termination benefits
Australian Government
announces changss to the
taxation of employee share
schemes

UK Government commissions
examination of corporate
governance in the financial
services industry

Regulators in other countries
including Hong Kong, France
and Switzeriand release
guidelines in line with FSB's
principles

Final FSA Code on
remuneration policies published

2009 - October
2009 - June to AUQUSt

Application of FSB principles
through the US Federal Reserve
Bank

Final APRA standards
published - implermentation
date of 1 April 2010
Australian Government
legislation passed by
Pariament, significantly
reducing amount of executive
termination benefits which
can be paid without obtaining
sharsholder approval, to the
squivalent of one year’s base
salary for relevant executives

UK Government examination
of corporate governance

in the financial services
industry published - number
of recommendations relate
to remuneration and broadly
mirror FSA Code

2009 - December

Final Productivity Commission
report makes recommendations
in relation to governance

and accountability of boards
regarding remuneration matters
Australian Government changes
to taxation of employee share
schemes enacted in legislation,
reducing the concessional tax
treatment available for employse
share plans

US - The Wall Street Reform
and Consumer Protection Act -
requiring an annual say-on-pay,
golden parachutes vote, and
new compensation committee
requirements

UK announced an employer-
paid tax of 50 per cent on
bankers’ bonuses greater than
£25,000 paid before 5 April
2010

£1 milion bands

2010 to date

April 2010, Austraiian Government released response to final Productivity Gommission report on executive remuneration

March 2010, UK Government publishes draft regulations under the Financial Services Bill to apply from the 2010 reporting year, including
mandatory disclosurs for all executives receiving greater than £500,000, disclosed in bands of £500,000 up to £5 million and thereafter in

(4!
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Despite the difficult conditions at the beginning of
2009, many financial services firms recovered during
the year as reflected in their financial results, increasing
their ability to offer more compelling pay packages

and their desire to rebuild businesses. Some of the

US banks began to repay their TARP cash injections,
therefore removing themselves from government
restrictions as well as from the public spotlight on
compensation. These banks were then able to offer
more competitive compensation packages. The
perception by many financial institutions of a unique
window for recruiting talent, building businesses and
increasing market share also placed significant upward
pressure on remuneration levels. The recruitment
market strengthened, particularly at the top executive
end of the market where high performers found several
opportunities on offer. This has resulted in intense
competition across the globe for proven talent.
This competition for talent is arguably the most intense
witnessed in Macquarie’s history.

1.1.2 The composition of remuneration has
significantly changed with some major
themes emerging

The major themes emerging in the current

remuneration environment reflect a greater desire to

manage the behaviour between risk and return. These
themes are:

— bonuses are based on profits not revenue, and on

risk-adjusted capital

— a higher percentage of performance-based

remuneration is being deferred

— a higher proportion of deferred performance-based

remuneration is being delivered in equity

— options are being used less frequently, being

replaced by other forms of equity such as restricted
stock

- clawback practices are being implemented

~— the fixed remuneration component for risk and
finance staff has increased.

Macquarie's old remuneration arrangements reflected
these themes, and with the changes approved by
shareholders in December 2009, these themes are
featured to an even greater extent.

1.1.3 Governance expectations have significantly
increased

One of the more significant impacts of the govermment
and regulator-driven change has been the increase in
governance expectations for boards and remuneration
committees.

The APRA prudential standards require increased
scrutiny by boards and remuneration committees,
including the requirement that boards approve a
company’s remuneration policy.

The Federal Government has indicated that it intends
to implement many of the Productivity Commission’s
recommendations, and further strengthen several of
the Productivity Commission's proposals by expanding
their scope, coverage and enforceability.

With the significant reduction in executive termination
benefits which can be paid without obtaining
shareholder approval, boards will likely become more
mindful of the termination benefits restrictions that
impose criminal sanctions on directors and officers
who receive termination benefits in contravention of the
restrictions as well as the company that provides the
benefit and the company officers involved.




1.2 Macguarie’s underlying remuneration
framework remains robust
In.the: difficult financial markets of the past year,
Macguarie’s tnderlying remuneration framework has
remained robust and has confributed fo'Macquarie’s
restience relative fo peers:lt has also contributed to
Macquane’s long-lerm SUCcess in rowing earmings:
That approach; and its consistency over fime, hias
served sharsholders well during recent times, as well
asiover the longer term. The Board believes that this
continuesto be the vight approach.

The averarching obisctive of Macguarie’s remuneration
framework is to dive Superior shareholder retums over.
the fong term while managing nisk in a prudent fashion.
This is deliverad through two key drivers. The firstis
atiract and retain high quality people by offering
a competitive perfonmance-driven remunsration
package that encourages both jong-term commitment
and superior performance. The second key: driver
is 1o use rermunération 1o align the inferests of staff
‘angd shareholders by motivating staff through'its
rerviuneration policies to increase Macquarie’s NPAT
and sustain a high relative ROE while managing risk:

The principles that undarpin Mecguane's remuneration

framewark are unchanged:

- emphasising performance-based remuneration
with an approprats balance between short and
fonger-term hcentives having regard to rick frefer
section 2.1y
linking n to 'create sustal arehiold
valug through the use of sh :arehoider eelurm drivers,
namely profitability snd retuins i excess of the.cost
of capital frefer section 2.2}
using equity to create aligniment with sharshoider
inferests frefer section 2.3}

Signing onmmechanisms to encourage a

fong-ienm perspective and bence alignment with

sharsholders {refer section 2.3.210.2:3.7)

using broadiy consistent anrangements over time 10
snsurs staff are sonfident that efforts overmi

years will be rewarded (refer section 2.3

snsuring arrangerments are compstitive ona

global basis with Macquarie's intemational pesrs

{refer discussionin . section. 1. 111 in regardsto the

competitive environment).
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The revised ferruneration anangsments took effsct

from the 2009 financial yearand are as follows:
— less profit share s delivered as gash

— more profit share isbeing deferred

— e deferred profit shareis held as sg

Chianges to Macquarie's temineration arrangements —options have been replaced by Performance Share

were approved by sharehol

orein Disasriber 2000 Units (PSUs) and awarded 1o the most senior

peopie orily

Whilst iheremingration aporoacn is robust, o srsire

ongoinglong-lerm alignment with shareholders and
staff retention; Macduatie annotinced propoged

~ retention arrangements bave been stiengthensd
~ OrE onersuUs condi

changes 1o s remuneration anangemenison around ihe rele:

31 March 2009 The chang
remuneration and requiatory frends Further details
of the March proposal were gnnounced ont May

o also refiected giobet terpninaticn;

Full details of Macquarie’s remuneration arrengemer
are set in-fne rerpainder of his secti

200G, with aview o' seeking shareholder approval at

thie 2009 Annual Ganeral Meeting (2009 AGM) The The following table shows how Macaguarne’s

Board subsequiently deferrad the proposals following emuneration airatigements relate 1o the Femuneration
foreshadowed legislative changes amodnced by the principles referred 10 o the previous page.

Australian Government. While the legisiation was not!

yetfinalised, in the interests

reducing uncertainty

for shareholders and staff, Macouare copsidered that
adequate clarity existed to progress its proposals,
and announced modifications to its March 2009

proposals on 31 Cictober 2009, Marguaris: Sought and
cbtained sharsholder approval at & General Mesting on
17 Decermber 2009 Sharehclders voted 8. 8 per cont

infavour of the relavam rasmutwrx

F&atwas £ the remuneration system

1 Tnere izan ampha%xs - Prcfrt share aﬁocations are highly vanabte
on performance- L Parormance-based remuneration can comprise ahigh proportion of total
based rem\uneraﬂm 1 rerbunaratrq i the case of superior performance [approximately 94 per centin the
with an approprial 56 of the: Manaqéhg Director and Chief Executive Officer)

: R . Lo balance beiwser Profit share al Geatmns anid PSU grants for Executive Committes members provide
Emphasise perfonmance-based § short and | ! 9“93 substantial incentives for supefior performiance but low or no paricipation for less
remuneration o term incentives .  safisfacions perfornance
having fegard tf} K ne BRC on risk rHanagement issues 5
; BRC onithenskinput into the determination of the
L such s the cost of eguity capilal to be used in the profit Share

Key elements of the tion fr

Use 5)1&*&%)4:&:&7 rezum drivers
Use equity , G i {Réfer discussh
sating section 2:13
Use retention mechanxsms ’Cfpaﬁ, 98 section 2.1) . ¥
o ¥ S lang-term poct caloulation
consistenc it e - — = - - —
:f;g‘ggﬂg;eiif Y focus Rewards. are finked...... — The overe it shere: poet is determined annually by reference to-Maoguarie’s
L . % = . SR, fo-sustanabie aiteriax profits and its earmings over and above the estimated cost of gapital
Provide competitive sharsholdsi value The gllocation of the pool to indiidual businesses, and in turn to individuals, is
remunieration roughihe tse based pnman‘y Byt not exclusively;ion relative contribution fo profits, taking into
Sﬁaf%h@id@%' returm and other factors including Specific risk factors. Performance
dnv?rs riarmely looks ab arance of facéors including risk rianegemsnt, governance and compliance,
;770? abifity and peopie leadership and upholding Macguarie's Goals and Values
SHINS IN.eX08sE O Earnings per share ang ROE are used 85 performance hurdies for Exeoitive
thecost of capital Cormritice PSUs

e sedh gsihe M,r\)r

The next section of the Remuneration Report distusses how Maoguarie enhanced s rermunerabion ardngements
to-further align staff. and shareholder interests.

Peloroispussion iy

Section 2.2}

GrEREG




Principle
3 Equityis used to
provide rewards to

Features of the remuneration system

— For Executive Directors, retained profit share is invested in a combination of
Macquarie shares and notionally in Macquarie-managed fund equity. The investment

create alignment mix varies depending on an individual’s role
with shareholder — For other staff, retained profit share is invested in Macquarie shares
interests — PSU grants with performance hurdles are granted to Executive Committee
(Refer discussion in members
section 2.3) — Grants of Macquarie shares may be made to staff being hired or promoted
— Executive Directors are required to acquire and hold a minimum number of shares
calculated based on their profit share. This is satisfied through the new equity
arangements
— Staff share plans are available to encourage broader staff equity participation
4 Retention — For Executive Commitiee members and Designated Executive Directors, 50 per
mechanisms cent (55 per cent for Managing Director and Chief Executive Officer) of annual profit

encourage a long-
term perspective
and hence alignment

share is retained, and vests and is released from years three to seven
— For other Executive Directors, 50 per cent of 2009 annual profit share is retained,
and vests and is released from years three to seven. From 2010, 40 per cent is

with shareholders retained, and vests and is released from years three to five

(Refer discussion — Time based vesting rules with hurdles apply to Executive Committee PSUs
in section 2.3.2 to

2.3.7)

5 Arrangements
provide consistency
over time to
ensure staff have
the confidence
that efforts over
multtiple years will be
rewarded

— Macguarie’s remuneration approach has been in place since it was founded with
only incremental changes over time as appropriate

(Refer discussion in
section 2.3)

6 Amangements are
competitive on a
global basis with
international peers

— The Board reviews the remuneration arrangements at least annually to ensurs that
they are equitable and compstitive

— The compensation ratio is used as a general guide to consideration of the overall
competitiveness of remuneration levels but is not the basis on which the profit share

(Refer discussion in pool is created

section 3)

The primary focus of section 2 is on Executive Director remuneration, in particular, Executive Committee
members. However, comments are made in relation to other staff where relevant. Macquarie’s Executive
Committee has responsibility for the management of Macquarie as delegated by the Macquarie Board, and is
made up of a central group comprising the Managing Director and Chief Executive Officer, the Deputy Managing
Director, the CRO, the CFO and the heads of Macguarie’s major Opsrating Groups. The current members of the
Executive Committee are identified in Appendix 1.

The remainder of this section discusses the remuneration structure and its individual components in greater detail.
Specifically, it describes how the remuneration system:
— emphasises performance-based remuneration (refer section 2.1)

— links the quantum of an individual’s annual performance-based remuneration to the individual’s contribution to
shareholder return drivers (refer section 2.2)

— delivers remuneration in a manner which ensures that employees have a direct long-term alignment with
shareholder interests which encourages appropriate management of risk (refer section 2.3).
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21 The remuneration structure continues to emphasise performance-based remuneration

The foundation of Macquarie's remuneration structure continues to be an emphasis on performance-based
remuneration. In line with regulatory sentiment and competitive market conditions, the ‘pay mix’ for certain risk
and finance personnel was reviewed and where appropriate, fixed remuneration is being increased to ensure a
more appropriate balance between fixed and variable compensation. The base pay of other executives continues
to be reviewed in line with overall market conditions.

Despite these increases, levels of fixed remuneration remain relatively low with the emphasis being on
performance-based remuneration. For other Executive Directors, fixed remuneration can be relatively low or
modest compared with similar roles in non-investment banking organisations. Fixed remuneration generally
includes cash salary as well as non-cash benefits, primarily superannuation and nominated benefits, including
those provided on a salary sacrifice basis. (Salary sacrifice is calculated on a total cost basis and includes any
fringe benefit tax charges related to employee benefits).

The following table summarises the current performance-based remuneration arrangements:

Executive Committee gncuding

Managing Director and Chief Executive Officer)

and Designated Executive Staff other than
Key Area Directors Other Executive Directors  Executive Directors
Amount of profit 50 per cent (55 per cent for the 50 per cent (for profit share 25 per cent above certain
share retained Macquarie Group Managing retained in 2009) and 40 per  thresholds

Director and Chief Executive cent from 2010

Officer)
How retained Invested in a combination Invested in a combination tnvested in Macquarie
profit share is of Macquarie shares and of Macquarie shares and shares
invested Macquarie-managed fund equity Macquarie-managed fund

notionally invested equity notionally invested

Investment mix will vary Investment mix will vary

depending on an individual’s role  depending on an individual's

role

Vesting and All retained amounts vest and Al retained amounts vest Vesting and release

release of retained are released from three to seven

and are released from three
to seven years after the year
retained (for profit share
retained in 2009) and from
three to five years for profit
share retained from 2010
(see also forfeiture below)

oceurs two to four years
after the year retained

Unvested amounts are
forfeited except in the

case of death, permanent
disability, genuine retirement,
redundancy and other limited
exceptional circumstances

Retained profit share is
forfeited in stages if a
“disqualifying event” occurs
within two years of leaving

Unvested amounts
are forfeited except

in the case of death,
permanent disability,
genuine retirement,
redundancy and other
limited exceptional
circumstances

N/A

N/A

profit share years after the year retained (see
also forfeiture below)

Forfeiture of Unvested amounts are forfeited

retained profit except in the case of death,

share onleaving  permanent disability, genuine
retirement, redundancy and other
limited exceptional circumstances
Retained profit share is forfeited
in stages if a “disqualifying event”
occurs within two years of leaving

Other PSUs granted to Executive
Committee members

Minimum Required to hold the deemed

Shareholding after-tax equivalent of 10

Requirement per cent of all of their profit

share allocations over the last
10 years in Macquarie shares
(which is satisfied by the above

requirements)

Required to hold the deemed
after-tax equivalent of 10 per
cent of all of their profit share
allocations over the last five
years in Macquarie shares
(which is satisfied by the
above requirement_s)f




Old performance-based remuneration arrangements®

odns g oermr ad Staff other than
Key Area Chiet Executive Officer) Other Executive Directors  Executive Directors
Amount of profit 40 per cent (55 per cent 20 per cent 25 per cent above certain
share retained for the Macquarie Group thresholds

Managing Director and Chief

Executive Officer)
How retained 20 per cent is invested 20 per cent is invested Held in cash
profit share is in a notional portfolio of in a notional portfolio of
invested Macquarie-managed funds Macquarie-managed funds

and cash under the DPS Plan  and cash under the DPS

20 per cent (35 per cent for Plan

the Managing Director and

Chief Executive Officer) is

held in the form of Macquarie

shares
Vesting and DPS Plan amounts beginto ~ DPS Plan amounts beginto  Vesting and release occurs
release of retained vest after five years of service  vest after five years of service two to four years after the
profit share as an Executive Director and  as an Executive Director and  year retained

fully vest after 10 years fully vest after 10 years

Amounts are released in Amounts are released in

cash 10 years after the year ~ cash 10 years after the year

retained or earier if they retained or earlier if they

leave employment (see also  leave employment (see also

forfeiture below) forfeiture below)

Macquarie shares released

after three years from date

shares acquired
Forfeiture of Unvested amounts in the DPS  Unvested amounts in the Unvested amounts are
retained profit Plan are forfeited except in DPS Plan are forfeited except forfeited except on the
share on leaving  limited circumstances in limited crcumstances grounds of redundancy,

Retained profit share is

Retained profit share is

death, total and permanent
disability and other limited

forfeited if a “disqualifying forfeited if a “disqualifying exceptional circumstances
event” occurs within six event” occurs within six
months of leaving months of leaving
Cther Options granted Options granted Options granted to Division
Directors and Associate
Directors
Minimum Required to hold the deemed  Required to hold the deemed
Shareholding after-tax equivalent of 10 per  after-tax equivalent of 10 per
Requirement cent of all their profit share cent of all their profit share

allocations over the last 10
years in Macquarie shares

allocations over the last five
years in Macquarie shares

' They were disclosed as "current” in the 2009 Remuneration Report. These arrangements are reflected in the prior

year comparative data in the Executive Remuneration disclosure in Appendix 2.
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22  Remuneration is linked to the drivers of
shareholder retums

For most Executive Directors, the largest component
of their remuneration is delivered as an annual profit
share allocation, based on their performance over the
year. Macquarie’s approach to measuring performance
for the purpose of determining annual profit share is

to utilise financial performance measures which are
known to be drivers of long-term shareholder returns.
They are NPAT and ROE. Executives have greater

“line of sight” over these measures. In the short term,
share price fluctuations can be driven by a variety

of factors, including market sentiment over which
executives may have very little control. Therefore, Total
Shareholder Return (TSR), whether absolute or relative,
is not regarded as a satisfactory measure in assessing
performance over just one year. Globally, regulators
have recently recognised this.

NPAT and ROE were selected as the most appropriate
performance measures for the following reasons:

— they are correlated over time with total shareholder
retums

— they provide an appropriate incentive because
they are elements of performance over which the
executives can exercise considerable control. TSR,
on the other hand, is influenced by many external
factors over which executives have limited control

— both measures can be substantiated using
information that is disclosed in audited financial
accounts, providing confidence in the integrity of the
remuneration system from the perspective of both
shareholders and staff.

These two drivers motivate staff to expand existing
businesses and establish promising new activities. The
use of ROE to measure excess retumns - ROE relative
to the cost of equity capital - creates a particularly
strong incentive for staff to ensure that capital is used
efficiently, while having regard to risk. Therefore, the
use of these two measures, in combination, results in
appropriate outcomes for shareholders,

ROE is also one of the two measures enshrined in the
performance hurdle applicable on PSUs for Executive
Committee members (refer section 2.5.3).

Notwithstanding these factors, other qualitative
measures are also used in assessing performance.

Overview of profit share arrangements

The profit share arrangements are designed to
encourage superior performance by motivating
executives to focus on maximising earnings and

ROE, while having appropriate regard for risk, thereby
driving long-term shareholder returns. A Macquarie-
wide profit sharing pool is created at the corporate
level. Substantial incentives are offered in relation to
superior profitability but low or no participation for less
satisfactory performance.

Determination of the profit share pool

The size of the pool is determined annually by
reference to Macquarie’s after-tax profits and its
eamings over and above the estimated cost of capital.
A portion of Macquarie's profits eamed accrues to the
staff profit share pool. Once the cost of equity capital
is met, an additional portion of the excess profits is
accrued to the profit share pool. The methodology
used to calculate the profit share pool is reviewed
at least annually by the BRC and the Non-Executive
Directors of the Board, including:
— the proportion of after-tax profit and the proportion
of eamings in excess of Macquarie's cost of equity
capital used to calculate the pool

— the cost of equity capital and the tax rate.

As part of this review, the CRO and the CFO advise the
BRC on the risk input into the calculation of the profit
share pool.

The Non-Executive Directors of the Board have
discretions:

— to change the quantum of the pool to refiect internal
or external factors if deemed in the interests of
Macquarie and shareholders

— to defer the payment of profit share amounts
to a subsequent year at a Macquarie business
or individual level where it is in the interests of
Macquarie and shareholders to do so.

This year, the Non-Executive Directors of the Board
have exercised their discretion in relation to changing
the quantum of the pool.

Allocation of the profit share pool

Allocation of the pool to businesses is based on
performance, primarily, but not exclusively, reflecting
relative contributions to profits (not revenue) while
taking into account capital usage. it also takes

into account other risk factors such as operational
incidents and the risk profiles of the businesses, as
identified by the CRO to the BRC.

An individual’s profit share allocation is based on
performance, measured primarily through the
performance appraisal process that requires all staff
to have at least one formal appraisal session with their
manager each year.

Performance criteria vary according to an individual's
role. Performance is linked where possible to
outcomes that contribute directly to NPAT and excess
ROE. Capital usage is important as it factors in the
level of risk associated with the income derived.



Performance also takes into consideration how
business is done. Superior performance looks

at a range of indicators that go beyond financial
performance and include risk management,
governance and compliance, people leadership and
upholding Macquarie’s Goals and Values.

The CRQ advises the BRC on risk management
issues.

The performance of staff whose role is not linked to
profit contribution is measured according to criteria
appropriate to their position. Staff working in support
areas may, for example, be rewarded on the basis of
their contribution to Macquarie’s financial reporting, risk
management processes or information systems.

The Board and management seek to ensure that
remuneration for risk and financial control personnel,
including the CFO and the CRO, is structured in a
way that does not compromise the independence of
these personnel in carrying out their functions and

is determined in a way that maintains Macquarie’s
robust risk management framework. For instance, an
evaluation of their performance occurs independently
of the business with which they are associated.

Profit share allocations for risk and financial control
personnel are reflective of their individual performance,
including the quality of the control decisions they have
made, and their contribution to the quality and integrity
of the control functions. The allocations to these staff
are not directly linked to the profits of Macquarie or the
businesses in which they operate.

The BRC reviews the allocation of the profit share

pool to the central Risk Management Group and
central Finance function. 1t also annually recommends
to the Board, remuneration for all risk management
and finance staff as a total category, in addition to
specific recommendations for the CFO, CRO and other
Executive Directors with a risk management or financial
control role.

For staff with specific fund responsibilities, the
performance of the relevant funds is important in
determining that individual’s profit share allocation. For
example, in the case of the Macquarie Capital Funds
business, the following factors are relevant:

— in evaluating each executive’s contribution to
determine their individual profit share allocation, the
performance of the fund or funds for which they are
responsible, and in particular, the underlying factors
influencing fund performance such as management
and leadership, the operational performance of the
underlying assets, and effective capital management

— in the case of Executive Directors with fund
responsibilities (in particular Fund Chief Executive
Officers), retained profit share allocated to the Post-
2009 DPS Plan is notionally invested in the relevant
funds, as discussed in section 2.3.3, giving these
individuals a further ongoing incentive to seek to
grow the security price.

Arrangernents are also in place to ensure that
performance-based remuneration is appropriately
allocated to the individuals who contributed to
particular transactions. Therefore, businesses may
further recognise cross-divisional contributions by
allocating part of their profit share pooli to individuals
in other areas of Macquarie who have contributed
strongly to their success.

In summary, profit share allocations to each individual
generally reflect:

— Macquarie-wide performance — which determines
the size of the overall profit share pool

— the performance of their business — which
determines the profit share pool allocated to that
business

— their individual performance — which determines
their own share of the profit share pool for that
business.

Profit share allocations to individuals are subject to
retention arrangements as discussed in section 2.3.2.

Commentary on allocation to the Managing
Director and Chief Executive Officer of Macquarie
and the Managing Director and Chief Executive
Officer of Macquarie Bank

in approving the profit share and PSU grants to the
Managing Director and Chief Executive Officer of
Macquarie and the Managing Director and Chief
Executive Officer of Macquarie Bank, the Non-
Executive Directors annually and specifically assess
each Managing Director's performance by considering
a range of indicators, including risk management,
govermnance and compliance, financial performance
measures, strategic initiatives, staff and human
resources indicators, reputation management and
monitoring, and community and social responsibility
matters.

79

80

Macquarie Group Limited and its subsidiaries

2010 Annual Report

MACQUANe.Com.au

Directors’ Report — Remuneration Report
for the financial year ended 31 March 2010

continued

2.3  Direct long-term alignment with shareholder
interests is emphasised

The remuneration arrangements are also structured

to deliver remuneration in a manner which ensures

that employees have a direct long-term alignment with

shareholder interests through:

— retention arrangements which encourage long-
term commitment to Macquarie, and therefore, to
shareholders

— the use of equity-based remuneration.

The remuneration changes approved by sharsholders
at the December 2009 General Meeting provide

an even closer alignment of staff and shareholder
interests, with a greater emphasis on longer-term
incentives.

Under these new remuneration arrangements, retained
Executive Director profit share from 2009 is invested

in a combination of Macquarie shares, under the new
equity plan, the Macquarie Group Employee Retained
Equity Plan (MEREP) and Macquarie-managed fund
equity notionally invested under the DPS Plan that
operates for 2009 and future retained profit share
(Post-2009 DPS Plan).

A tailored approach is adopted to ensure that retention
arrangements and equity-based remuneration are
appropriate given the seniority of the individual and
their ability to influence results.

However, some overarching rules apply to equity-
based remuneration:
— the following cannot be hedged:
~— shares held to satisfy the minimum shareholding
requirement
— awards under the MEREP
— shares held under the Executive Committee
Share Acquisition Plan
— unvested options
— all shares and options must be dealt with in
accordance with Macquarie’s Trading Policy, which
is available on Macquarie's website, including that
trading must be conducted within designated
trading windows.

All Executive Committee members and Voting
Directors are required to at least annually disclose their
financing arrangements relating to their Macquarie
securities to Macquarie.

More generally, long-term alignment is encouraged
through the emphasis on a degree of consistency over
time in remuneration arrangements. Many initiatives
on which staff work can take a long time, sometimes
years, to come to fruition. Because the remuneration
system is outcomes driven, profit share allocations for
transactions and business development activities that
are ‘in progress’, are low.

Staff must, therefore, have confidence that when a
transaction is completed - potentially some years later
- the remuneration system will recognise successful
outcomes in the way the staff member anticipated

at the outset of the transaction. This requires broad
consistency over time.

2.3.1 Transitional arrangements

Under the new remuneration amangements, Executive
Directors were given the choice of leaving their pre-
2009 retained profit share in the Pre-2009 DPS Plan,
or move some or all of these amounts into the new
arrangements {Transitioned Amounts).

Transitioned Amounts have been invested in the
MEREP and notionally in Macquarie-managed funds
(through the Post-2009 DPS Plan) according to the
relevant Executive Director’s role, in the manner set out
in section 2.3.3. Transitioned Amounts will vest to the
Executive Directors on a straight line basis over seven
years from 2010 to 2016 {for Executive Committee
members) or over five years (for other Executive
Directors) from 2010 to 2014. The disqualifying events
set out in section 2.3.7 will apply.

Any pre-2009 retained profit share not transitioned

to the new arrangements will be grandfathered in

the Pre-2009 DPS Plan. The old vesting, release and
forfeiture provisions for Executive Director retention wil
continue to apply under the Pre-2009 DPS Plan, as
set out in the table headed ‘Old performance-based
remuneration arrangements’ in section 2.1.

The following sections 2.3.2 to 2.3.8 set out the
new profit share arrangements as approved by
shareholders at the December 2009 General Meeting.



2.3.2 Profit share arrangements - delivery of profit share

A percentage of each employee’s annual gross profit share allocation will be retained by Macquarie (retained profit
share). The percentage is set according to their role, as follows:

Role 2008 2009 2010

Managing Director and Chief Executive 30 per cent 65 per cent 55 per cent

Officer’

Executive Committee Members 30 per cent 50 per cent 50 per cent

Designated Executive Directors 20 per cent 50 per cent 50 per cent

Other Executive Directors 20 per cent 50 per cent 40 per cent

Staff other than Executive Directors 25 per cent of profit 25 per cent of profit 25 per cent of profit
share allocations share allocations share allocations
above certain above certain above certain
thresholds thresholds thresholds

Refers to the percentage retained for Nicholas Moore in 2008 in his role as Group Head of Macquarie Capital.

The Board has the discretion to change the percentage of profit share allocations retained on an annual basis

to meet changing market conditions as well as to comply with regulatory and corporate governance guidance,

provided that the retention percentage is at least 30 per cent for Executive Directors. This is because:

— regulatory and remuneration trends continue to evolve and change

— Macquarie must have the ability to meet regulatory requirements

— Macquarie must have the flexibility to remain competitive in the global markets in which it operates. The
global remuneration environment is a very important consideration when determining remuneration structures.
Compstition for talented staff is unprecedented with aggressive recruiting activity for high quality staff.

In addition, the Board has the discretion to change the percentage of profit share allocation retained to meet
exceptional circumstances that may arise when a staff member moves between jurisdictions. The Board would
consider changing the retention level where local laws impact the application of the Transitional Arrangements.
At all times these adjustments are to ensure that all Executive Directors are in a similar situation and not
disadvantaged due to local restrictions.

2.3.3 Investment of retained profit share

Retained profit share is invested in a combination of Macquarie shares under the equity plan (MEREP), and
Macquarie-managed fund equity notionally invested under the Post-2009 DPS Plan. The following table shows
the cumrent percentage allocation of retained profit share that is invested in the Post-20009 DPS Plan and the
MEREP, depending on the staff member’s role:

Post-2009 DPS Plan (notional
investment in Macquarie-

Role managed fund equity) MEREP (Macquarie shares)
Managing Director and Chief Executive 20 per cent 80 per cent

Officer, Deputy Managing Director, CFO

and CRO, General Counsel

Group Head, Macquarie Capital 40 per cent 60 per cent

Group Head, Macquarie Funds Group 50 per cent 50 per cent

Other Executive Committee members 10 per cent 90 per cent

Executive Directors with Funds Minimum of 40 per cent to Maximum of 60 per cent to
responsibilities a maximum of 50 per cent a minimum of 50 per cent

depending on mix of funds depending on mix of funds
management and other functions _management and other functions

Other Executive Directors 10 per cent 90 per cent
Staff other than Executive Directors Nil 100 per cent

Both the MEREP and the DPS Plan are fundamental tools in Macquarie's retention and alignment strategies,
encompassing both long-term retention arrangements and equity holding requirements.
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Post-2009 DPS Plan

The Post-2009 DPS Plan comprises exposure to

a notional portfolio of Macquarie-managed funds.
These retained amounts for Executive Directors

are notionally invested over the retention period.
This investment is described as “notional” because
Executive Directors do not directly hold securities

in relation to this investment. However, the value of
the retained amounts will vary as if these amounts
were directly invested in actual securities, giving the
Executive Directors an effective economic exposure to
the performance of the securities.

The notional portfolio is set for each Executive Director

according to their role, as determined by the BRC.

The BRC makes an annual determination as to how

each Executive Director's retained profit share that is

invested in Macquarie-managed fund equity (retained

DPS in the DPS Plan) for that year should be notionally

invested by Macquarie. The Executive Director has

no input into that decision or its timing. The following

general principles are used in making this decision:

— retained DPS in the DPS Plan for Executive
Directors who are involved in the management of a
particular fund {e.g. the Chief Executive Officer of a
fund)}, will be 100 per cent notionally invested in that
particular fund

— retained DPS in the DPS Plan for Executive
Directors who are involved more generally in
the management of one of Macquarie’s funds
businesses, including certain Operating Group
Heads, will be notionally invested in a portfolio of
funds managed by that particular business

— retained DPS in the DPS Plan for other Executive
Committee members will be notionally invested in a
general portfolio of Macquarie-managed fund equity

— retained DPS in the DPS Plan for Executive
Directors who provide other services to particular
funds (e.g. advisory services), will be notionally
invested in a portfolio of funds that are managed by
that particular business

~ retained DPS in the DPS Ptan for all other Executive
Directors will be notionally invested in a general
portfolio of Macquarie-managed fund equity.

Notional returns on these amounts may be paid
annually to Executive Directors, and these amounts
are required to be disclosed as remuneration for

Key Management Personnel. The notional retums
are calculated based on total shareholder return, If
the notional investment of retained DPS results in a
notional loss, this loss will be offset against any future
notional income until the loss is completely offset.

MEREP

Retained profit share invested in Macquarie shares

is held under the new equity plan, the MEREP. The
MEREP has been established with a flexible plan
structure that offers different types of equity grants
depending on the jurisdiction in which the participating
employees are based. In most cases, the equity
grants are in the form of units comprising a beneficial
interest in a Macquarie share held in a trust for the
staff member (Restricted Share Units or RSUs). A RSU
comprises a beneficial interest in a Macquarie share
held on behalf of a MEREP participant by the Trustee.
The participant is entitled to receive dividends on the
share and direct the Trustee how to exercise voting
rights in the share. The participant also has the right to
request the release of the share from the Trust, subject
to the vesting and forfeiture provisions of the MEREP.
RSUs are the primary form of award under the MEREP.
Where legal or tax rules make the grant of RSUs
impractical, due to different tax rules for employee
equity and different securities laws, equity grants will
be in the form of:

— shares held by the staff member subject to
restrictions (Restricted Shares). A Restricted Share
comprises a Macquarie share transferred from the
MEREP Trust and held by a MEREP participant
subject to restrictions on disposal, vesting and
forfeiture rules. The participant is entitled to receive
dividends on those Restricted Shares and to vote
those Restricted Shares; or

— the right to receive Macquarie shares in the future
(Deferred Share Units or DSUs). A DSU comprises
the right to receive on exercise of the DSU either a
share held in the Trust or a newly issued share (as
determined by Macquarie in its absolute discretion)
for no cash payment, subject to the vesting and
forfeiture provisions of the MEREP. A MEREP
participant holding a OSU has no right or interest
in any share until the DSU is exercised. Macquarie
may issue shares to the Trustee or procure the
Trustee to acquire shares on-market for potential
future allocations to holders of DSUs. Generally
DSUs provide for cash payments or additional
DSUs in lieu of dividends paid on Macquarie shares
before the DSU is exercised. Further, the number
of shares underlying a DSU will be adjusted upon
any bonus issue or other capital reconstruction
of Macquarie in accordance with the ASX Listing
Rules, so that the holder of a DSU does not receive
a benefit that holders generally of Macquarie shares
do not receive. These provisions are intended to
provide the holders of DSUs, as far as possible,
with the same benefits and risks as will be provided
to holders of Restricted Shares or RSUs. However,
holders of DSUs have no voting rights as to any
undertying Macquarie shars.



These different types of equity grants enable Macquarie
through the MEREP to offer substantially similar
economic benefits to staff across multipie jurisdictions.

The Board or the BRC has the discretion to review the
percentage allocated to the Post-2009 DPS Plan and
the MEREP on an annual basis to reflect an individual
Executive Director’s responsibilities and to strengthen
shareholder alignment for Macquarie and

the Macquarie-managed funds.

In limited circumstances, and only with the approval of
the BRC, the allocation of retained profit share may be
in other than the Post-2009 DPS Plan or the MEREP.
An example might include investment in funds or
products of a specific business group where there is

a view to directly align the interests of empioyees with
those of their clients.

2.3.4 Income on invested retained profit share

Notional returns on retained profit share invested in the
Post-2009 DPS Plan may be paid annually to Executive
Directors. The notional returns are calculated based on
total shareholder retumn. If the notional investment of
retained profit share results in a notional loss, this loss
will be offset against any future notional income until the
loss is completely offset.

Employees with retained profit share invested in the
MEREP will be entitled to sither receive dividends or
cash payments or additional equity in lieu of dividends
paid on Macquarie shares.

2.3.5 Release of retained profit share -
normal vesting

The vesting period is established for each retained profit
share allocation by the BRC, according to the prevailing
market conditions and having regard to regulatory and
remuneration trends at the time of allocation (refer to
section 2.3.2 above for further commentary). The BRC
has established the following release schedule for 2009
and 2010 retained profit share invested in the Post-
2009 DPS Plan and the MEREP:

Role 2009 Performance Year

2.3.6 Early vesting and release of retained
profit share

The Board, the BRC or the Executive Committee
under delegation from the BRC has the discretion to
accelerate the vesting of retained profit share and/

or reduce the retention period, including where an
Executive Director’s employment ends on the grounds
of genuine retirement or redundancy (subject to the
disqualifying events provisions).

In considering whether the discretion should be
exercised in a particular case of genuine retirement,
factors including, but not limited to, the following
matters, events or circumstances may be taken into
account:

— whether the Executive Director demonstrates that
he/she is genuinely retiring from the industries within
which Macquarie operates and competes

— whether the Executive Director is likely to work at
any time in the future within the industries within
which Macquarie operates and competes

— whether the Executive Director is likely to work
full-time in any capacity, including directorships or
consultancy

— whether the Executive Director has facilitated an
appropriate succession strategy

— the Executive Director's length of service with
Macquarie reflecting a sustained contribution and
commitment to Macquarie, with an expectation of at
least 10 years of service as an Executive Director.

If an Executive Director dies or becomes wholly

and permanently unable to work while employed

by Macquarie, 100 per cent of their retained profit
share will vest and (subject to the disqualifying event
provisions) be released to the Executive Director or,
in the case of death or incapacity, to the Executive
Director’s legal personal representative.

2010 Performance Year

Executive Committee Members (including
Managing Director and Chief Executive
Officer), Designated Executive Directors

one-fifth in each of years 3-7 one-fifth in each of years 3-7

Other Executive Directors

one-fifth in each of years 3-7 one-third in each of years 3-5

Staff other than Executive Directors

one-third in each of years 2-4  one-third in each of years 2-4

For each ysar's allocation, once the vesting period has been dstermined it will rernain fixed for that allocation.

Retained profit share is released when it vests.
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In certain other limited exceptional circumstances, the
discretion may be exercised to accelerate the vesting
of retained profit share and reduce the retention period
on the grounds of business efficacy. If the discretion

is exercised, all relevant factors will be considered on
a case by case basis and will include consideration

as to whether exercise of the discretion is in the best
interests of Macquarie.

In all cases where the discretion is exercised, the
Board, the BRC or the Executive Committee under
delegation from the BRC may impose such other
conditions as it considers appropriate.

Under the new remuneration arrangements, discretion
has been exercised in relation to two Executive
Directors who transferred employment in connection
with the sale of businesses.

2.3.7 Disqualifying events - clawback

An Executive Director will not be entitled to receive
any of their unvested Transitioned Amounts or retained
profit share from 2009 and future years if the Board,
the BRC or the Executive Committee under delegation
from the BRC determines, in its absolute discretion,
that the Executive Director has during the period of
employment with Macquarie or since leaving:

(a) committed an act of dishonesty (including but not
limited to misappropriation of funds and deliberate
concealment of a transaction)

(b) committed a significant and wilful breach of duty
that causes material damage to Macquarie

{c) joined a compestitor of Macquarie Group

(d) taken staff to a competitor or been instrumental in
causing staff to go to a competitor or

(e) otherwise acted, or failed to act, in a way that
damages Macquarie, including but not limited
to situations, where the action or inaction leads
to a material financial restatement, a significant
financial loss or any significant reputational harm
to Macquarie or its businesses.

If an Executive Director leaves Macquarie and the
discretion to release unvested retained amounts is
exercised as described in section 2.3.6, the release
will occur over the period from six months to two
years after the Executive Director leaves. Different
disqualifying event provisions will apply at the six
month, one year and two year timeframes as follows:
— retained profit share from all but the last two
years — released on the expiry of six months
following the end of employment (the ‘First Period’)
provided the Executive Committee has determined
that none of the disqualifying events (a), (b), (c),
(d) and (e) set out above occurred during the First
Period.

— retained profit share from the second year prior
to the end of employment - released on the expiry
of a further six months following the end of the First
Period (the ‘Second Period’) provided the Executive
Committee has determined that no disqualifying
event occurred during the First Period and
disqualifying events (a), (b), (d) and (e) set out above
have not occurred during the Second Period.

— retained profit share from the year prior to
the end of employment - released on the expiry
of a further 12 months following the end of the
Second Period (the ‘Third Period’) provided the
Executive Committee has determined that no
disqualifying event occurred during the First Period,
disqualifying events (a), (b), (d) and (e) set out above
have not occurred during the Second Period and
disqualifying events (a), (b) and {g) set out above
have not occurred during the Third Period.

A similar effect is achieved whilst the Executive Director
is employed by Macquarie. Where it becomes apparent
that an existing Executive Director has acted in a way
that damages Macquarie, including but not limited

to acts that led to a material financial restatement, a
significant financial loss or any significant reputational
harm to Macquarie or its businesses, then in practice,
this may cause termination of employment such that
the same forfeiture provisions would apply. In other
situations where the Executive Director remains
employed, then in practice, a similar economic

effect can be achieved by reducing or eliminating
discretionary cument and future profit share allocations.

2.3.8 Taxevenis

As described in the explanatory information provided
ahead of shareholders approving the MEREP and
certain benefits under the MEREP, the rules of the
MEREP give the Board or its delegate the discretion
to change the terms of the MEREP awards, including
the vesting dats, to avoid situations of undue hardship
or to maintain business efficacy. The Board, the BRC
or the Executive Committee under delegation from the
BRC, may exercise this discretion where an employee
has a tax liability on termination of employment in
respect of any unvested equity award which is subject
to continued vesting conditions and other restrictions
beyond cessation of employment (for example, the
two year clawback period described in section 2.3.7).
This would enable the early release of some Macqguarie
shares from the MEREP, in cases where an employee
terminates employment and this triggers a tax liability
in respect of the MEREP awards at a time when the
employee has not recsived the underlying shares



and may not receive the full number of shares on
which they will be taxed for a considerable time. The
number of shares released would be limited to the
number with an aggregate value equal to the tax
liabiiity (see below). The employee would be required
to contractually agree to repay an amount equal to the
value of the shares released in the event that the BRC
deem a disqualifying event has occurred. Approval

for early release of Macquarie shares under these
circumstances for Executive Committee members will
reside with the BRC.

Process for determination of early release of tax liability

Where an employee terminates employment the
Taxation Division will determine whether a tax liability
arises in respect of retained MEREP awards and
calculate an estimate of the tax liability’. Executive
Committee and/or the BRC wil, on a best endeavours
basis, consider, amongst other things, the possibility
of the operation of the forfeiture rules in respect of
the individual. For example, if there is a high risk of
forfeiture, early release would not be made.

If a decision to allow early release is made, Macquarie
will then instruct the Trustee to release sufficient shares
to the employee to fund the estimated tax liabiiity.
Subject to the Staff Dealing Policy, the employee is
then able to sell these shares and use the cash to
fund the tax kability. The remaining MEREP awards wi
be held within the MEREP until the post-termination
retention period ends.
2.3.9 Minimum shareholding requirement for
Executive Directors

The retention arrangements also impose on Executive
Directors a requirement to hold Macquarie ordinary
shares equivalent to the aggregate of five per cent
(being the deemed after-tax equivalent of 10 per cent)
of their annual gross DPS allocation for the past five
years (for the wider Executive Director poputation) or
10 years (for Executive Committee members). These
shares cannot be hedged.

This requirement remains but is satisfied through the
new equity retention arrangements.

' Estimate based on number of retained MEREP Awards,

Macquarie share price and top marginal tax rate.

2.3.10 Other equity arrangements - Staff share
plans encourage broader staff equity
participation

In addition to the arrangements already outlined,
Macquarie has a number of employee share plans that
encourage share ownership by employees under the
plans.

Staff share acquisition plan

Prior to 1 January 2010, under the Macquarie Group
Staff Share Acquisition Plan (MGSSAP), eligible
employees in Australia were given the opportunity to
nominate an amount of their pre-tax available profit
share to acquire Macquarie ordinary shares. The
MGSSAP was adopted by Macquarie at the time

of the corporate restructure in November 2007 and
substantially replicates the terms of the Macquarie
Bank Staff Share Acquisition Plan (MBSSAP)

which was approved by Macquarie Bank Limited
shareholders in 1999. The MGSSAP was modified in
2008 to include the ability to issue new shares as an
alternative to acquiring existing shares on-market, at
the option of Macquarie.

As a result of changes to the taxation rules for shares
acquired under the MGSSAP, new offers will not be
made from 1 January 2010,

Employee share plan

The Macquarie Group Employee Share Plan (ESP)
substantially replicates the terms of the Macquarie
Bank Employee Share Plan which was approved
by Macquarie Bank Limited's shareholders in 1997,
Eligible employees in Australia are offered up to
$1,000 worth of Macquarie ordinary shares funded
from pre-tax available profit share.

Shares issued under the ESP cannot be sold until the
earlier of three years after issue or the time when the
participant is no longer employed by Macquarie or a
subsidiary of Macquarie. In all other respects, shares
issued rank equally with all other fully paid ordinary
shares then on issue.

The number of shares each participant receives is
$1,000 divided by the weighted average price at which
Macquarie Group Limited’s shares are traded on the
ASX on the seven days up to and including the date of
allotment, rounded down to the nearest whole share.

In 2010, 1634 eligible Australian employees elected to
participate in the ESP (2009: 1422).
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24  Options, while discontinued, remain outstanding

Options were previously granted to approximately the most senior 20 per cent of staff based on performance and
promotion. As previously noted, Macquarie has ceased offering options.

This section explains the options arrangements that were in place for previous option grants, some of which are
currently unvested. These arrangements are not in place going forward, but provide some background to assist in
understanding the relevant option disclosures in Appendix 2 and Appendix 3. Final tranches will be due to vest in
October 2013.

2.4.1 General terms of option arrangements

The Plan

Plan Macquarie Group Employee Share Option Plan (MGESOP)

History Macquarie has had an employee option plan in place since 1995, with only minor
amendments to the Plan rules being made over that time. The MGESOP was established
by Macquarie Group Limited with substantially the same terms as the predecessor pian, the
Macquarie Bank Employee Share Option Plan, administered by Macquarie Bank Limited

Eligible staff Associate Director, Division Director and Executive Director

Key option terms

Options over Fully paid unissued ordinary shares in Macquarie Group Limited

Term of options __ Five years

Exercise price Set at the prevailing market price: the exercise price will generally be the weighted average
price of shares traded on ASX during one week up to and including the date of grant of the
options (adjusted for cum-dividend trading and excluding certain special trades)

Vesting schedule Options vest in three tranches after two, three and four years, giving an average vesting
period of three years. However, vested options can only be exercised by Executive Directors
if the relevant performance condition is also satisfied

Hedging Executive Directors are not permitted to hedge unvested options. Executive Directors are
permitted to hedge options which have previously vested because the minimum service
period and relevant performance hurdles, as described in this section, have been satisfied

2.4.2 Performance hurdles for Executive Committee options

Description of performance hurdles for Executive Committee options

Applicability Performance conditions are imposed as summarised below on options granted to Executive
Directors

Description of The performance hurdle requires that Macquarie’s three year average ROE exceeds the three

performance year average ROE of a reference group of companies at a certain percentile level. This hurdle

hurdie operates in addition to both the vesting rules and the embedded share price hurdie

Basis of hurdle Macquarie's three year average ROE versus companies in a Reference Index

Reference index  S&P/ASX 100 Index (note that the S&P/ASX 300 Industrials was used for options granted
prior to June 2006)

Performance level For Executive Committee members, above the 65th percentile was chosen as it was
required to meet  considered a challenging medium to long-term target, noting that if the hurdle is not met,

hurdle none of the relevant options can be exercised

Application of No retesting for option grants has applied since June 2006. The performance hurdle is

retesting tested once only (at time of vesting). Prior to June 2006, the performance hurdie was
retested on a quarterly basis until expiry

Calculation In assessing whether Macquarie’s performance is above these hurdies, Macquarie obtains

methodology data from external sources and, where required, supplements this with data published by the

individual companies. The percentile ranking of Macquarie, based on the three year average
annual ROE against all companies in the applicable reference index, is then determined
quarterly. This method of assessment was selected because the data is readily available and
easily computed




25 Performance share units (PSUs) have
been substituted for options for Executive
Committee members only

One aspect of the remuneration changes approved
by shareholders at the December 2009 General
Meeting was the suspension of option grants, and
their replacement with PSUs, which are DSUs or RSUs
with performance hurdles attached, for Executive
Committee members only. This was done for the
following reasons:

— tax legislation requires taxation of options at the
vesting date and not at the date of exercise, with
no opportunity for any refund of income taxes paid
in the event the options subsequentty lapse due to
non-exercise, rather a capital loss only is available.
This acts as an incentive for exercise on vesting,
limiting their use as a mechanism for long-term
alignment

— options reward staff when there is an upside
but there is not the same consequence on the
downside. PSUs provide alignment across market
cycles.

For 2009 and 2010, the PSUs granted to the Executive
Committee, including the Managing Director and

Chief Executive Officer, are structured as DSUs with
performance hurdles. Where PSUs are structured as
DSUs, holders will have no right to dividend equivalent
payments before the PSUs vest. in all other respects,
holders of these PSUs will have the same rights as
holders of DSUs.

Unlike options, there is no exercise price for PSUs.
2.5.1 Determination and allocation of the PSUs

The Board approves the number of PSUs to be
allocated to each Executive Committee member

each year as part of the annual remuneration review
process. This determination has regard to overall
performance of Macquarie, the extent to which the
Executive Committee members have fulfilled their roles,
and the long term value delivered to shareholders.

The allocation to individual executives is broadly in the
same manner as annual profit share allocations i.e. it is
performance-based.

2.5.2 Vesting Schedule

The PSUs vest in three equal tranches after two,
three and four years from the deemed vesting
commencement date (typically 1 July in the year

of grant), giving an average vesting period of three
years. As a general rule, unvested PSUs will lapse on
termination. However, the Board or the BRC has the
authority to accelerate the vesting of PSUs. The Board
or the BRC may consider exercising this authority
where, for example, a staff member dies, is totally and
permanently disabled, gives notice of their intention

to enter into genuine retirement or a staff member’s
employment ends on the grounds of redundancy,
iliness or in other limited exceptional circumstances,
such as hardship or where business efficacy justifies
exercising the discretion.

2.5.3 Performance hurdles for Executive
Committee PSUs

PSUs issued under the MEREP will only be released or
become exercisable upon the achievement of certain
performance hurdles. Two performance hurdles have
been determined and each will apply individually to

50 per cent of the total number of PSUs awarded.

The BRC will periodically review the performance
hurdles, including the reference group, and has the
discretion to change the performance hurdles in line
with regulatory and remuneration trends.

Description of performance hurdles:

Hurdle 1— 50 per cent of the PSUS, based solely

on the relative average annual ROE over the vesting
period compared to a reference group of domestic
and international financial institutions. Vesting is on

a sliding scale with 50 per cent vesting above the
50th percentile and 100 per cent vesting at the 75th
percentile. For example, if ROE achieverment is at the
60th percentile, 70 per cent of the award would vest.

The reference group comprises significant Australian
financial companies within the ASX100 as well as
Macquarie’s major international investment banking
peers with whom Macquarie competes and frequently
compares its performance. The reference group for the
2009 and 2010 PSU allocations is comprised of ANZ
Group, Commonwealth Bank, National Australia Bank,
Westpac, Suncorp, Bank of America, Citigroup, Credit
Suisse, Deutsche Bank, Goldman Sachs, JP Morgan,
Morgan Stanley and UBS.
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Hurdle 2 — 50 per cent of the PSUs, based solely on
compound average annual growth rate (CAGR) in EPS
over the vesting period. Awards will vest on a sliding
scale with 50 per cent vesting at EPS CAGR of 9 per
cent and 100 per cent vesting at EPS CAGR of 13 per
cent. For example, if EPS CAGR was 11 per cent,

75 per cent of the award would vest.

Under both performance hurdles, the objective will be
examined once only, effectively at the calendar quarter
end immediately before vesting. If the condition is not
met when examined, the PSUs due to vest expire.

Rationale for selection of performance hurdles:

— ROE and EPS are considered appropriate measures
of performance as they are considered to be drivers
of longer term shareholder returns and are broadly
similar to the performance measures Macquarie
uses for determining annual profit share

— the addition of an EPS objective provides closer
alignment with the interests of shareholders as it is
a measure with which they are directly concerned.
In addition, such a measure is particularty
appropriate for the Executive Committes who are
at a level within Macquarie where they can affect
its achievement without being highly impacted by
factors, including market sentiment, over which
other executives have reduced control; ROE and
EPS can be substantiated using information that is
disclosed in audited financial statements, providing
confidence in the integrity of the remuneration
system from the perspective of both shareholders
and staff

— the use of a sliding vesting scale diversifies the
risk of not achieving the hurdie for executives,
provides rewards proportional to performance for
shareholders and replaces the all-or-nothing test
which some have argued could, in the current
climate, promote excessive risk taking. Sliding
vesting scales are also more widely used and
supported by governance agencies

5 year EPS CAGR (per cent per annum)’

— use of a reference group of significant Australian
financial companies and intemational peers
provides a more appropriate reference group than
the previous use of the S&P/ASX 100 Index which
includes only domestic companies and a small
proportion of financial services institutions. This also
recognises that, following the significant changes
in global financial markets, regulated financial
institutions will likely face increased regulatory
requirements, which other companies will not.
The inclusion of international peers recognises
the extent of Macquarie's internationalisation. At
31 March 2010, over half of Macquarie's income
and approximately half of Macquarie’s staff
were offshore. Also, international ownership of
Macquarie’s shares remains significant with non-
Australian ownership averaging approximately 33
per cent over the five years to 31 March 2010

— the approach is consistent with that advocated by
APRA in not using TSR as a measure.

Performance level required to meet hurdles:

— being two, three or four year average measures
aligned with the vesting period, Macquarie'’s
performance hurdles reward sustained strong
performance and are relatively well insulated from
short-term fluctuations

— the ROE hurdle has vesting only commencing if
the mid-paint of peers’ performance has been
exceeded and 100 per cent vesting is only achieved
if the 75th percentile has been reached

— the use of an absolute EPS hurdle requires
Macquarie to deliver increased business results
before awards are vested, lessening the chance that
awards could vest when results are negative as with
the use of a relative measure

— the chosen EPS CAGR hurdle is considered
appropriate having regard to a rangse of factors
including historical average market EPS CAGR
figures. The table below shows the five year
historical mean and 75th percentile EPS CAGRs for
some relevant market sectors. The figures include
reported 2009 annual results, which have been
affected by the global economic downturn.

S&P/ASX 100 ex S&P/ASX Financials
Resources S&P/ASX Banks ex Property Trusts MSCI Financials
Mean 10.4 5.7 8.7 5.7
75th percentile 17.5 1.1 1141 13.2

Macquarie’s EPS CAGR over the same five year period was (2.8) per cent per annum and since listing in 1996 has

been 12.6 per cent per annum.

Further, many of Macquarie's international peers do not have perionmance hurdies on their equily plans.
Data provided by Macquarie Research Equities as at 31 March 2010. MSCI refers to the MSCI All Countries

Workd Index.



2.6  No special contractual termination payments are made

The following table summarises key features of the employment contracts for Executive Committee members
including the Managing Director and Chief Executive Officer:

Length of contract Permanent open ended

Remuneration review 1 April to 31 March annually

period

All Executive Directors are eligible to be considered for a DPS allocation, referred to

in section 2.3.2, which ensures that a large part of their remuneration is ‘at risk’. The
DPS terms are set out in the Macquarie Group Executive Directors’ Remuneration
Booklet (also known as the Grey Book). A departing Executive Director’s retained DPS
will only be released early on a discretionary basis in the case of genuine retirement,
redundancy and certain other limited exceptional circumstances and will be subject
to forfeiture provisions. Upon retirement from Macquarie, Executive Directors may

be entitled to the vested retained DPS held under the Pre-2009 DPS Plan scheme
provided that it is determined that no disqualifying events have occurred

Directors’ profit share
participation

Option participation Executive Directors are no longer eligible for options (five year options over ordinary
unissued Macquarie ordinary shares). Subject to discretions able to be exercised by
the Board or its delegates, on termination from Macquarie, all Executive Directors

continue to remain entitled to retain options which are vested at the termination date

Executive Committee are eligible to receive PSUs which are DSUs with performance
hurdles and are a replacement for new options grants

PSU participation

Termination of employment by Macquarie or the Executive Director requires four weeks
notice.' Depending on the jurisdiction, Executive Directors may also receive a payment
in lieu of any accrued but untaken leave and entitlements. Aside from notice (for which
a payment or part payment may be made in lieu of being required to work the notice
subject to legislative restrictions on termination benefits), no other solely contractual
termination entitlements exist

Termination of
employment

Subject to compliance with local regulatory and legal requirements. In Australia, Executive Directors given notice
by Macquarie may receive an additional weeks notice where they are over 45 years of age and have more than
two years’ continuous service.

Subject to variations arising from local employment, transmission of business and other laws in the jurisdictions in
which Macquarie operates, these contractual arrangements generally apply to all staff at Executive Director level.

Executive Directors who chose to kesp some or all pre-2009 profit share in the Pre-2008 DPS Plan as per the
transitional arrangements detailed in section 2.3.1 and leave Macquarie are eligible to receive the vested portion
(subject to there being no disqualifying events in the period of up to six months following the departure) under the
Pre-2009 DPS Plan. Executive Directors who leave Macquarie may also retain any vested but unexercised options
(which will lapse if they are not exercised in the six months following departure).
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3 Remuneration arrangements are delivering
results, although comparisons are difficult
because of the changes

3.1  Comparisons with peers are difficult

As a result of the changes in the investment banking
landscape noted in section 1, Macquarie reconsidered
its peer group in light of the absence of Babcock &
Brown, Bear Steams and Lehman Brothers. Peer
comparisons have always been complicated by the
distinct nature of Macquarie’s businesses. Where
possible, the same global investment banking peer
group as last year has been consistently used
throughout the Remuneration Report. i.e. Goldman
Sachs, Credit Suisse, Deutsche Bank, JP Morgan
Chase, Merrill Lynch (now a subsidiary of Bank of
America), Morgan Stanley, and UBS. Lazard, Jefferies,
and Barclays will also be used this year where

there is available data. As with Macquarie's other
peers, these firms have a different business mix to
Macquarie. However, the BRC considered them to be
appropriate peers on the basis that they operate in the
same markets and compete for the same people as
Macquarie.

This year, comparisons are even more difficult for the
following reasons:

— the peer group has changed this year

— some of the peers were or are recipients of TARP
funds, which have impacted their remuneration
arrangements

— some peers are or have become parts of larger
organisations, often with large retail operations
which can distort comparisons

— remuneration delivered as defered equity is
amortised over the vesting period of the equity.
Different deferral levels and different vesting periods
therefore result in different accounting results, even
if the undertying quantum of remuneration is the
same

— the level and detail of disclosure differs amongst
peers. Segment data is particularly relevant where
the investment banking segment is part of a larger
organisation

— the compensation to income ratio (compensation
ratio) is a non-GAAP measure, allowing peers to
adopt different definitions of ‘income’ used in the
calculation of the ratio. For example, some peers
report the compensation ratio using ‘net revenue’
on a ‘pre-impairment’ basis, whereas others include
impairments in net revenue, as does Macquarie.

3.2  Historical comparisons with Macquarie are
difficult

In addition to the difficulty in comparing Macquarie with
its peers, comparison with prior years’ historical data is
also difficutt for the following reasons:

— Changes in the composition of remuneration, and
therefore changes in accounting treatment. Under
the old remuneration arrangements, the whole of
the profit share pool, including amounts held subject
to restrictions, for each financial year was charged
against earnings in that year. Under the revised
arrangements, accounting standards dictate that
retained profit share delivered as Macquarie equity
is recognised as a share based payment, expensed
over the vesting period, which is up to seven years
for the most senior group. This year also reflects the
accounting adjustments required to transition to the
new arrangements including the treatment of 2009
retention delivered as equity. These adjustments are
explained in Appendix 2

— The proportion of fixed remuneration versus variable
remuneration differs year on year. For FY2010, the
proportion of fixed remuneration is significantly
higher than variable remuneration. This is firstly
because the cost of equity capital has not been
met and therefore no amount of the excess profits
over the cost of equity capital has accrued to the
profit share pool and secondly, becauss fixed
compensation is higher this year than 2009, when
one-off items such as redundancies are excluded,
because staff numbers are greater

Headcount grew from 12,716 to 14,657 over

the 12 months to 31 March 2010. With a view

to delivering shareholder value over the medium
term, and as part of Macquarie's continual organic
growth, a number of businesses have selectively
hired senior staff. Some of these hires occurred
towards the end of the FY2009, but the trend has
continued during the current financial year on a
much larger scale. For FY2010, approximately
200 new senior executives (Associate Director level
or above) were hired specifically for the purpose
of developing these organic growth initiatives. In
addition to this, Macquarie has acquired a number
of businesses and associated teams outside

of Australia, largely in higher cost jurisdictions,

to strengthen Macquarie’s product offering and
global presence. In the 12 months to 31 March
2010, Macquarie’s staff numbers have increased
by a net of approximately 1400 as a result of
seven acquisitions. The hiring of these staff is an
investment for the future as the benefit of their
activities is yet to be fully realised in income



— The denominator in the compensation ratio is net
operating income as reported, which includes
impairments. Prior to 2008, impairments were
not significant. However, since then, the level of
impairments has increased, resulting in a lower level
of reported net operating income

— In both 2009 and 2010, the Non-Executive
Directors of the Board have exercised their
discretion to change the quantum of the profit
share pool to reflect internal or external factors
where they have considered it to be in the interests
of Macquarie and shareholders to do so. In doing
this, the Board considered sharehalders’ interests,
the employment environment and staff retention
requirements. It is critical that Macquarie has the
flexibility to remain competitive in the global markets
in which it operates while having due regard to
shareholder interests over the short and medium
torm

~ Compensation expense includes notional eamings
on prior year restricted profit share allocations
which are held under the Pre and Post-2009 DPS
Plans. These notional earnings or losses reflect
the investment performance of the assets in which
the prior year retained DPS amounts have been
invested. Their inclusion in the compensation
expense, particularty for Key Management
Personnel disclosed in the Remuneration Disclosure
in Appendix 2 may therefore cause distortions
when year-on-year remuneration trends are
examined. For FY2009, compensation for iKey
Management Personnel included a net notional loss
of $25.3 million, whereas FY2010 includes a gain
of $2.2 million

— Even though Macquarie has ceased offering
options in 2009, the accounting expense in regards
to previously granted options continues to be
recognised evenly over the vesting period. For
FY2010, Macquarie recorded an options expense
of $109 million. The majority of these options are
currently out-of-the-money.

3.3 With these caveats, the refationship between Macquarie’s remuneration and its performance is

strong relative to peers

The overarching goal of the remuneration framework is to drive superior shareholder retumns over the long term.
Macquarie's remuneration approach and its consistency over time have contributed to maximising growth in
earnings and retum on equity. This has led to strong sharsholder returns, although these have been impacted in

recent times by the global financial crisis.

As economic conditions have begun to trend back to normal, Macquarie's financial resuits have also begun to
recover, although ROE remains at historically low levels. This is shown in the following table:

Performance over past five years 2005-2010

5 year
2005 2006 2007 2008 2009 2010 Growth
Earnings
NPAT attributabile to $ millions 812 916 1,463 1,803 871 1,050 29%
ordinary equityholders
Basic EPS contspershare  369.6 4003 5916 6706 309.6 320.2 (13.4)%
ROE
Return on average % 20.8 26.0 28.1 28.7 9.9 10.0
ordinary shareholders’
funds (p.a.)
Total sharehoider
returns (TSR)
Dividend - cents per share 161 215 315 345 185 186
Interim and Finai
Dividend - Special cents per share 40 - - - -
Share prics at 31 March $ 4803 6468 8275 5282 27.05 47.25 (1.6)%
Annual TSR! % 39.0 40.2 326 (336) (44.1) 79.6
Five-Year TSR 23.8%
10 year TSR 171.5%

Throughout this Report, TSR represents the accumulated share price return when all cash dividends are

reinvested at the ex-dividend date.
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Long-term NPAT has grown relative to peers

One of the measures used to compare relative
performance is long-term profit performance.
Macquarie’s analysis shows long-term profit
performance is equal to or better than its international
peers.

Peers relative 10 year Growth in NPAT:
2000 - 2010

Compound

10 year Annual

Growth Rate

%

Macquarie 17
Peer 6
Peer 5
Peer 7
Peer 7
Peer 16
Peer 5
Peer N/M?
Peer 6
Peer (12)
Peer N/M'

The N/M references above refer to where peers
have recorded a loss for the current year and the
compound 10 year annual growth rate cannot be
calculated, or where they have nat continuousty
reported over 10 years.

Peers are disclosed under the next chart.

NPAT 10 year compound annual growth rate
M ie versus inti tional invest

bank?ng peers
%

5

International investment banking
poers

Macquarie

Peers comprise Barclays, Credit Suisse, Deutsche
Bank, Goldman Sachs, Jefferies, JP Morgan Chase,
Lazard, Merrifl Lynch (Bank of America subsidiary),
Morgan Stanley and UBS. The compound 10 ysar
annual growth rate cannot be calculated where the
peer has recorded a loss either in the current year or
10 years ago, or have not continuously reported results
over 10 years, i.e. Lazard and UBS. Where profits on
the disposal of discontinued operations represents a
significant proportion of NPAT, this has been excluded.

ROE is historically low, reflecting conservative
fiquidity management feading up to and following
the global financial crisis

Whilst ROE is at a historically low level, it has held up
well compared to most peers. Macquarie’s 10 year
average ROE is higher than all of its peers, reflecting
that it has been generally less volatile than peers
over the same period. More specifically, Macquarie
has maintained a conservative balance sheet during
the financial crisis, even though this has had adverse
remuneration consequences.
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Peer ROE over 10 years 2000-2010" Compensation expense to income ratio is in line Compensation ratio: 2008-2010"
Macquarie versus international investment banking peers with peers 3/009/2010 W 2008/2009 2007/2008 m
ROE One guideline used to evaluate overall remuneration ?

levels is the organisation’s compensation expense to
income ratio (compensation ratio). The compensation

1year average 3 year average 5 year average 10 year average
% % %

% ratio is widely used within the investment banking
Macquarie 10.0 145 19.5 214 industry to broadly review comparative remuneration
Average of Peers 4.9 1.5 10.6 12.0 levels. It is not, however, the basis on which
Peer 22.4 19.2 20.6 19.6 Macquarie’s profit share pool is created.
Peer 19.3 5.1 1.3 7.9 Macquarie’s compensation ratio is compared with that
Peer 14.8 7.3 10.7 1.0 of a group of peers in the following chart. information
Peer 21.8 19.3 224 19.4 has been provided for the last three years. Macquarie’s
Peer 12.6 @.1) 4.3 8.2 analysis shows that its overall compensation ratio is
P 6.4 7.7 8.8 88 in line with its peers for FY2010. In FY2009, it was

anticipated that Macquarie’s compensation ratio

Peer 3.0 (20.5) would return to historic levels, given that 2009's lower
Peer 2.6) 4.1 10.6 14.9

ratio reflected the extraordinary market conditions at
Peer 7.4) (27.0) (3.8 6.2 that time. When comparing Macquarie’s current and

Average of most recent 10 years, except in cases where 10 years of continuous data is not available for a peer, in ?@mﬁ:&?:::ﬁ%gﬁ;;i r[:f]:nn;;iti): s’g'(';t?;:l' §f2
which case the longest time period for which continuous data is available for that peer has been used e

] Major international investment
o ' While the compensation ratio effectively adjusts for 7 banking peers
Peers comprise Barclays, Credit Suisse, Deutsche Bank, Goldman Sachs, Jefleries, JP Morgan Chase, Lazard, differences in size between organisations, it is not & 1 Based on most recent statutory accounts/
Morgan Stanley and UBS. in previous years, Merill Lynch has been used in this analysis but ROE data is no an entirely satisfactory measure to use in assessing g fiings ry
longer available for Merrill Lynch since it was acquired by Bank of America. compensation levels because it does not take into Corgnpan sation ratios have besn excluded
Source: Peer underlying data from Bloomberg. account factors such as: where reported net revenue was negative.
— differences in the way that remuneration is
10 year ROE delivered (defivery vehicle, amount deferred, vesting . . oo
Macquarie versus international investment banking peers timeframe), and therefore differences in the way that gx:&::f;ig;cgys&arﬁ;‘%i;:ﬁ s;':ﬁ:
Macquarig e reruneration is accounted for Gold Seg \ e *
% ° ] ) ! man Sachs, Jefferies, JP Morgan Chase
— differences in the business mix between comparator (Investment Banking segment), Lazard, Merrill Lynch,
organisations Morgan Stanley and UBS (Investment Banking
— performance differences between organisations, segment).
:;}c;ua?rl}r;ggssuch factors as capital usage and quality Data has been calculated by Macquarie. The
e ! . information is based only on publicly available
— variations in accounting practices used by information for the peer firms.
comparator organisations, including the treatment . X X .
of impairments as noted in section 3.1 This ;:Dtr)neifefnts:ﬁor? ratio analysis suplports Mg‘cquarie's
_ . . over: ief that its remuneration policies, in uding
ﬂ?e extent 9f outsou.rcung 'actlvmes . the approach to determining the profit share pool,
- dtfferepces in appetlt_e to risk and assumptions operate in @ manner that is related to profit (rather than
N\ made in regards to risk. revenue) and that they are sound.
/(/ el The adoption of different definitions of ‘income’ by
-60 - peers in the calculation of the compensation ratio
8 ] 8 8 3 8 8 g 8 3 2 restricts the comparability of peer compensation ratios.
39 N [ 1Y ~ ~ N « 13 13 «

In order to show more comparable compensation
ratios, impainments have been consistently netted
against net revenue in the revised calculations for
some peers.
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Macouarie's sharsholder relurns over the long term have been positive and higher than International investment
Banking pesrs.

TSR since July 1896

Macquarie Group Limited, international investment banking peers, othertopp ing ASX 50

International investrment banking Nine:other best performing.
peers! companies in:thetop 10 in the ASK

" Hnternational investroent banking peers comprise Barclays, Credit Suisse; Deutsche Bank, JP:Morgan Chase,
Morgan Stanley and UBS. Peers which have beer included in comparative analysis elsewhers in this Report but
whichihave not besn continucusly listed since Macquane Bank Limited's date of listing (29 July. 1996} have been
excluded from this chart. 1.6, Goldman Sachs, Jefferies and Lazard. I Brevious years, Merill Lynch has been sed
‘in this analysis but TSR data is no fonger available for Merrill Lynch since it was acguired by Bark of Arnerica.

Maéﬁqn}aﬁe}'s TSR since listing is higher than that of all but one other co%npany that was in'the ASX Top 508t the
fime that MBL listed in July 1998, and is significantly higher than the TSR3 of the international investment banking
peers over the same perioad:

\Ssmﬁar:y, Macquanes shareholder returns continue o outperform the All Ordinaries Accurnilation’ mdex since
fisting.

; Macquarie TSR versus the All Ordinaries Accumulation Index
28 July 1996 to 31 March 2010
Mrlchﬁ 18 TSR w Al Ordinaries Accumulation Jndex sew

> S w1 e A L o e e e e g gy S
E 5 8828880 5888 85 88 88 8558 R 292
(o RRE e MRS L S > Bl SR - Bt e Sy w SRR e S o S o S o SRR St o S oc SR w5 SN s AREE v AU wo SRR S < SRt 6o SR o R ws et o R s RO
T TR e St SR S R e e St S B A SR < N A ) < RS AURI < NN MU
A R R R R R B R e e e e g e e e e e
SoE g5 s s 5.8 & FUgE b & & BoEE
g8 g 52 53 £33 k: 3 o & i @ & o E
o RE=E0) S-S, K-, S, HEe=t (s RS, S-Sy, SED=—Ttt (DY, S0 Hikh-=J01) . Sotp=— ., SR L=

Indexed to 100 0n 29 July 1996, The “All Drdinaries Accumulation index” foe in the ab harlis based on
the SEPIASX 500 Accumuation Index from 81 March 2000, Prior 1o this, it was baged on ine Al Drdinares
Accurmuation Index. Macquare TSR caloulations here and throughout this Pepor dssume continious isting,
Hence: they are based on Macguarie Bank Limited (ASX code: MBL) data up to and including 2 November 2007,
Ihelast day of rading of Macquare Bank Limited shares, and Macguare Group Limited (ASX code MOG dala
from the commentcement of frading Macauarie Group Limited shares on 6 Novermber 2007 onwards.,
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This depth of experience continues outside of the
Exscutive Committes. As &t 31 March 2010, 27 per
cent of Dirsctor level sialf have at least 10 vears’
of Macguarie’s remunsratior getrients Isrce with Macglare. and a furines 27 per

mictivate and rétsin high gualily people centhave between 5 and 10 years sxpfx scetwith
and eﬂsu:e they dre focused on generating S r o Macquane: i
valueby remunerating mem commensuraie with their Directors’ tenure as at 31 March 2&;9 3

and Macouane’s overall performancs, %
The Board's view is that curmently, Masouars is
atiracting and: retainir & people itn foimestits
business goals: However, there is growing prassiire
onstaif rétention fn resp@ns an unprecedented
competitive market gs mdicat vine i Crease
voluntary Divector lsvel tumover from s
2@09,{ approxxmﬁ*aiy *’) peﬁr cer

f_msﬁm three years 20%

More than tenysars 27%

cump@mve markst iR
: , ; R ; . Five years - ten'years 27%
Maoguarie continkes 1o heve & highly exu&ngmgeg i . -
senior manggemen
Macquarie’s Executive:Committee is over. 19 years,
i S 3 R i Three years - five years 17%

Tenure of Executive Committee memblers This measure includes accumulated service at acauired

compames‘ for examp&e ING's'Asian Equities business,

Macouarie has to balance its goal of retaining 2
motivating pedple through remuneration agai
ensuring stafl are paid commensurate with Macauarie's
overall- performance. This aligns stafi and shareholder
interests: The analysis below srows that while overall
nrofits have declined over the fast three vears, siaff
cormpensation has also declined, albsit not t 1o the same
extent dusto overall increase in fixed compensaaon
because of the increase In staff numbers, as
discussed in Section 3.2: Key M it Personnel
remuneration, both including and excluding earnin:

“on rétained profit share amounts; have significantly
dedlined over the same pericd. demansiating hat
Macauarie’s remuneration System is working.

Richard Sheppard
Andrew Downe
Nigﬁdas Mc;nré

ara Wikiamanayake
Peter Maner
Roy Laidlaw




Comparison of performance measures and executive remuneration measures: 2006 - 2010

Increase /
(Decrease)
2010 vs.
Performance measures 2006 2007 2008 2009 2010 2006
NPAT $m 916 1,463 1,803 871 1,050 15%
Basic EPS centspershare  400.3 5916 670.6 309.6 320.2 (20%)
Executive remuneration
measures
Total Compensation Expense $m 2,286 3,472 3,878 2,247 2,848 25%
Remuneration — Executive
Key Management Personnel $m 1372 20741 124.7 11.4 45.2 (67%)
Remuneration excluding
earnings on restricted profit
share — Executive Key
Management Personnel $m 134.8 193.3 140.2 36.7 43.0 (68%)
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4 Strong governance has been exercised

Effective governance is central to Macquarie's

remuneration strategy and approach. As noted in

section 1, governance expectations have significantly

increased. The Board considers that strategies are

in place to provide even stronger governance of

Macquarie’s remuneration approach. The Board aims

to ensure that Macquarie's remuneration system is

sound in the following ways:

— strong Board and Board Remuneration Committee
(BRC) oversight

— assessment of risk as part of the profit share
allocation process

— independent remuneration review.

These key elements of Macquarie’s approach are
described below.

4.1 Strong Board oversight exists to ensure
sound overall remuneration governance

The Board of Directors has oversight of Macquarie's
remuneration arrangements. The Board has a BRC
whose objective is to assist the Macquarie Board and
the Board of Macquarie Bark Limited (Macquarie
Bank), a key operating subsidiary, with Macquarie’s
remuneration policies and practices.

The BRC currently comprises four Non-Executive
Directors, a majority of whom are Independent,
including the BRC Chairman:

Helen Nugent BRC Chairman Independent Non-

Executive Director

David Clarke' BRC Member Non-Executive

Chairman
John Niland  BRC Member independent Non-
Executive Director
Peter Wame BRC Member Independent Non-
Executive Director
Kevin BRC Member Independent Non-
McCann? Executive Acting
Chairman

Due to illness, Mr Clarke sought and was granted leave
of absence from 27 November 2008 to
30 August 2009.

Mr McCann was appointed Acting Chairman of
Macquarie Group Limited and a BRC member on

27 November 2008 for the duration of Mr Clarke's
absence and served in this capacity during that time.

The BRC members have the required experience and
expertise in both human resources and risk to achieve
effective governance of Macquarie's remuneration
system. All members of the BRC are also members
of the Board Risk Committee, with Mr Wame being
the Acting Chairman of that committee in Mr Clarke's
absence, and the Chairman since 27 August 2009.
In addition, all members of the BRC have extensive
experience in remuneration, either through their
professional background or as members of the
remuneration committees of other boards.

The BRC has a regular meeting cycle and held a
significant number of additional meetings this year

in order to address the various remuneration issues
arising from the changing remuneration environment.
The BRC met 20 times over the last financial year.
Attendance at the meetings is set out in the Directors
Report.

The Board pays serious, sustained attention to the
design and the operation of remuneration practices
for all of Macquarie, not just for the most senior
executives.

The responsibilities of the BRC are set out in a
formal charter which is available on Macquarie’s
website

The Charter was reviewed and amended during the

year to reflect the requirements of APRA’s Prudential

Standard APS 510. The amendments included the

specific inclusions of the following BRC responsibilities:

— ensuring that Macquarie’s remuneration policies and
practices support Macquarie's risk management
framework

— liaising with the Board Risk Committee and the
Board Audit and Compliance Committee to
ensure there is effective coordination between
the committees to assist in producing a properly
integrated approach to remuneration that
appropriately reflects risk

— reviewing and assessing the effectiveness of
Macquarie’s remuneration policy including
compliance with regulatory requirements

— reviewing and making specific remuneration
recommendations for persons whose activities
may in the BRC's opinion affect the financial
soundness of Macquarie. This is in addition to the
existing specific remuneration recommendations in
respect of Executive Voting Directors and Executive
Committee members.
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Board oversight of the approval framework
for remuneration recommendations can be
summarised as follows:

Subject to the appropriate management of conflict

of interest issues, the Boards of Macquarie and

Macquarie Bank, as appropriate, approve the following

on the recommendation of the BRC:

— the remuneration policy for the whole of Macquarie
(not just for the Executive Committee) including:

— assessing the effectiveness of the remuneration
policy and compliance with legal and regulatory
requirements

— material changes to the remuneration policy
including remuneration structure, retention and
termination policies for staff

— material changes to the recruitment policies and
procedures for Macquarie’s senior management
team (Executive Committee and other Operating
Group Heads)

— all individual remuneration/profit share
recommendations for members of the respective
Executive Committees and other Executive Voting
Directors (inciuding the Managing Director), and
other persons whose activities may, in the BRC's
opinion affect the financial soundness of Macquarie

— all individual PSU grants to members of the
respective Executive Committees, with the proviso
that grants to Executive Voting Directors (including
the Managing Director) must be approved by
shareholders at the Annual General Meseting

— other remuneration recommendations relating
to individuals or groups of individuals which
are disclosed or are significant because of their
sensitivity or precedent implications, or because
they are covered by regulatory standards

— the continued application of the profit share
methodology and any adjustments

— determination of the total PSU pool availabie for
Executive Committee members

— recommendations relating to the remuneration
framework for the Non-Executive Directors of
Macquarie and Macquarie Bank

— appropriate levels of delegated responsibility from
Macquarie’s Board to management for remuneration
related policy and practice decisions

— remuneration recommendations relating to Non-

Executive Directors of Macquarie and Macquarie
Bank.

The BRC approves the following matters on behalf of

the Macquarie Board:

— changes to the remuneration, recruitment, retention
and termination policies and procedures not
requiring Macquarie Board approval

— material changes to superannuation/pension
arrangements

— the percentage of Executive Directors’ retained
profit share allocated to Macquarie shares and
Macquarie-managed fund equity

— the spexific notional portfolio allocations of retained
DPS amounts for individual Executive Directors.

The BRC approves the following matters on behalf of
both the Macquarie Board and Macquarie Bank Board:

— all individual remuneration/profit share
recommendations for Executive Directors, other
than those required to be approved by the Non-
Executive Directors of Macquarie and Macquarie
Bank Boards as noted above

— remuneration recommendations made outside of
policy relating to individuals or groups of individuals
{unless required to be approved by the Board)

— all individual Director promotion equity grants to
staff other than those designated above.

The BRC also has the authority to monitor the
implementation of the executive remuneration
policy, including an annual review of compliance
with the Executive Director minimurn shareholding
requirements.

The Board has adopted internal guidelines on declaring
and dealing with conflicts of interest. These are rigidly
followed by the BRC.

This remuneration governance framework ensures
that remuneration recommendations relating to staff
at various levels of seniority must be approved at an
appropriate level of authority.

The following diagram highlights the Board's
involvement with critical remuneration decisions
through the annual remuneration cycle.

continued

Board oversight of remuneration decisions

Approvals

~ Changes to profit share
methodology reviewed by
BRC and approved by
the Board

Contirm memodotoqy

— Profit share methodology
reviewed at least annually
including the proportion of
after-tax profit. the proportion
of earnings in excess of the
Group's cost of capital. the
cost of equity capital and tax
rate that are used to calculate
the profit share pool

1

- The Board approves:

— Total PSU pool available
for Executive Committee
members

— The continued application
of the profit share
methodology

- Adjustments to the profit
share pool

- The BRC approves the

calculation of the final profit
share pool based on
application of the
methodology

Size of the profit share pool is
determined annually by
reference to the Group's
after-tax profits and its
earnings over and above the
estimated cost of capital
These are two key drivers of
shareholder value

PSU pool determined
annually with reference to the
profit share pool

Director, must be approved by shareholders at the AGM.
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— The Board approves:
— All individuat profit share

recommendations for
Executive Committee,
including the CEOQ. other
persons whose activities may
affect financial soundness of
Macquarie'

All individual PSU grants to
Executive Committee
members

All profit share
recommendations for groups
of individuals covered by
regulatory standards

—The BRC approves:
— Allindividual profit share

recommendations for
Executive Directors other than
those required by the Board
as noted above

All“high” profit share earners
regardless of level

Al individual profit share
recommendations for
Macquarie Life individuals
covered by regulatory
standards

Allocate puols

— Primary basis for allocating

the profit sharing to business
areas is based on the
business' relative
contribution to profits taking
into account capital usage
Allocations to individuals are
based on their performance
Performance criteria vary
depending on an individual's
role but are linked where
possible to outcomes that
contribute to NPAT and ROE
as well as risk and other
factors

On the proviso that equity grants to the Managing Director and Chief Executive Officer, being an Executive Voting




4.2 Riskis assessed as part of the profit share
allocation process

The Board considers that the effective alignment

of remuneration with prudent risk taking to be a

fundamental criteria for any successful remuneration

system.

The Board's approach to risk management is to make
risk decisions at multtiple levels.

The Board has always used both executive judgement
and quantitative risk measures to determine the
quantum of variable remuneration allocations. The
quantitative measures are as follows:
— the profit share pool is determined by reference
to both profit {not revenue) and earnings over and
above the estimated cost of capital

— ROE is taken into account at a Macquarie-wide level
and economic and prudential capital usage at a
business group level for profit share pool allocation

— the performance hurdle for existing Executive
Director options and Executive Committee PSUs to
vest is linked to ROE, not TSR.

The Board acknowledges that quantitative risk
measures have limitations and, therefore, overlays
these measures with executive judgement. Just as
judgement is required in managing Macquarie’s risk
profile, significant judgement is exercised when risk-
adjusting profit share allocations. When assessing
the performance of businesses and individuals,
management and the BRC look at a range of
factors, including risk management, govemance
and compliance, people leadership and upholding
Macquarie’s Goals and Values.

In addition to this, the Non-Executive Directors of the
Board have discretion to change the quantum of the
profit share pool to reflect internal or extemnal factors
if deemed in Macquarie’s and shareholders’ interests,
and/or to defer the payment of profit share amounts
to a subsequent year at a company-wide, business or
individual level where it is in the interests of Macquarie
and shareholders to do so.

To strengthen Macquarie’s arangements in this area,
the CRO reports to the BRC on capital allocation in
respect of risks assumed and its impact on the overall
profit share poot, and the profit share allocated to
individual Operating Groups.

The Board seeks to ensure that remuneration is
sensitive to risk outcomes in the following three ways:

Remuneration outcomes must be consistent with
risk outcomes

Profit share allocations are truly variable. The profit
share component is variable upward and downward
in response to good or poor performance. The fact
that the profit share pool at a Macquarie-wide level is
determined by reference to both profit and earnings
over and above the estimated cost of capital ensures
that there is no available profit share in the event of a
loss at a Macquarie level other than via the Board's
discretion.

Remuneration payout schedules must be sensitive
to the time horizon of risks

Under the revised remuneration arrangements, the
proportion of an Executive Director’s profit share
allocation that is deferred and subject to the time
horizon of risk has increased from 20 per cent to 50
per cent for 2009, and to 40 per cent for 2010 and for
Executive Committee members from 40 per cent to 50
per cent (65 per cent for the Managing Director and
Chief Executive Officer).

A departing Executive Director’s unvested retained
profit share is only paid out in the case of genuine
retirement, redundancy or in certain other limited
exceptional circumstances, and is forfeited in stages
if a ‘disqualifying event’ occurs within two years of
leaving. For example, the payment of a departing
Executive Director’s retained profit share will be subject
to forfeiture if it is found that the individual has acted
in a way that damages Macquarie, including but not
limited to action or inaction that leads to a material
financial restatement, a significant financial loss or
any significant reputational harm to Macquarie or its
businesses.

Consistent with previous arrangements there are no
“golden handshake” payments.

The mix of cash, equity and other forms of
remuneration should be consistent with risk
alignment

Macquarie adopts a tailored approach to ensure that
the retention levels and equity-based remuneration is
appropriate given the seniority of the individual and
their ability to influence results.
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43  Anindependent remuneration review has
been undertaken

The BRC has access to Macquarie senior
management and has retained independent
consultants, Towers Watson for the use of the
Board to obtain advice on the appropriateness of
remuneration packages and other employment
conditions as required.

The BRC, on behalf of the Non-Executive Directors

of Macquarie, commissioned an independent review
of Executive Director remuneration from a US office

of Towers Watson. The review considered the overall
approach to remuneration, the extent of alignment with
shareholder interests and a comparison of individual
remuneration for senior executives where relevant

peer information was available. In addition, the BRC
independentty analysed global remuneration trends
and data.

Towers Watson's findings were that:
— Macquarie has used essentially the same
remuneration system since Macquarie’s founding
— the objectives on which Macquarie's remuneration
system are built are similar to those cited in
other leading global investment banks, with the
paramount goal to encourage management to drive
shareholder returns over the short and longer term
— Macquarie's remuneration system:
— has helped ensure that pay and performance are
linked tightly
— has several means to align executive reward and
shareholder value creation
— orients senior staff toward longer-term value
creation rather than short-term benefits
— Macquarie’s remuneration governance process is
fairly similar to that in place at Macquarie's peer US
investment banks

— Macquarie's remuneration components support its
remuneration principles and are very much in line
with practices at peer global investment banks,
including that:

— fixed remuneration is modest relative to total
compensation, the bulk of which is delivered
through variable means (annual and long-term
incentives)

— the annual profit share is based on profit and
return on equity, which are recognised by most
peers as necessary to drive share price

— individual profit share awards to executives are
highly differentiated by individual contribution and
results

— asignificant portion of profit share is invested in
both Macquarie equity and Macquarie-managed
funds equity and withheld for several years

— executives must maintain an equity stake in the
company

— equity-based compensation (in the form of
Macquarie shares and Macquarie PSUSs for
Executive Committes) is used as a long-term
incentive for executives

— Macquarie imposes a long vesting period on the
portion of profit share deferred

~— Macquarie’s total remuneration as a percentage
of revenue and as a percentage of earnings is
centred near the median relative to investment
banking peers

— like other investment banks, Macquarie has a
long holding period for senior executives.

An external review of Non-Executive Directors’
remuneration was also commissioned in early 2010
from Guerdon Associates (refer section 5.2 for details).
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5 Non-Executive Directors continue to be
recognised for their role

Finally, Macquarie's remuneration approach ensures
that the Non-Executive Directors are appropriately
recognised. Reflecting this different focus, the
remuneration arrangements applicable to Non-
Executive Directors, as outlined in this section,

are different from the amangements applicable to
executives.

5.1 Non-Executive Director remuneration policy

The overall objective of Macquarie's Non-Executive
Director remuneration policy is to ensure that Non-
Executive Directors are remunerated appropriately.
This objective is achieved by:

— setting Board and Board Committee fees in line
with market rates for relevant Australian financial
organisations for the time commitment and
responsibilities involved

— delivering these fees in a form that is not contingent
on Macquarie’s performance

— not providing termination or retirement benefits
other than payments relating to their accrued
superannuation contributions comprising part of
their remuneration.

Thus, Macquarie’s Non-Executive Director
remuneration arrangements are structured
quite differently from the executive remuneration
arrangements. Executive Directors are not
remunerated for acting as Voting Directors.

All Voting Directors are required to at least annually
disclose their financing arrangements relating to their
Macguarie securities to Macquarie.

All Non-Executive Directors of Macquarie Group
Limited are also Non-Executive Directors of Macquarie
Bank Limited, a key operating subsidiary. This policy
governs the remuneration of Non-Executive Directors
of both Macquarie and Macquarie Bank in aggregate.

5.2  Board and Committee fees

Non-Executive Directors are remunerated via Board
and Committee fees in line with market rates for
relevant Australian financial organisations for the

time commitment and responsibilities involved.

These fees are reviewed annually on the basis of a
comparison to market rates. An external review is
conducted periodically both as verification of the
market comparison and also to provide observations
concerning the continuing validity of the methodology.

Such an external review was completed in early

2010 to ensure that the Non-Executive Directors’
remuneration was in line with the relevant benchmark
organisations and to ensure that the methodology and
framework employed was appropriate. The review
was conducted by Guerdon Associates. The Board
of Directors critically evaluated the analyses and the
conclusions reached.

The current per annum base and Committee
fees outlined below are consistent with the
recommendations of this review.

Macquarie and Macquarie Bank Fees

Macquarie fees Macquarie Bank fees Total fees

Chaimman  Member Chairman  Member Chairman Member
Board $585,000 $155,000 $240,000 $65000 $825,000 $220,000
Board Risk Committee $70,000  $30,000 N/A? N/A2  $70,000  $30,000
Board Audit and Compliance
Committes $70,000  $30,000 N/A? N/A2  $70,000  $30,000
Board Remuneration Commitiee $70,000  $30,000 N/AZ N/AZ  $70,000  $30,000
Board Comporate Governance
Committee $45,000' $18,000 N/A? N/A2 $45,000'  $18,000
Board Nominating Committee N/A3 $8,000 N/A2 N/A? N/A3 $8,000

This role was filled by the Acting Non-Executive Chairman during Mr Clarke’s absence (27 November 2008 to
30 August 2009) and was not separately remunerated for Committee responsibilities.

Macquarie Bank Limited does not have separate committees, although Macquarie Group Limited's Audit and
Compliance Committee and Remuneration Committee support both Boards.

No separate fee is paid for this role as it is filled by the Chainman and was filled by the Acting Chairman during

Mr Clarke's absence.
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Base and Committes fees are paid quarterly. Non-
Executive Directors may elect to receive their
remuneration, in part, in the form of superannuation
contributions and, until recently, by way of Macquarie
ordinary shares acquired via the Macquarie Group
Non-Executive Director Share Acquisition Plan
(NEDSAP), a mechanism for the Non-Executive
Directors to acquire additional ordinary shares in
Macquarie. The terms of the NEDSAP substantially
replicate the terms of an equivalent plan that was
operated by Macquarie Bank Limited, as approved
at Macquarie Bank Limited’s 1999 Annual General
Meeting. Shares under the NEDSAP have been
acquired on-market at prevailing market prices. New
offers under the NEDSAP were suspended in 2009.

Information on the frequency of Board and Committee
meetings is included on page 63 of the Directors’
Report.

There are no termination payments to Non-Executive
Directors on their retirement from office (and there
never have been in the case of both Macquarie Group
Limited and Macquarie Bank Limited) other than
payments relating to their accrued superannuation
contributions comprising part of their remuneration.

Macquarie’s Non-Executive Directors are remunerated
for their services from the maximum aggregate
amount (currently $3,000,000 per annum) approved
by shareholders for that purpose. The current limit of
$3,000,000 was approved by Macquarie Bank Limited
shareholders at Macquarie Bank’s 2007 AGM. This
same amount has been set in place for Macquarie
Group Limited and applies on a consolidated basis.
Although fees have been split between Macquarie
Bank Limited and Macquarie Group Limited, the Board
ensures that Non-Executive Director remuneration for
Macquarie Group Limited and Macquarie Bank Limited
taken together does not exceed this shareholder
approved maximum aggregate amount.

it is expected that shareholder approval will be sought
at the 2010 Annual General Mesting to increase this
maximum aggregate amount to refiect the increase

in the workload of Non-Executive Directors, to
accommodate the appointment of an additional Non-
Executive Board member in March 2010 and to allow
for moderate future growth.

5.3 Minimum shareholding requirement for
Non-Executive Directors

To encourage long-term commitment and to

more closely align the interests of the Board with

shareholders, the Board has a minimum shareholding

requirement for Non-Executive Directors. Non-

Executive Directors are required to have a meaningful

direct shareholding in Macquarie.

Under the minimum shareholding requirement,
Non-Executive Directors are required to acquire

and maintain, directly or indirectly, a holding of

4,000 Macquarie ordinary shares, which they

may accumulate over three years from the date of
appointment. They are required to extend this holding
by an additional 2,000 Macquarie ordinary shares
over the next two years, such that they maintain a
holding of 6,000 Macquarie ordinary shares. Under
Macquarie's Trading Policy, Non-Executive Directors
are forbidden from hedging shares held to meet this
minimum Macquarie shareholding requirement. Actual
shareholdings are set out in Appendix 3 below.



Appendices: Key Management Personnel disclosures

Appendix 1: Key Management Personnel

The following persons were Voting Directors of Macquarie Group Limited for the period during the financial years
ended 31 March 2010 and 31 March 2009, unless otherwise indicated:

Directors: Changes during 2009 and 2010 (g pt as noted below)

Executive

N.W. Moore’ Managing Director and Chief Appointed to the Board on 22 February 2008 and as

Executive Officer Managing Director and Chief Executive Officer on 24 May

2008

A.E. Moss, AO Retired 24 May 2008

L.G. Cox, AO Retired 29 July 2009

Non-Executive

D.S. Clarke, AO Non- Executive Chairman On leave of absence from 27 November 2008 to
30 August 2009

M.J. Hawker Appointed to the Board on 22 March 2010

PM. Kirby

C.B. Livingstone, AO

H.K. McCann, AM Acting Chairman in D.S. Clarke’s absence

J.R. Niland, AC

H.M. Nugent, AO

PH. Wame Acting Chairman of the Board Risk Committee in

D.S. Clarke’s absence and was appointed Chairman
of the Board Risk Committee on 27 August 2009

In addition to the Executive Directors listed above, the following persons also had authority and responsibility for
planning, directing and controlling the activities of Macquarie and its controlled entities during the financial years
ended 31 March 2010 and 31 March 2009, unless otherwise indicated:

Executives:
S.D. Allen' Group Head, Risk Management Group (appointed 28 September 2009)
J.K. Burke Former Joint Group Head, Macquarie Securities Group (retired on 26 February 2009)
M. Carapiet’ Group Head, Macquarie Capital
A.J. Downe' Group Head, Fixed Income, Currencies and Commodities Group
R.S. Laidlaw’ Group Head, Macquarie Securities Group (appointed 10 June 2008)
P.J. Maher' Group Head, Banking and Financial Services Group
N.R. Minogue Former Group Head, Risk Management Group (retired 30 November 2009)
W.R. Sheppard’ Deputy Managing Director
G.C. Ward' Chief Financial Officer

S. Wikramanayake' Group Head, Macquarie Funds Group (appointed 10 June 2008)

Member of Macquarie’s Executive Committee as at 29 April 2010.

The remuneration and other related party disclosures included in the Remuneration Report have been prepared in
accordance with the requirements of the Corporations Act 2001 and in compliance with AASB 124 Related Party
Disclosures.

For the purpose of these disclosures, all the individuals listed above have been determined to be Key

Management Personnel, as defined by AASB 124 Related Party Disclosures. Macquarie’s Non-Executive Directors

are specifically required by the Corporations Act 2001 1o be included as Key Management Personnel. However,
the Non-Executive Directors do not consider themseives as part of ‘management’.
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Appendix 2: Remuneration disclosures

Executive remuneration

The remuneration arrangements for all of the persons
listed above as Executive Directors or Executives are
described in section 2 above.

The individuals identified above as Key Management
Personnel include the five highest remunerated
Company Executives and Relevant Group Executives.

In accordance with the requirements of AASB 124
Related Party Disclosures, the remuneration
disclosures in the remuneration tables for the years
ended 31 March 2010 and 31 March 2009, only
include remuneration relating to the portion of the
relevant periods that each individual was a Key
Management Person.

The following factors impact the current year and prior

year comparatives:

— Comparative data in the following remuneration
table reflects the amounts disclosed in the 2009
Remuneration Report, i.e. the old remuneration
arrangements. Under those arrangements, the
whole of the profit share provision, including
amounts held subject to restrictions, for each
financial year was charged against earnings in
that year, and was disclosed in the Executive
remuneration disclosure for Key Management
Personnel. As explained in section 2.3, under
the revised arrangements, retained profit share is
invested as a combination of Macquarie equity,
and Macquarie-managed fund equity notionally
invested under the Post-2009 DPS Plan. The
portion of retained profit share that is delivered as
Macquarie equity is recognised in earnings as a
share based payment expense, spread over the
vesting period, which is up to seven years for the
most senior group. The portion that is delivered as
Macquarie-managed fund equity is not accounted
for as a share-based payment and the full amount
is charged against earnings in the current year,
consistent with prior years

— The current year also reflects the accounting
adjustments required to transition to the revised
remuneration arrangements including the treatment
of 2009 profit share retention that was previously to
be delivered as either cash or fully vested Macquarie
shares, but is now delivered as Macquarie equity
under the MEREP. The portion of Executive
Directors’ retained profit share refating to 2009
that is no longer to be paid in cash or delivered in
fully vested Macquarie shares has been reversed
in the current year with a benefit and recognised
in eamings. The MEREP equity awards granted
in relation to the 2009 profit share retention are
accounted for as a share-based payment expensed
over the vesting period from 1 Aprit 2009 which is
up to seven years for the most senior group

— Transitioned Amounts, as explained in section
2.3.1, have been reclassified in the current year
from profit share liability to equity, and the discount
to the fair value per MEREP equity award at grant
date is accounted for as a share-based payment,
expensed over the vesting period, being seven
years for Executive Committee members

While MEREP equity awards in respect of the
current year’s performance will be granted in

the following financial year, Macquarie begins
recognising an expense (based on an initial
estimate} from 1 April of the current financial year
in relation to these future grants. The expense is
estimated using the Macquarie share price as at
31 March 2010 (and for PSUS, also incorporates

a risk free interest rate of 5.75 per cent; expected
life of four years; and a dividend yield of 3.47 per
cent per annum). In the following financial year,
Macquarie will adjust the accumulated expense
recognised for the final determination of fair value for
each MEREP award to be granted when granted,
and will use this valuation for recognising the
expense over the remaining vesting period.

As explained in section 2.3.3 above, DPS amounts
retained under the DPS Plan are notionally invested for
Executive Directors, providing them with an economic
exposure to the underlying investments, typically
Macquarie-managed funds. This ensures that they
are exposed to both the upside and downside of the
underlying securities.



Executive Directors are each entitled to amounts
equivalent to the investment earnings (dividends/
distributions and security price appreciation) on the
underlying securities. Where these amounts are
positive, they may be paid to Executive Directors as
additional remuneration and are included in the relevant
remuneration disclosures below as part of “Long-Term
Employee Benefits” (refer to the “Eamings on prior year
restricted profit share” column in the tables on pages
108 to 109). When these amounts are negative, they
are deducted from “Long-Term Employee Benefits”
remuneration in the same column.

These eamings on restricted profit share amounts
reflect the investment performance of the assets in
which prior year retained DPS amounts have been
invested. Their inclusion in the individual remuneration
disclosures below may therefore cause distortions
when year-on-year remuneration trends are examined.
They do not reflect remuneration review decisions
made in relation to the individual's current year
performance.

The table below highlights the undertying remuneration
trend by adjusting the disclosed remuneration to
exclude these eamings on retained DPS amounts for
Key Management Personnel.

2006-10
2006 2007 2008 2009 2010 Increase/
$ $ $ 3 $ (Decrease)
All Executive Key
Management Personnei
Total disclosed
remuneration 137,230,470 207,074,381 124,746,718 11,364,969 45,164,524 67%)
Less/(Add): Earnings/
(Loss) on restricted
profit share amounts 2,383,441 13,786,054  (15,447,287) (25,345,764) 2,151,829
Total underlying
remuneration 134,847,029 193,288,327 140,194,005 36,710,733 43,012,695 (68%)
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Executive key management personnel remuneration disclosure

Short-Term Employee Benefits
Salary  Performance Total short-
(including related term employee
superannuation) remuneration benefits
@
$ $ $
Executive Directors -
N.W. Moore 2010 518,820 4,681,736 5,200,556
2009 517,611 2,120,641 2,638,252
Other Executives
S.D. Allen (h) 2010 195,288 151,001 346,289
2009 - — -
M. Carapiet 2010 384,311 2,886,191 3,270,502
2009 383,415 2,544,769 2,928,184
A.J. Downe 2010 480,389 4,069,272 4,549,661
2009 479,269 3,958,530 4,437,799
R.S. Laidlaw (i) 2010 384,311 3,157,615 3,541,926
2009 310,695 1,374,645 1,685,340
P.J. Maher 2010 456,369 1,589,514 2,045,883
2009 455,306 961,357 1,416,663
W.R. Sheppard 2010 518,820 1,135,132 1,653,952
2009 517,611 282,752 800,363
G.C. Ward 2010 432,350 1,750,895 2,183,245
2009 431,342 1,979,265 2,410,607
S. Wikramanayake (i) 2010 384,311 1,040,881 1,425,192
2009 310,695 687,322 998,017
Former Executive Directors and Executives
J.K. Burke (j) 2010 - - -
2009 348,556 - 348,556
L.G. Cox (k) 2010 130,632 - 130,632
2009 396,567 228,289 624,856
N.R. Minogue () 2010 289,823 709,354 999,177
2009 431,342 1,566,137 1,986,479
A.E. Moss (m) 2010 - - -
2009 100,748 1,615,978 1,616,726
Total Remuneration - Executive Key Manag t 2010 4,175,424 21,171,591 25,347,015
Personnel 2009 4,683,157 17,208,685 21,891,842
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Percentage
Long-Term Employee Benefits Share Based Payments of
remuneration
Earnings on Total Equity Total m:.‘:
prioryear long-term Awards share- of options
Restricted restricted  employee  including based Total
profit share  profit share benefits shares PSUs  Opti y i and PSUs
®) {c) (d) (o) M (9
$ $ $ $ $ $ $ $ %
739,980 343,373 1,083,353 358,774 1,201,971 1,712,935 3,273,680 9,557,589 30.50
942,507 (5,840,183) (4,897,676) 1,649,387 - 900,793 2,550,180 290,756 309.81
(46,610) {10,845) {57,455) 449,874 93,240 238,684 781,798 1,070,632 31.00
1,324,127 392,993 1,717,120 (181,230) 908,885 1,542,932 2,270,587 7,268,209 33.78
848,256 (3,873,197) (3,024,941} 848,256 — 472,382 1,320,638 1,223,881 38.60
(488,520) 532,786 44,266 172,968 1,362,214 1,211,123 2,746,305 7,340,232 35.06
1,319,610 (3,698,929) (2,379,419) 1,319,510 — 334,003 1,653,603 3,711,883 9.00
(68,017) 236,649 168,632 445,182 735,675 903,519 2,084,376 5,794,934 28.29
458,215 (1,145,138) (686,923) 458,215 - 787,201 1,245,416 2,243,833 35.08
(58,531) 37,819 (20,712) 250,053 408,361 324,639 983,053 3,008,224 24.37
320,452 (887,238) (566,786) 320,452 - 172,891 493,343 1,343,220 12.87
191,737 85,716 277,453 290,170 207,760 440,288 938,218 2,869,623 22.58
94,251 (1,842,620) {1,748,369) 94,251 - 175,241 269,492 (678,514) (25.83)
98,826 52,658 151,484 61,337 644,976 354,464 1,060,777 3,395,506 29.43
659,755 (794,746) (134,991) 659,755 - 187,564 847,319 3,122,935 6.01
665,182 341,575 1,006,757 9,823 314,453 504,886 829,162 3,261,111 25.12
229,107 (711,775) (482,668) 229,107 ~ 418,713 647,820 1,163,169 36.00
- (499,623} (499,623) — — (378,324) (378,324) (629,391) 71.46
- 7,043 7,043 - - (57,082 (57,082) 80,593 (70.83)
57,072 (200,085) (143,013 - = 13,893 13,893 495,736 2.80
709,354 132,062 841,416 - ~ (312,722) (312,722 1,527,871 (20.47)
518,379 (1,100,155) (581,776) 518,379 - 133,538 651,917 2,066,620 6.49
- (4.752,075)  (4,752,075) - - 56,000 56,000 (3,079,259) (1.82)
3,067,528 2,151,829 5,219,357 1,856,951 5,877,535 6,863,666 14,598,152 45,164,524
5,447,504 !25.345,764! !19.898.260) 6,097,312 - 3,274,075 9,371,387 11,364,969
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Notes on elements of executive remuneration

(a) Performance related remuneration represents the
current portion of each individual’s profit share
allocation in relation to the reporting period. For
2010, these amounts also include an adjustment
to reflect the difference between the percentage
of 2009 profit share that was reported as current
in the 2009 Executive remuneration disclosure
and the actual percentage of 2009 profit share
that is current, as per the revised remuneration
arrangements.

For 2008, in the case of Mr A.E. Moss, the amount
included in this column in the table above also
includes the related restricted profit share amounts
(refer (b) below), which was paid within 12 months
of the end of the reporting period, in accordance
with the requirements of AASB 124 Related Party
Disclosures.

{b) For 2010, this amount represents:

— 2010 retained profit share notionally invested in
Macquarie-managed fund equity

— An adjustment to reflect the difference between
the percentage of 2009 retained profit share
notionally invested in Macquarie-managed
fund equiity as reported in the 2009 Executive
remuneration disclosure and the actual
percentage of 2009 retained profit share
notionally invested in Macquarie-managed
fund equity, as per the revised remuneration
arrangements.

For 2008, this amount represents retained
profit share notionally invested in Macquarie-
managed fund equity as per the old remuneration
arrangements. For 2009, in the case of Mr A.E.
Moss (because he retired), the retained amount is
included within “Performance related remuneration”
as it was paid within 12 months of the end of the
reporting period.

(c) This is the notional earnings/(loss) on prior year
restricted profit share allocations described on
pages 106 to 107 in this Appendix.

(d) For 2009, this was the amount of the current year

profit share allocation, which is aliocated to invest

in Macquarie ordinary shares under the Executive

Committee Share Acquisition Plan. For 2010, this

amount represents:

— the current year amortised amount in respect
of both 2009 and 2010 retained profit share
as calculated on the basis as described in
note 1 (xx) Share based payments to the 2010
Financial Statements

— the write back of 100 per cent of 2009 profit
share which was allocated to invest in fully
vested Macquarie ordinary shares as described
in section 2.3.3. This is an adjustment because
this is now being delivered as Macquarie equity
under MEREP, which is expensed over the
vesting period from 1 April 2008 which is up to
seven years for the most senior group

— the current year amortisation, as calculated on
the basis as described in note 1 (xx) Share based
payments to the 2010 Financial Statements,
in respect of the discount to the fair value per
share at grant date for Transitioned Amounts, as
discussed in section 2.3.1.

For retained profit share relating to 2009 invested in
the MEREP and pre-2009 profit share transitioned
to the MERERP, the conversion price was publicly
announced by Macquarie on 1 May 2009 to be the
volume weighted average price (VWAP) from 4 May
2009 up to and including the date of the 2009 AGM
on 29 July 2009, being $36.36.

Equity awards granted in respect of the 2009
year are measured for accounting purposes

on 17 December 2009, being the date that
shareholders approved the MEREP, using the
closing price of Macquarie shares traded on the
ASX on that day, being $46.35.

(e} This amount has been calculated on the basis as

described in note 1 (xx) Share based payments to
the 2010 Financial Statements and is in respect

of PSUs granted in respect of both the 2009 and
2010 performance years. PSU grants for each
individual have been measured at their grant date
based on each grants fair value, and this amount is
recognised evenly over the relevant vesting period
for each tranche of PSUs granted.



f) This amount has been calculated on the basis as
described in note 1 (xx) Share based payments to
the 2010 Financial Statements. Prior option grants
for each individual have been measured at their
grant dates based on each grant’s fair value, and
this amount is recognised evenly over the relevant
vesting period for each tranche of options granted,
regardiess of whether the options are in or out-
of-the-money. For 2010, the amount is based on
options granted in August 2006 (exercise price of
$61.79), August 2007 {exercise price of $71.41)
and August 2008 (exercise price of $53.91) which
are all currently out-of-the-money.

If an option lapses in a reporting period, amounts
previously recognised as remuneration in relation to
the lapsed options are deducted from remuneration
in the reporting period. In the case of Mr Cox,
87,052 options lapsed in the current year when he
retired from the Board on 29 July 2009. In the case
of Mr Minogue, 9,083 options lapsed in the current
year when he retired from executive responsibilities
on 30 November 2009. In the case of Mr Burke,
108,334 unvested options lapsed in the 2009
financial year when he retired from executive
responsibilities on 26 February 2009. The reversal
of the amounts previously recognised in relation to
these options exceeded the amounts recognised

in refation to their options which vested during the
year, resulting in a negative balance in the table
above for 2010 for Mr Cox and Mr Minogue and for
2009 for Mr Burke.

(g) Performance hurdles attached to the options issued
1o the Executive Committee and Executive Voting
Directors allow for options to become exercisable
upon vesting only when Macquarie’s average annual
ROE for the three previous financial years is above
the 65™ percentile, as further discussed in section
2.4.2. Performance hurdles for options issued on
or after 30 June 2006 and vesting at 1 July 2009
were not achieved and therefore the options did not
vest. The related expense previously recognised for
these option grants was reversed in 2009 and result
in a reduction in total 2009 remuneration for the
impacted individuals.

Notes on individuals
(h) Mr 8.D. Allen was appointed to the Executive
Committee on 28 September 2009.

) MrR.S. Laidlaw and Ms S. Wikramanayake were
appointed to the Executive Committee on 10 June
2008.

G MrJ.K. Burke retired on 26 February 2009.

(k) Mr L.G. Cox retired from the Board on 29 July
2009.

H  MrN.R. Minogue retired from the Executive
Committee on 30 November 2009.

(m) Mr A.E. Moss retired on 24 May 2008, Mr Moss's
total remuneration for 2009 included a final profit
share allocation for the period 1 April 2008 up to
the date of his retirement on 24 May 2008, which
was paid in November 2008.

For each of the persons named in the tables above,
the amounts of their remuneration for the reporting
period that were not related to performance are the
amounts in the columns headed 'Salary (including
supserannuation)’ and ‘Earnings on prior year restricted
profit share’. All other remuneration was performance
based.

As is evident from the tables on pages 108 to 109,
the majority of the remuneration for the named
Group executives is performance based {ranging
from 81 per cent to 94 per cent for individuals who
were Executive Committee members during the
year ended 31 March 2010, excluding the impact

of notional earnings on retained amounts). This is
consistent with the comments previously made that
the effect of Macquarie's profit sharing mechanism is
to provide substantial incentives in relation to superior
performance, but low or no participation for less
satisfactory performance. The mechanism provides
significant alignment of their interests with those of
shareholders.
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Non-Executive Director remuneration
The remuneration arrangements for all of the persons listed below as Non-Executive Directors are described in
section 5.1 above.

Directors’ Fees Other Benefits (a) Total Compensation

$ $ $

D.S. Clarke (b) 2010 570,793 - 570,793

2009 567,083 33,000 600,083

M.J. Hawker (c) 2010 6,720 - 6,720

2009 - - -

PM. Kirby 2010 291,250 - 291,250

2009 271,000 - 271,000

C.B. Livingstone 2010 321,250 7,700 328,950

2009 298,500 16,350 314,850

H.K. McCann (d) 2010 514,489 - 514,489

2009 448,217 = 448,217

J.R. Niland 2010 290,000 - 290,000

2009 266,000 - 266,000

H.M. Nugent 2010 321,250 29,250 350,500

2009 296,000 - 296,000

P.H. Warme (e) 2010 336,500 - 336,500

2009 284,150 - 284,150

Total Remuneration 2010 2,652,252 36,950 2,689,202

- Non-Executive Key 2009 2,430,950 49,350 2,480,300
Management Personnel

(a) Other benefits for Non-Executive Directors include due diligence committee fees paid to Ms Livingstone of
$7,700 (2009: $16,350) and BRC related per diem fees for Dr Nugent of $29,250.

For the period that Mr Clarke was Non-Executive Chairman, Mr Clarke was entitled to the use of an office and
administrative support. The prior year amount of $33,000 is an estimate of the portion of the cost of these
services which may have been used by the Chairman for other purposes.

(b) Mr Clarke sought and was granted leave from 27 November 2008 to 30 August 2009.

() Mr Hawker was appointed to the Board on 22 March 2010.

(d) Mr McCann was appointed Acting Chairman in Mr Clarke’s absence (from 27 November 2008 to 30 August
2009).

(e) Mr Warne was appointed Acting Chairman of the Board Risk Committee in Mr Clarke's absence (from
27 November 2008) and was appointed Chairman on 27 August 2009,



Appendix 3: Share and option disclosures

Shareholding of Key Management Personnel and their related parties
The following table sets out details of Macquarie fully paid ordinary shares held during the year by the Key

Management Personnel including their related parties.
For the year ended 31 March 2010

Number of Shares issued Number of
shares held at on exercise Other shares held at
1 April 2009 of options changes 31 March 2010
_Name and position @ (b) (c)
Executive Directors
N.W. Moore 1,197,411 48,334 — 1,245,745
Non-Executive Directors
D.S. Clarke (d) 704,914 - (431,197) 273,717
M.J. Hawker () 4,103 - - 4,103
P.M. Kirby 18,996 - 4,202 23,198
C.B. Livingstone 8,980 - 3,020 12,000
H.K. McCann 11,359 - 2,126 13,485
J.R. Niland 9,559 - 563 10,122
H.M. Nugent 20,613 - 563 21,176
P.H. Warne 15,821 = — 15,821
Executives
S.D. Allen {fy 38,025 - - 38,025
M. Carapist 680,750 - (93,134) 587,616
A.J. Downe 124,102 - (45,224) 78,878
R.S. Laidlaw 38,475 - 560 39,035
P.J. Maher 106,175 - (32,000) 74,175
W.R. Sheppard 267,790 - (18,481) 249,309
G.C. Ward 16,345 13,334 (13,334) 15,345
S. Wikramanayake 326,867 - - 326,867
Former
L.G. Cox {g) 269,812 - - 269,812
N.R. Minogue (h) 136,620 - - 136,620

(@) Or date of appointment if later.
(b) Includes on-market acquisitions and disposals.
{c) Or date of retirement if earlier.

(d) Mr Clarke sought and was granted leave from 27 November 2008 to 30 August 2009.
(e) MrHawker was appointed to the Board on 22 March 2010. The opening balance on 1 April 2009 represents

holdings at the date of appointment.

() Mr Allen was appointed to the Executive Committee on 28 September 2009. The opening balance on 1 Aprit

2009 represents holdings at the date of appointment.
Mr Cox retired from the Board on 29 July 2009. Balance at 31 March 2010 represents holdings at date of

@
retirement.

(h

represents holdings at date of retirement.

Mr Minogue retired from the Executive Committee on 30 November 2009. Balance at 31 March 2010
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Shareholding of Key Management Personnel and their related parties continued
For the year ended 31 March 2009
Number of Shares issued Number of
shares held at on exercise Other shares held at
Name and position 1 April 2008 of options changes 31 March 2009
@) ®) ©
Executive Directors
L.G. Cox 269,812 - - 269,812
N.W. Moore 1,080,510 - 166,901 1,197,411
Non-Executive Directors
D.S. Clarke (d) 704,868 - 46 704,914
P.M. Kirby 9,772 - 9,224 18,996
C.B. Livingstone 8,432 - 548 8,980
H.K. McCann 11,359 - - 11,359
J.R. Niland 7.959 - 1,600 9,559
H.M. Nugent 20,613 - - 20,613
PH. Warne 9,077 - 6,744 15,821
Executives
M. Carapiet 531,274 32,500 116,976 680,750
A.J. Downe 176,036 - (51,934) 124,102
R.S. Laidlaw (e) 28,124 10,351 - 38,475
P.J. Maher 125,323 - (19,148) 106,175
N.R. Minogue 157,312 - (20,692) 136,620
W.R. Sheppard 261,313 - 6,477 267,790
G.C. Ward 56,620 - (41,275) 16,345
S. Wikramanayake (e) 252,646 9,300 65,021 326,867
Former
AE. Moss f) 404,236 - - 404,236
J.K. Burkm 31,657 = 30,902 62,559

(a) Or date of appointment if later.

(b) Includes on-market acquisitions and disposals.

(c) Or date of retirement if earlier.

(d) Mr Clarke sought and was granted leave from 27 November 2008 to 30 August 2009.

(e} Mr Laidlaw and Ms Wikramanayake were appointed to the Executive Committee on 10 June 2008. The
opening balance on 1 April 2008 represents holdings at the date of appointment. Movements are from this
date.

() Mr Moss retired from the Board and the Executive Committee on 24 May 2008. Balance at 31 March 2009
represents holdings at date of retirement.

(@) Mr Burke retired from the Executive Committee on 26 February 2009. Balance at 31 March 2009 represents
holdings at date of retirernent.



MEREP RSU Awards of Key Management Personneil and their related parties

The following tables set out details of the MEREP RSU awards associated with Macquarie shares held during the year
for the Key Management Personnel including their related parties, on a consolidated entity basis. PSUs are separately
disclosed in a separate table.

For the year ended 31 March 2010

Value of RSU
Number  Number of Number of Number awards granted
of RSU RSU RSU o Number of RSU awards of RSU as part of
awards granted d RSU d ted d remuneration
heldat dwingthe  during the heldat duringthe vestedat and that vested
1 April financial financial 31 March financial 31 March during the
Name and position 2009 year year 2010 year 2010 financial year
(a) {b) © (] $
Executive Directors
N.W. Moore - 466,460 - 466,460 - ~ -
Non-Executive Directors
D.S. Clarke - - - - - - -
M.J. Hawker (d) - - - - - - -
PM. Kirby - - - - - - -
C.B. Livingstone - - - - - - -
H.K. McCann - - - - - - -
J.R. Niland - - - - - - -
H.M. Nugent - - - - - - -
P.H. Wame — - - - ~ — -
Executives
S.D. Allen (g) - 113,565 - 113,565 - - -
M. Carapiet - 34,661 - 34,661 - - -
A.J. Downe - 80,877 - 80,877 - - -
R.S. Laidlaw - 126,778 - 126,778 - - -
P.J. Maher - 88,468 - 88,468 - - -
W.R. Sheppard - 108,729 - 108,729 - - -
G.C. Ward - 92,688 - 92,688 - - -
S. Wikramanayake (f) - 69,028 - 69,028 - - -
Former
L.G. Cox (g) - - - - - - -
N.R. Minogue (h) — - -~ — — - —
{a) Or date of appointment if Jater.

®

©

(G

©

®

©@
b

As discussed in note 1 (xx) Share based payments to the Financial Statements, RSUs are granted in the financial year
following the year of the Company’s performance to which the grant relates. Consequently, RSUs disclosed as granted
above relate to 2009 and include pre-2009 in relation to transition awards.

Or date of retirement if earlier.

Mr Hawker was appointed to the Board on 22 March 2010. The opening balance on 1 April 2009 represents holdings at
the date of appointment.

Mr Allen was appointed to the Executive Committee on 28 September 2009. The opening balance on 1 April 2009
represents holdings at the date of appointment. 88,406 of these awards are held outside the MEREP and Mr Allen

does not have a legal or beneficial interest in the undertying Macquarie shares, however these awards have the same
economic benefits as an RSU award held in the MEREP.

49,330 of these awards are held outside the MEREP and Ms Wikramanayake does not have a legal or beneficial interest
in éhReEundenying Macquarie shares however these awards have the same economic benefits as an RSU held in the
MEREPR,

Mr Cox retired from the Board on 29 July 2009. Balance at 31 March 2010 represents holdings at date of retirement.

Mr Minogue retired from the Executive Committee on 30 November 2009. Balance at 31 March 2010 represents
holdings at date of retirement.

There were no MEREP RSU awards granted during the 12 months to 31 March 2009, 1 1 5
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MEREP Performance Share Unit {PSU) Awards of Key Management Personnel and their related parties

The following tables set out details of MEREP PSU awards held during the year for the Key Management
Personnel including their related parties, on a consolidated entity basis.

For the year ended 31 March 2010

Number Value of PSUs

Number PSU PSU Number  of PSU  Number granted as part
of PSU awards  awards ofPSU  awards  of PSU Of remuneration
d tod ised  awards vested  awards and that are

heldat duringthe duringthe  heldat duringthe vested at exercised or

1April  financial  financial 31 March  financial 31 March sold during the

Name and position 2009 year year 2010 year 2010 financial year
(@) ) (c) (<) S

Executive Directors

N.W. Moore - 38,300 = 38,300 = - -
Non-Executive Directors

D.S. Clarke - - - - - - -
M.J. Hawker (d) - - - - - - -
PM. Kirby - - - - - - -
C.B. Livingstone - - - - - - -
H.K. McCann - - - - - - -
J.R. Niland - - - - - - -
H.M. Nugent - - - - - - -
PH. Warne — — - — - - -
Executives

S.D. Allen (8) - - - - - - -
M. Carapiet - 34,300 - 34,300 - - -
A.J. Downe - 53,500 - 53,500 - - -
R.S. Laidlaw - 20,700 - 20,700 - - -
PJ. Maher - 13,000 - 13,000 - - -
W.R. Sheppard - 3,800 - 3,900 - - -
G.C. Ward - 26,700 - 26,700 - - -
S. Wikramanayake - 11,500 = 11,500 — — =
Former

L.G. Cox {f) - - - - - - -
N.R. Minogue (g) — — — — — — =

(a) Or date of appointment if later.

(b) As discussed in note 1 (xx) - Share based payments to the Financial Statements, PSUs are granted in the
financial year following the year of the Company’s performance to which the grant relates. Consequently,
PSUs disclosed as granted above relate to 2009.

(c) Or date of retirement if earlier.

(d) Mr Hawker was appointed to the Board on 22 March 2010. The opening balance on 1 April 2009 represents
holdings at the date of appointment.

(e) Mr Allen was appointed to the Executive Committee on 28 September 2009. The opening balance on 1 April
2009 represents holdings at the date of appointment.

f) Mr Cox retired from the Board on 29 July 2009. Balance at 31 March 2010 represents holdings at date of
retirement.

(@ Mr Minogue retired from the Executive Committee on 30 November 2009. Balance at 31 March 2010
represents holdings at date of retirement.

There were no MEREP PSU awards granted during the 12 months to 31 March 2009.
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Details of PSUs granted and their fair value at grant date

For the year ended 31 March 2010

Value of
PSUs
granted as
Number Fair part of Date first
of PSUs valueat remuneration tranche
PSUs exercise grant during the can be
Name and position Date PSUs granted' granted price date? year exercised Expiry date
$ $ $
Executive Directors
N.W. Moore 17 December 2009 38,300 - 4234 1,621,622 1July2011 4 March 2018
Executives
M. Carapiet 17 Decermnber 2009 34,300 - 4234 1,452,262 1dJuly2011 4 March 2018
A.J. Downe 17 December 2009 53,500 - 4234 2265190 1July2011 4 March 2018
R.S. Laidlaw 17 December 2009 20,700 - 4234 876,438 1.July 2011 4 March 2018
P.J. Maher 17 December 2009 13,000 - 4234 650,420 1July 2011 4 March 2018
W.R. Sheppard 17 December 2009 3,900 - 4234 165,126 1July2011 4 March 2018
G.C. Ward 17 December 2009 26,700 - 4234 1,130,478 1July2011 4 March 2018
S. Wikramanayake 17 December 2009 11,500 - 4234 486,810 1 July 2011 4 March 2018

This is the grant date for accounting purposes.

Refer to notes on fair value below.

Macquarie has adopted the fair value measurement provisions of AASB 2 Share-Based Payment for all PSUs
granted to Key Management Personnel. The fair value of such grants is being amortised and disclosed as part of
each Key Management Person’s remuneration on a straight-line basis over the vesting period.
The 2009 PSU allocation has been determined based on a valuation of a PSU at 17 December 2009, being the
day on which MEREP was approved by shareholders. The fair value at this date has been estimated using a

discounted cash flow method. For the purpose of calculating the PSU-related compensation in Appendix 2 above,

Macquarie has assumed that all PSUs will vest, except whers it is known that a PSU lapsed during the period.
The following key assumptions were adopted in estimating the value of the PSUs granted in respect of the 2009

year:

— risk free interest rate:  5.24 per cent per annum

— expected life of PSU: 4 years

— forecast dividend yield: 3.47 per cent per annum

There were no PSUs granted during the 12 months to 31 March 2008.
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Options

Option holdings of Key Management Personnel and their related parties
The following table sets out details of options held during the year for the Key Management Personnel including
their related parties. The options are over fully paid unissued ordinary shares of Macquarie Group Limited.

For the year ended 31 March 2010

Value of
Number options
Options not of options granted
able to be held able  Number as part of
Number Options exercised to be of opti Numb i
of options  exercised due to exercised vested of options and that are
held at during the performance at 31 duringthe vested at exercised or
1April  financial  hurdles not Other March financial 31 March sold during the
Name and position 2009 year met changes 2010 year 2010 financial year
$
(a) _b) {c) (d) (-] (e)
Executive Directors
N.W. Moore 776,634 (48,334) (104,799) - 623501 56,668 223,333 595,475
Non-Executive Directors
D.S. Clarke - - - - - - - -
M.J. Hawker (f) - - - - - - - -
P.M. Kirby - - - - - - - -
C.B. Livingstone - - - - - - - -
H.K. McCann - - - - - - - -
J.R. Niland - - - - - - - -
H.M. Nugent - - - - - - - -
P.H. Warne ~ - - = - ~ - -
Executives
S.D. Allen (g) 218,725 - - - 218,725 - 90,303 -
M. Carapiet 650,667 - {89,786) - 460,781 40,604 128,993 -
A.J. Downe 426,334 - (56,666) (28,334) 341,334 16,668 78,333 97,752
R.S. Laidlaw 372,374 - - {24,449) 347925 70974 133,600 75,792
P.J. Maher 135,001 - (18,333) (13,334) 103,334 8,334 26,667 115,739
W.R. Sheppard 224,334 - {30,000) (33,334) 161,000 16,668 65,000 66,668
G.C. Ward 156,834 (13,334) (20,000) - 123,500 10,000 40,000 90,538
S. Wikramanayake 178,275 - - - 178,275 36,591 58,119 —
Former
L.G. Cox (h) 32,265 - 6,081) (26,184) - - - -
N.R. Minogue (i) 170,834 — {23,332) (100,836) 46666 11,668 46,666 42,535

(@) Or date of appointment if later.

(b) Performance hurdies for options issued on or after 30 June 2006 and vesting at 1 July 2009 were not
achieved and therefore the options did not vest. These options were not exercisable and the related expense
previously recognised on these option grants were reversed in the prior year. The value of those options that
lapsed calculated on 1 July 2009 was $nil.

(¢) Includes vested options sold under facility provided by an external party, unless otherwise noted.

(d) Or date of retirement if eartier.

(e) Includes options that were granted as part of remuneration in prior financial years.

) Mr Hawker was appointed to the Board on 22 March 2010. The opening balance on 1 April 2009 represents
holdings at the date of appointment.

(g) MrAllen was appointed to the Executive Committee on 28 September 2009. The opening balance at 1 April
2009 represents holdings at date of appointment.

(h) Mr Cox retired from the Board on 29 July 2009, whereupon 87,052 unvested options lapsed. Balance at

31 March 2010 represents holdings at date of retirement.

@ Mr Minogue retired from the Executive Committee on 30 November 2009, whereupon 9,083 unvested options
lapsed. Balance at 31 March 2010 represents holdings at date of retirement.
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Option holdings of Key Management Personnel and their related parties continued

The following table sets out details of options held during the year for the Key Management Personnel including
their related parties. The options are over fully paid unissued ordinary shares of Macquarie Group Limited.

For the year ended 31 March 2009

Value of
options
granted
as part of
Number remuneration
Number Options Options Numb of opti N and that are
of options granted exercised of options vested of options exercised or
heldat during the during the held at duringthe vestedat sold during
1April  financial financial Other 31 March financial 31 March the financial
Name and position 2008 year year changes 2009 year 2009 year
@) )] () © (d)
Executive Directors
L.G. Cox 32,265 - - - 32,265 7,754 15,227
N.W. Moore 532,734 243,900 - - 776,634 158,333 214,999
Non-Executive Directors
D.S. Clarke - - - - - - -
PM. Kirby - - - - - - -
C.B. Livingstone - - - - - - -
H.K. McCann - - - - - - -
J.R. Niland - - - - - - - -
H.M. Nugent - - - - - - - -
P.H. Warme - - - - — - - -
Executives
M. Carapiet 383,067 200,000 (32,500) - 550,567 120,889 88,389 625,300
A.J. Downe 248,334 178,000 - - 426,334 73,333 89,999 -
R.S. Laidlaw (e) 247,725 135,000 (10,351) - 372,374 62,586 87,075 137,151
P.J. Maher 85,001 50,000 - - 135,001 31,667 31,667 -
N.R. Minogue 118,334 52,500 - - 170,834 36,666 48,332 -
W.R. Sheppard 193,334 51,000 - (20,000) 224,334 48,334 81,666 432,800
G.C. Ward 103,334 53,600 - - 156,834 33,334 43,334 -
S. Wikramanayake (e) 107,575 80,000 (9,300) - 178,276 30,828 21,528 128,247
Former
A.E. Moss (f) 670,400 - - - 670,400 - 170,400 -
J.K. Burke @ 224,678 = - (1 73,01EL 51,666 70,000 51,666 1,304,556

(a) Ordate of appointment if later.

(b} Includes vested options sold under facility provided by an external party, unless otherwise noted.

{c) Or date of retirement if eartier.

{d) Includes options that were granted as part of remuneration in prior financial years.

(e) Mr Laidlaw and Ms Wikramanayake were appointed to the Executive Committee on 10 June 2008, The
opening balance at 1 April 2008 represents holdings at date of appointment. Movements are from this date.

() MrMoss retired from the Board and the Executive Committee on 24 May 2008,
(9) Mr Burke retired from the Executive Committee on 26 February 2009, whereupon 108,334 unvested options
lapsed.
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Details of options granted and their fair value at grant date
There were no options issued to Key Management Personnel during the current financial year.

For the year ended 31 March 2009

Value of
options
granted as
Fair part of Date first
Numberof Options value at remuneration tranche
Date opti pti i grant during the can be
Name and position granted granted price date' year exercised Expiry date
$ $ $
Executive Directors
N.W. Moore 15 August 2008 243,900 5391 10.74 2,619,486 1.July 2010 15 August 2013
Executives
M. Carapist 15 August 2008 200,000 5391 1074 2,148,000 1July2010 15 August 2013
A.J. Downe 15 August 2008 178,000 65391  10.74 1,911,720  1July 2010 15 August 2013
R.S. Laidlaw 15 August 2008 135,000 53.91 10.74 1,449,900 1July 2010 15 August 2013
P.J. Maher 156 August 2008 50,000 5391 10.74 537,000 1July2010 15 August 2013
N.R. Minogue 15 August 2008 62,500 5391 1074 563,850 1July2010 15 August 2013
W.R. Sheppard 15 August 2008 51,000 5391 1074 547,740 1July 2010 15 August 2013
G.C. Ward 15 August 2008 53,500 5391 1074 574,590 1July2010 15 August 2013
S. Wikramanayake 15 August 2008 80,000 5391 10.74 859,200 1 July 2010 15 August 2013

Refer to notes on fair value below.

Macquarie has adopted the fair value measurement provisions of AASB 2 Share-Based Payment for all options
granted to Key Management Personnel. The fair value of such grants is being amortised and disclosed as part of
each Key Management Person’s remuneration on a straight-line basis over the vesting period.

Performance hurdles attached to the options issued to the Key Management Personnel are not taken into
account when determining the fair value of the option at grant date. Instead, these vesting conditions are taken
into account by adjusting the number of equity instruments expected to vest. For the purpose of calculating the
options-related compensation in Appendix 2 above, Macquarie has assumed that all options will vest, except
where it is known that an option lapsed during the period.

The fair value of each option is estimated on the date of grant using a trinomial option pricing framework. The
following key assumptions were adopted for grants made in 2009:

~ nisk free interest rate:  6.77 per cent (weighted average)

~— expected life of options: four years

~ volatility of share price: 24 per cent per annum

~ dividend yield: 3.47 per cent per annum



Ordinary shares issued as a result of the exercise of options by Key Management Personnel during the

year

For the year ended 31 March 2010

Number of opti Number of sh
exercised during issued on exercise Exercise price
Name and position the financial year of options paid in full per share
(a) $
Executives
N.W. Moore 48,334 48,334 32.26
G.C. Ward 13,334 13,334 33.11
For the year ended 31 March 2009
Number of options Number of shares
exercised during issued on i Exercise price
Name and position the financial year of options paid in full per share
(a) $
Executives
M. Carapist 32,500 32,500 33.11
R.S. Laidlaw 10,351 10,351 32.75
S. Wikramana! 9,300 9,300 32.26
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Appendix 4: Loan disclosures
Loans to Key Management Personnel

Details of loans provided by Macquarie to Key Management Personnel and their related parties are disclosed in

the following tables:

Opening Closing Number in
balance at Interest balance at group
1 April charged Write-down 31 March 31 March

$'000 $'000 $'000 $'000
Total for Key Management 2010 42,861 3,045 - 31,691 1
Personnel and their 2009 62,518 4512 - 42,861 10

related parties

Total for Key Management 2010 22,729 863 - 12,422 5
Personnel 2009 44,506 2,504 — 22,729 5

Loans and other financial instrument transactions are made by Macquarie in the ordinary course of business with

related parties.

Certain loans are provided under zero cost collar facilities secured over Macquarie Group Limited shares under
normal terms and conditions consistent with other customers and employees.

Key Management Personnel including their related parties with loans above $100,000 at any time

during the financial year:
For the year ended 31 March 2010

Balance at

Balance at interest 31 March Highest in

Name and position 1 April 2009 charged Write-down 2010 period
(a)
$°000 $'000 $'000 $°000 $'000

Executive Directors
N.M. Moore 5,313 330 - 5,274 5,313
Non-Executive Directors
D.S. Clarke (b) 37,290 2,700 - 26,160 38,975
Executives
R.S. Laidlaw 238 14 - 238 238

(@ Al loans provided by Macquarie to Directors and Executives are made in the ordinary course of business on
an arm’s-length basis and are entered into under normal terms and conditions consistent with other customers
and employees. There have been no write-downs or allowances for doubtful debts.

(b) Mr Clarke sought and was granted leave from 27 November 2008 to 30 August 2009.



Key Management Personnel including their refated parties with loans above $100,000 at any time during
the financial year (continued)

For the year ended 31 March 2009

Balance at Interest Balance at Highest in

Name and position 1 April 2008 charged  Write-down 31 March period
(a) (b) 2009
$'000 $'000 $'000 $°000 $'000

Executive Directors
N.M. Moore 12,259 376 - 5,313 12,670
Non-Executive Directors
D.S. Clarke (c) 34,826 3,352 - 37,290 37,798
Executives
A.J Downe 1,847 105 - 1,847
R.S. Laidlaw (d} 238 10 - 238 238
P.J. Maher 4,912 499 - 20 5,572
N.R. Minogue 4,249 42 - - 4,339
G.C. Ward 4,406 127 — - 4,408

(a) Or date of appointment if later.

{b) All loans provided by Macquarie to Directors and Executives are made in the ordinary course of business on
an arm’s-length basis and are entered into under normal terms and conditions consistent with other customers
and employees. There have been no write-downs or allowances for doubtful debts.

(c) Mr Clarke sought and was granted leave from 27 November 2008 to 30 August 2009,

(d) Mr Laidlaw was appointed to the Executive Committee on 10 June 2008. The balance at 1 April 2008
represents holdings at date of appointment. Movements are from this date.
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Appendix 5: Other disclosures

Other transactions and balances of Key Management Personnel and their related parties

The following Key Management Personnel have acquired Infrastructure Bonds and similar products from
controlled entities within Macquarie which have been financed with limited recourse loans and are subject to
forward sale agreements. The loan repayments and proceeds arising from the forward sale agresments are
subject to a legal right of set-off and as such are not recognised for financial reporting purposes. The only
amounts recognised by the economic entity in respect of these transactions are the annual payments from the
relevant Key Management Personnel which are brought to account as fee revenue. These transactions have been
undertaken on terms and conditions consistent with other customers and employees.

Consolidated  Consolidated

2010 2009
$'000 $'000

Total annual contributions from Key Management Personnel and their related parties
in respect of Infrastructure Bonds and similar products 10,123 14,538

The annual contributions in respect of Infrastructure Bonds and similar products relate to the following
Key Management Personnel:

Executive Directors

N.W. Moore

Non-Executive Directors

PM. Kirby

Executives

S.D. Alllen (2010 only}, M. Carapiet, A.J. Downe, R.S. Laidlaw, P.J. Maher, W.R. Sheppard, G.C. Ward and S.
Wikramanayake (2010 only)

Former

L.G. Cox, N.R. Minogue



The following Key Management Personnel (including related parties) have entered into zero cost collar transactions
with Macquarie and other non related entities in respect of Macquarie ordinary shares. This has the effect of
acquiring cash-settled put options against movements in the Macquarie share price below current levels and
disposing of the benefit of any share price movement above the nominated level.

Number of Number of
shares shares
Name and position Description 2010 2009

Non-Executive Directors
D.S. Clarke Maturing May 2009 - 361,163
Maturing August 2009 - 25,196
Maturing June 2010 213,517 213,517

Executives

A.J. Downe Maturing July 2010 21,905 —

All other transactions with Key Management Personnel (including their personally related parties) were conducted

on an arm’s-length basis in the ordinary course of business and under normal terms and conditions for customers
and employees. These transactions were trivial or domestic in nature and consisted principally of normal personal
banking and financial investment services.

This is the end of the Remuneration Report.
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Voting Directors’ equity participation

At 29 April 2010, the Voting Directors have relevant interests, as notified by the Voting Directors to the ASX
in accordance with the Corporations Act 2001 (Cth) {the Act), in the following shares and share options of
Macquarie:

Fully paid
ordinary shares  Share options RSUs held PSUs held
held at held at inthe in the
29 April 2010 29 April 2010 MEREP? MEREP?
D.S. Clarke 272,576 - - -
N.W. Moore 1,245,745 728,300 466,460 38,300
M.J. Hawker 4,103 - - -
PM. Kirby 23,198 - - -
C.B. Livingstone 12,000 - - -
H.K. McCann 13,485 - - -
J.R. Niland 10,122 - - -
H.M Nugent 13,006 - - -
PH. Warme 15,821 - - -

These share options were issued pursuant to the Macquarie Group Employee Share Option Plan and are
subject to the exercise conditions applying to grants of options to Executive Directors, as described in note 36 —
Employee equity participation.

These RSUs and PSUs were issued pursuant to the Macquarie Group Employee Retained Equity Plan and are
subject to the vesting, forfeiture and other conditions applying to grants of awards to Executive Directors, as
described in note 36 — Employee equity participation.

During the financial year, Voting Directors received dividends relating to their shareholdings in Macquarie Group at
the same rate as other shareholders.

The relevant interests of Voting Directors as at 29 April 2010 in managed investment schemes made available
by subsidiaries of Macquarie Group, other disclosable interests and contracts that confer a right to call for or
deliver shares in Macquarie Group are listed on page 129.



Directors’ and Officers’ indemnification and
insurance
Under Macquarie’s Constitution, Macquarie indemnifies
all past and present Directors and Secretaries of
Macquarie {including at this time the Voting Directors
named in this report and the Secretaries), and its
wholly-owned subsidiaries, against certain fiabilities
and costs incurred by them in their respective
capacities. The indemnity covers the following liabilities
and legal costs (subject to the exclusions described
below):
— every liability incurred by the person in their
respective capacity
— all legal costs incurred in defending or resisting (or
otherwise in connection with) proceedings in which
the person becomes involved because of their
respective capacity
— legal costs incurred by the person in good faith
in obtaining legal advice on issues relevant to
the performance and discharge of their duties
as an officer of Macquarie or of a wholly-owned
subsidiary of Macquarie, if that has been approved
in accordance with Macquarie policy.

This indemnity does not apply to the extent that:

— Macquarie is forbidden by law from indemnifying the
person against the liability or legal costs, or

— an indemnity by Macquarie of the person against
the liability or legal costs, if given, would be made
void by law.

Macquarie has also entered into a Deed of Access,

Indemnity, Insurance and Disclosure {Deed) with each

of the Voting Directors. Under the Deed, Macquarie,

inter alia, agrees to:

— indemnify the Voting Director to the full extent of the
indemnity given in relation to officers of Macquarie
under its Constitution in force from time to time

— take out and maintain an insurance policy against
liabilities incurred by the Voting Director acting as an
officer of Macquarie or a wholly-owned subsidiary
of Macquarie, or acting as an officer of another
company at the specific request of Macquarie
or a wholly-owned subsidiary of Macquarie. The
insurance policy must be in an amount and on
terms and conditions appropriate for a reasonably
prudent company in Macquarie’s position. The
insurance policy must also be maintained for seven
years after the Voting Director ceases to be a Voting
Director or until any proceedings commenced
during that period have been finally resolved
{including any appeal proceedings)

— grant access to the Voting Director to all company
papers (including Board papers and other
documents) of Macquarie or a subsidiary.

In addition, Macquarie made an indemnity and

Insurance Deed Poll on 12 September 2007 (Deed

Poll). The benefit of the undertakings made by

Macquarie under the Deed Poll have been given to

each of the Directors, Secretaries, persons involved

in the management and certain other persons, of

Macquarie, its wholly-owned subsidiaries and other

companies where the person is acting as such at

the specific request of Macquarie or a wholly-owned

subsidiary of Macquarie. The Deed Poll provides for

the same indemnity and insurance arrangements for
those persons with the benefit of the Deed Poll as

for the Deed of Indemnity, Access, Insurance and

Disclosure described above. However, the Deed Poll

does not provide for access to company documents of

Macquarie or any subsidiary of Macquarie.
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The indemnities and insurance arrangements

provided for under the Macquarie Constitution, the
Deed and the Deed Poll, are broadly consistent

with the corresponding indemnities and insurance
arrangements provided under the Macquarie Bank
Constitution and deeds entered into by Macquarie
Bank, and were adopted by Macquarie upon the
consolidated entity restructure, under which Macquarie
replaced Macquarie Bank as the parent company of
the Group.

Macquarie maintains a Directors’ and Officers’
insurance policy that provides cover for each person

in favour of whom such insurance is required to be
taken out under the Deed and the Deed Poll and for
Macquarie in indemnifying such persons pursuant

to the Deed and the Deed Poll. Relevant individuals
pay the premium attributable to the direct coverage
under the policy and Macquarie pays the premium
attributable to the company reimbursement coverage
under the policy. The Directors’ and Officers’ insurance
policy prohibits disclosure of the premium payable
under the policy and the nature of the liabilities insured.

Directors’ interests and benefits

A number of Directors have given written notices
stating that they hold office in specified companies
and accordingly are regarded as having a relevant
interest in any contract or proposed contract that
may be made between Macquarie and any of these
companies. Transactions between Macquarie and any
of these companies are on normal commercial terms
and conditions.

Cther than any benefit that may have been derived
from loans and other financial instrument transactions
provided by and to Macquarie or a related entity and
any amounts received in respect of previously accrued
remuneration, no Director has, during the financial
year and the period to the date of this report, become
entitled to receive any benefit (other than a benefit
included in the aggregate amount of emoluments
received or due and receivable by Directors shown in
this Report, or the fixed salary of a full-time employee
of Macquarie or of a related entity) by reason of

a contract made by Macquarie or a related entity

with the Director, or with a firm of which he/she is
amember, or with an entity in which he/she has a
substantial financial interest.

Share options

information on Macquarie’s share option scherme,
options granted and shares issued as a result of the
exercise of options during or since the end of the
financial year is contained in note 36 to the full financial
report - Employee equity participation.

No person holding an option has or had, by virtue of
the option, a right to participate in a share issue of
any other corporation. No unissued shares, other than
those referred to above, are under option as at the
date of this report.



Voting Directors’ other relevant interests

The relevant interests of Voting Directors as at 29 April 2010 in managed investment schemes made available by
subsidiaries of Macquarie and other disclosable relevant interests are listed in the table below.

_Name and position Direct interests Indirect interest
Non-Executive Voting Directors
D.S. Clarke — 213,517 Cash Settled Put Options'
Executive Voting Directors
N.W. Moore — 483,674 Macquarie Global — 200,000 Macquarie Technology Fund —
Infrastructure Fund (B) units 1A ordinary shares
— 56,000,000 Macquarie Reflexion Trust ~ — 64,177 Macquarie Global Infrastructure
June 2006 units Fund (B) units
— 50,000 Macquarie Nine Film & - 362,382 Macquarie Global
Television Investment Fund ordinary Infrastructure Fund Ill B) units
shares — 201,659 Macquarie Cash Management
— 50 Macquarie Timber Land Trust 2004 Trust units
units
— 75 Macquarie Timber Land Trust 2006
units
— 1,637,618 Macquarie Global
Infrastructure Fund il (B) units
Independent Voting Directors
M.J. Hawker — — 1,000 Macquarie Convertible
Preference Securities
— 16,893 Macquarie Wrap Cash Account
units
P.M. Kirby - —
C.B. Livingstone - — 18,813 Charter Hall Retail REIT units
H.K. McCann - — 103,000 Macquarie Martin Place Trust
units
— 112,415 Charter Hall Retail REIT units
J.R. Niland — .
H.M. Nugent - —
P.H Warne — 70,418 Charter Hall Retal REIT units

A company in which Mr Clarke has a relevant interest entered into a Zero Cost Collar transaction with Macquarie
Bank Limited in respect of 213,517 Macquarie ordinary shares, which had the effect of acquiring cash-settled
put options against movements in the Macquarie ordinary share price below the then current share price over the
period from 15 June 2005 for the period to 14 June 2010 in respect of those shares.

The above transaction does not relate to Macquarie ordinary shares in respect of which the relevant persons are

not permitted by Macquarie policy to minimise their equity risk.
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Environmental regulations

The consolidated entity has policies and procedures
in place that are designed to ensure that, where
operations are subject to any particular and

significant environmental regulation under a law of

the Commonwealth or of a State or Territory, those
obligations are identified and appropriately addressed.

The Voting Directors have determined that there has
not been any material breach of those obligations
during the financial year.

Non—audit services

Details of the amounts paid or payable to the auditor
of the consolidated entity, PricewaterhouseCoopers
(PwC), and its related practices for non-audit services
provided during the year is disclosed in note 44 to the
full financial report — Audit and other services provided
by PwC.

The consolidated entity’s external auditor policy, which
is discussed in the Corporate Governance Statement,
states that the external auditor is not to provide
non-audit services under which the auditor assumes
the role of management, becomes an advocate for
the consolidated entity, or audits its own professional
expertise. The policy also provides that significant
permissible non—audit assignments awarded to
external auditors must be approved in advance by the
Board Audit and Compliance Committee (BACC) or the
BACC Chairman, as appropriate.

The BACC has reviewed a summary of non-audit
services provided during the year by PwC and its
related practices, and has confirmed that the provision
of non-audit services is compatible with the general
standard of independence for auditors imposed by
the Corporations Act 2001 (Cth) (the Act). This has
been formally advised to the Board of Directors.
Consequently, the Voting Directors are satisfied that the
provision of non-audit services during the year by the
auditor and its related practices did not compromise
the auditor independence requirements of the Act.

Auditor’s independence declaration

A copy of the auditor's independence declaration, as
required under section 307C of the Act, is set out in
the Directors’ Report Schedule 2 following this report.

Rounding of amounts

In accordance with Australian Securities & Investments
Commission Class Order 98/0100 (as amended),
amounts in the full Financial Report and Concise
Report have been rounded off to the nearest million
dollars unless otherwise indicated.

This report is made in accordance with a resolution of
the Voting Directors.

Ao e

David S. Clarke,
Non—Executive Director and
Chairman

Nicholas Moore
Managing Director and
Chief Executive Officer

Sydney
29 April 2010
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Directors’ experience and special responsibilities
David S. Clarke, AO, BEc (Hons), Hon DScEcon
(Syd), MBA (Harv) (age 68)

Non-Executive Chairman - joined the Board in
August 2007 (granted leave from 27 November 2008
to 30 August 2009)

Chairman - Board Nominating Committee

Member - Board Remuneration Committee

Member - Board Risk Committee

David Clarke has been Non-Executive Chairman of
Macquarie Group Limited since August 2007 and
Non-Executive Chairman of Macquarie Bank Limited
(Macquarie Bank) since 1 April 2007. He was Executive
Chairman of Macquarie Bank from its formation in
1986 until 31 March 2007, when he ceased executive
duties. From 1971 to 1977, he was Joint Managing
Director of Hill Samuel Australia Limited {predecessor
to Macquarie Bank), from 1977 to 1984 Managing
Director and from 1984, Executive Chairman. He is a
member of the Investment Advisory Committee of the
Australian Otympic Foundation and the Bloomberg
Asia Pacific Advisory Board. He is also a member

of Council of the Royal Agricultural Society of NSW
and an honorary life member of the Financial Markets
Foundation for Children. He was previously Chairman
of Australian Vintage Limited (November 1991 to

July 2008), Goodman Group (October 2000 to July
2009) and the management companies of Macquarie
ProLogis Trust (June 1987 to March 2007), Macquarie
Office Trust (June 1987 to March 2007) and Macquarie
CountryWide Trust (June 1995 to March 2007). Mr
Clarke is a resident of New South Wales.

Nicholas W. Moore, BCom LLB (UNSW), FCA
(age 51)

Managing Director and Chief Executive Officer since
May 2008

Executive Voting Director - joined the Board in
February 2008

Member - Board Risk Committee

Nicholas Moore joined the Corporate Services

Division of Macquarie Bank in 1986. He led a range of
transactions, including Hills Motorway, which led the
development of Macquarie's infrastructure business.
In 1996, Mr Moore was appointed Head of the Project
and Structured Finance Division. In 1998 he was
appointed Head of the Asset and Infrastructure Group
and then Head of the Investment Banking Group
(predecessor to Macquarie Capital) on its inception

in 2001. In this role, he oversaw significant growth in
Macquarie Capital's net income through the global
growth of the advisory, fund management, financing
and securities businesses. Mr Moore is also an
Exscutive Voting Director of Macquarie Bank (since
May 2008). Currently, he is Chairman of Police and
Community Youth Clubs NSW Limited, a Director of
the Centre for Independent Studies and Chairman

of the University of NSW Business School Advisory
Council. He was a Director of Macquarie Infrastructure
Group (January 1996 to April 2008), Macquarie
Capital Aliance Group (August 2003 to April 2008)
and Macquarie Media Group (September 2005 to April
2008). Mr Moore is a resident of New South Wales.
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Michael J. Hawker, BSc (Sydney), FAICD, FAIM, SF
Fin (age 50)

Iindependent Voting Director since 22 March 2010
Member - Board Risk Committee

Michael Hawker was Chief Executive Officer and
Managing Director of Insurance Australia Group from
2001 to 2008. From 1995 to 2001, he was with
Westpac where his roles included Group Executive

of Business and Consumer Banking and General
Manager of Financial Markets. Prior to this, he held

a number of roles with Citibank, including Deputy
Managing Director for Australia and subsequently
Executive Director, Head of Derivatives, Europe.
Currently, Mr Hawker is an Independent Voting Director
of Macquarie Bank (since March 2010) and he serves
as a Director of Aviva Pic Group, the largest insurance
provider in the UK, the Australian Rugby Union and
the Sydney University Football Club Foundation. He

is also a member of the Advisory Board to GEMS,

a Hong-Kong based private equity firm. He was
previously President of the Insurance Council of
Australia, Chairman of the Australian Financial Markets
Association, board member of the Geneva Association,
member of the Financial Sector Advisory Council

and is the founder of the Australian Business in the
Community Network. Mr Hawker is a resident of the
United Kingdom.

Peter M. Kirby, BEc (Rhodes), BEc (Hons) (Natal),
MA (Manch), MBA (Wits) (age 62)

Independent Voting Director - joined the Board in
August 2007

Member - Board Audit and Compliance Committee
Member - Board Corporate Governance Committee
Member - Board Risk Committee

Peter Kirby joined the Board of Macquarie Bank as an
Independent Voting Director in June 2003. Mr Kirby
was the Managing Director and Chief Executive Officer
of CSR Limited from 1998 to March 2003, He was
also a member of the Board of the Business Council
of Australia from 2001 to 2003. Mr Kirby received the
Centenary Medal in 2003. Prior to joining CSR, he
was with the Imperial Chemical Industries PLC group
(IC) for 25 years in a variety of senior management
positions around the world, including Chairman/CEO
of ICI Paints, responsible for the group’s coatings
businesses worldwide, and a member of the Executive
Board of ICI PLC, with responsibility for ICI Americas
and the western hemisphere, Mr Kirby is a Director

of Orica Limited (since July 2003) and the Beacon
Foundation. He is a former Chairman and Director of
Medibank Private Limited. Mr Kirby is a resident of
Victoria.



Catherine B. Livingstone, AQ, BA (Hons)
{Macquarie), HonDBus (Macquarie), HonDSc¢
(Murdoch), FCA, FTSE (age 54)

Independent Voting Director — joined the Board in
August 2007

Chairman - Board Audit and Compliance Committee
Member - Board Nominating Committee

Member - Board Risk Committee

Catherine Livingstone joined the Board of Macquarie
Bank as an Independent Voting Director in November
2003. Ms Livingstone was the Managing Director of
Cochlear Limited from 1994 to 2000. Prior to that

she was the Chief Executive, Finance at Nucleus
Limited and before that held a varety of finance and
accounting roles including having been with chartered
accountants, Price Waterhouse, for several years.

Ms Livingstone was also previously Chairman of the
CSIRO and a Director of Goodman Fielder Limited
and Rural Press Limited. Ms Livingstone was awarded
the Centenary Medal in 2003 for service to Australian
Society in Business Leadership and was elected a
Fellow of the Australian Academy of Technological
Sciences and Engineering in 2002. Currently, she is
Chairman of Telstra Corporation Limited (Director since
November 2000 and Chairman since May 2009). She
is also a Director of WorleyParsons Limited (since June
2007) and Future Directions International Pty Limited
and is a member of the New South Wales Innovation
Council. Ms Livingstone is a resident of New South
Wales.

H. Kevin McCann, AM, BA LLB (Hons) (Syd), LLM
(Harv), FAICD (age 69)

(Acting Chairman from 27 November 2008 to 30
August 2009)

Independent Voting Director — joined the Board in
August 2007

Lead Independent Voting Director

Chaimman - Board Corporate Governance Committee
Member - Board Audit and Compliance Committee
Member - Board Risk Committee

Kevin McCann joined the Board of Macquarie Bank
as an Independent Voting Director in December 1996.
Currently, he is Chairman of Origin Energy Limited
(since February 2000) and the Sydney Harbour
Federation Trust, a Director of BlueScope Steel Limited
(since May 2002) and a member of the Council of

the National Library of Australia, the Sydney Harbour
Conservancy Board, the University of Sydney Senate
and the Evans and Partners Advisory Board. He is
also NSW President, Chairman of the Corporate
Governance Committee and a board member of the
Australian institute of Company Directors. Mr McCann
was Partner {from 1970 to 2004) and Chairman of
Allens Arthur Robinson, a leading firm of Australian
lawyers. He practiced as a commercial lawyer
specialising in Mergers and Acquisitions, Mineral and
Resources Law and Capital Markets Transactions. He
was also Chairman of Triako Resources Limited (April
1999 to September 2006) and Healthscope Limited
(March 1994 to October 2008) and is a former member
of the Takeovers Panel in Australia. Mr McCann is a
resident of New South Wales.
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John R. Niland, AC, BCom, MCom, HonDSc
(UNSW), PhD (lllinois), DUniv (SCU), FAICD (age 69)
Independent Voting Director — joined the Board in
August 2007

Member - Board Corporate Govemance Committee
Member - Board Remuneration Committee

Member - Board Risk Committee

John Niland joined the Board of Macquarie Bank as
an Independent Voting Director in February 2003. Dr
Niland is a Professor Emeritus of the University of New
South Wales (UNSW) and was Vice-Chancellor and
President of UNSW from 1992 to 2002. Before that
he was the Dean of the Faculty of Commerce and
Economics. Dr Niland is a former Chief Executive of
the State Poliution Control Commission and Executive
Chairman of the Environment Protection Authority. He
has served on the Australian Universities Council, the
Prime Minister’s Science, Engineering and Innovation
Council, and the Boards of the Centennial Park and
Moore Park Trust, realestate.com.au Limited, St
Vincent's Hospital, the Sydney Symphony Orchestra
Foundation and the Sydney Olympic bid’s Building
Commission. He is a former President of the National
Trust of Australia (NSW). He is currently Chairman of
Campus Living Funds Management Limited and is also
a member of the University Grants Committee of Hong
Kong and Deputy Chairman of the Board of Trustees
of Singapore Management University. Dr Niland is a
resident of New South Wales.

Helen M. Nugent, AO, BA (Hons), PhD (Qid), MBA
(Harv), HonDBus (Qld) (age 61)

Independent Voting Director ~ joined the Board in
August 2007

Chairman - Board Remuneration Committee
Member - Board Nominating Committee

Member - Board Risk Committee

Helen Nugent joined the Board of Macquarie Bank
as an Independent Voting Director in June 1999.
Currently, she is Chairman of Funds SA and Swiss
Re Life and Health {Australia) Limited. Sheis also a
Director of Origin Energy Limited (since March 2003)
and Freehills. Previously, she was involved in the
financial services sector as Director of Strategy at
Westpac Banking Corporation (1994 to 1999) and
a Non-Executive Director of the State Bank of New
South Wales (1993 to 1994) and Mercantile Mutual
(1992 to 1994). In addition, she was previously
Chaimman of Hudson (Australia and New Zealand)
and a Director of UNITAB (July 1999 to October
2006), Carter Holt Harvey (May 2003 to June 2006)
and Australia Post. She has also been a Partner

at McKinsey and Company. She has been actively
involved in the arts and education. In the arts, she
is a Director of the National Portrait Gallery and was
formerty Deputy Chairman of the Australia Council,
Chaimman of the Major Performing Arts Board of
the Australia Council, Chairman of the Ministerial
Inquiry into the Major Performing Arts and Deputy
Chairman of Opera Australia. In education, she is
currently Chancellor of Bond University and was a
member of the Bradley Review into Higher Education
and Professor in Managernent and Director of the
MBA Program at the Australian Graduate School of
Management. Dr Nugent is a resident of New South
Wales.



Peter H. Warne, BA (Macquarie) (age 54)
Independent Voting Director - joined the Board in
August 2007

Chairman - Board Risk Committee

Member - Board Audit and Compliance Committee
Member - Board Remuneration Committee

Peter Wame joined the Board of Macquarie Bank as
an Independent Voting Director in July 2007. Mr Wame
was Head of Bankers Trust Australia Limited's (BTAL)
Financial Markets Group from 1988 to 1999. Prior

to this he held a number of roles at BTAL. He was a
Director and Deputy Chaimman of the Sydney Futures
Exchange {SFE)} from 1995 to 1999 and a Director
from 2000 to 2006. When the SFE merged with

the Australian Securities Exchange in July 2006, he
became a Director of ASX Limited. Currently, Mr Warne
is on the board of other listed entities as Chairman of
ALE Property Group (since September 2003} and a
Director {currently Acting Chairman) of WHK Group
Limited {since May 2007). He is also Deputy Chairman
of Capital Markets CRC Limited and Director of Next
Financial Limited. Mr Wame is a Director of Securities
Research Centre of Asia Pacific Limited and a member
of the Advisory Board of the Australian Office of
Financial Management. He is a former Director of
Macquarie Capital Alliance Group (February 2005

to June 2007) and a former Chairman and Director

of TEYS Limited (Director from October 2007 and
Chairman from July 2008 to June 2009). Mr Warne is a
resident of New South Wales.

Company secretaries’ qualifications and
experience

Dennis Leong, BSc BE (Hons) (Syd), MCom
(UNSW), CPA, FCIS

Company Secretary since 12 October 2006

Dennis Leong is an Executive Director of Macquarie
and Head of Macquarie’s Company Secretarial
Division, which is responsible for the Group's company
secretarial requirements, professional risks insurances
and employee equity plans. He has had over 16

years company secretarial experience and 12 years
experience in corporate finance at Macquarie and Hill
Samuel Australia Limited.

Paula Walsh, ACIS
Assistant Company Secretary since 29 May 2008

Paula Walsh is a Division Director of Macquarie. She
has over 22 years company secretarial experience,
with 24 years service with British Telecommunications
PLC where, amongst other roles, she was Head of
Corporate Governancs, Asia Pacific, until joining
Macquarie in May 2007.

Nigel Donnelly, BEc LLB (Hons) (Macquarie)
Assistant Company Secretary since 30 October 2008

Nigel Donnelly is an Associate Director of Macquarie
and has over 10 years experience as a solicitor. He
joined Macquarie in April 2006, and was previously a
Senior Associate at Mallesons Stephen Jaques with a
general corporate advisory and corporate governance
focus.
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PRICEVATERHOUSE(COPERS

Auditor's Independh Decl
As lead auditor for the audit of Macquarie Group Limited

for the year ended 31 March 2010, | declare that to the

best of my knowledge and belief, there have been:

a) no contraventions of the auditor independence
requirements of the Corporations Act 2007 in relation to
the audit; and

b) no contraventions of any applicable code of
professional conduct in relation to the audit.

This declaration is in respect of Macquarie Group Limited
and the entities it controlled during the period.

DH Armstrong

Partner
PricewaterhouseCoopers
Sydney

29 April 2010

Liabiiity is limited by scheme approved under Professional
Standards Legislation
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The Financial Report was authorised for issue by the Directors on 29 April 2010.
The consolidated entity has the power to d and rei the Fil ial Report.

Income statements

for the financial year ended 31 March 2010

Consolidated Consolidated Company Company
2010 2009 2010 2009
Notes $m $m $m $m
Interest and similar income 4,591 6,420 453 842
Interest expense and similar charges (3,511) (5,482) (456) (839)
Net interest income/(expense) 2 1,080 938 {3) 3
Fee and commission income 2 3,721 4,045 - -
Net trading income 2 1,299 1,157 - -
Share of net (losses)/profits of associates and
joint ventures accounted for using the equity
method 2 (230) 74 - -
Other operating income and charges 2 768 (688) 385 (12,305)
Net operating income/(expense) 6,638 5,526 382 (12,302)
Employment expenses 2 (3,101) (2,359) 3) ®)
Brokerage and commission expenses 2 (645) (685) %) 6)
Occupancy expenses 2 (482) (393) - -
Non-salary technology expenses 2 (283) (263) - -
Other operating expenses 2 (833) (837) (20) (29)
Total operating expenses (5,344) {4,537) (28) (38)
Operating profit/(loss) before income tax 1,294 989 354 (12,340)
Income tax (expense)/benefit 4 (201) (15) 9 12
Profit/(loss) from ordinary activities after
income tax 1,093 974 363 (12,328)
Distributions paid or provided on:
Macquarie Income Preferred Securities 5 8) 45) - -
Macquarie Income Securities 5 (21) (33) - -
Other minority interests (14} (25) - -
Profit attributable to minority interests 43) (103) - -
Profit/loss) attributable to ordinary equity
holders of Macquarie Group Limited 1,050 871 363 (12,328)
Cents per share
Basic eamings per share 6 320.2 309.6
Diluted eamings per share & 317.4 308.6

The above income statements should be read in conjunction with the accompanying notes.



Statements of comprehensive income

for the financial year ended 31 March 2010

Consolidated Consolidated ~ Company Company
2010 2009 2010 2009
Notes $m $m $m $m
Profit/(loss) from ordinary activities after
income tax for the financial year 1,093 974 363 (12,328)
Other comprehensive income/(expense):
Available for sale investments, net of tax 32 129 (226) - -
Cash flow hedges, net of tax 32 178 (251) - -
Share of other comprehensive income/(expense)
of associates and joint ventures, net of tax 32 36 (58) - _
Exchange differences on translation of forsign
operations, net of tax (242) 21 - -
Total other comprehensive income/(expense) for
the financial ye: 101 (514) - -
Total prehensive i /(exp ) for the
financial year 1,194 460 363 (12,328)
Total comprehensive income/(expense) for the
financial year is aftributable to:
Ordinary equity holders of Macquarie Group
Limited 1,107 321 363 (12,328)
Macquarie income Preferred Securities holders 73 73 - -
Macquarie Income Securities holders 21 33 - -
Other minority interests @ 33 - -
Total comprehensive income/{expense) for the
financial year 1,194 460 363 (12,328)

The above statements of comprehensive income should be read in conjunction with the accompanying notes.
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Statements of financial position
as at 31 March 2010

Consolidated Consolidated Company Company
2010 2009 2010 2008
Notes $m $m $m $m
Assets
Cash and balances with central banks - 141 - -
Due from banks 7 8,251 12,271 - -
Cash collateral on securities borrowed and
reverse repurchase agreements 8 7,149 5,096 - -
Trading portfolio assets 9 12,138 9,260 - -
Loan assets held at amortised cost 10 44,267 44,751 - -
Other financial assets at fair value through profit
or loss 12 9,172 7910 - -
Derivative financial instruments ~ positive values 40 21,561 27,428 - -
Other assets 13 13,096 10,640 104 95
Investment securities available for sale 14 18,221 18,128 - -
Intangible assets 15 1,456 759 - -
Life investment contracts and other unitholder
investment assets 16 4,846 4,314 - -
Due from subsidiaries 34 - - 11,643 10,390
Interests in associates and joint ventures
accounted for using the equity method 17 3,927 6,123 - -
Property, plant and equipment 18 605 605 - -
Investments in subsidiaries 19 - - 13,322 11,391
Deferred income tax assets 20 1,124 1,186 56 368
Non—current assets and assets of disposal
groups classified as held for sale 21 127 537 - -
Total assets 145,940 149,144 25,125 22,244
Liabilities
Due to banks 22 98,927 11,858 6,922 7,383
Cash collateral on securities lent and
repurchase agreements 23 7,490 3,953 - -
Trading portfolio liabilities 24 5,432 2,161 - -
Derivative financial instruments ~ negative values 40 21,706 27,371 - -
Deposits 22,484 21,868 54 104
Debt issued at amortised cost 25 42,614 48,270 3,154 -
Cther financial liabilities at fair vajue through
profit or loss 26 4,413 6,208 - -
Other liabllities 27 12,679 10,342 - -
Current tax liabilities 19 187 9 -
Life investment contracts and other unitholder
fiabilities 4,864 4,312 - -
Due to subsidiaries 34 - - 2,357 3,919
Provisions 28 m 189 - -
Deferred income tax liabiiities 20 235 4 - -
Liabilities of disposal groups classified as held
for sale 21 9 328 - -
Total liabilities ludi