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MANAGEMENT INTERNALISATION & CAPITAL MANAGEMENT AND
REVIEW UPDATE

Babcock & Brown Capital Limited (ASX: BCM) today announced that:

¢ it has entered into an agreement with Babcock & Brown that, if approved
by BCM shareholders, will result in termination of the BCM Management
Agreement (“Management Agreement”);

e the Company intends to return $100.7 million to shareholders equating to
60 cents per share. The exact compaosition of this return is dependent on
an ATO Taxation Ruling and BCM shareholder approval; and

o the Directors will commence a formal process to more fully consider any
proposals for the acquisition of BCM.

Terms of Management Agreement Termination

Subiject to approval by BCM shareholders, BCM and Babcock & Brown have
agreed to terminate the existing Management Agreement on the following terms:

e payment of cash consideration to Babcock & Brown of A$32.5 million
funded from BCM’s existing cash resources and payable upon termination
of the existing Management Agreement (which would occur following
shareholder approval); and

e payment of a further $12.5 million for termination of the Babcock & Brown
preferred advisory mandate, conditional upon a change of control
occurring in BCM (or eircom) prior to 30 April 2010; and

e payment of $5 million to Babcock & Brown for advisory services related to
BCM'’s review process, conditional upon a change of control occurring in
BCM (or eircom) prior to 30 April 2010.

These terms are subject to the approval of BCM shareholders at a General
Meeting (“EGM”) to be held early next year but no later than 28 February 2009.

A notice of meeting in relation to these matters, including an Independent
Expert’'s report regarding the terms of the Termination Agreement, is expected to
be despatched to BCM shareholders by no later than January 2009.

Commenting on the internalisation terms, Mr Kerry Roxburgh, BCM Chairman
said, “The Directors support shareholders’ desire for an independent BCM and
are pleased that a proposal will be put to our shareholders for their consideration
and approval. We expect to be in a position to make a formal recommendation to
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shareholders in relation to the proposal following receipt of the Independent
Expert’s report.”

Subject to BCM shareholders approving the termination of the Management
Agreement, the Directors will also ask shareholders to consider a further
resolution to change the name of the company at the EGM.

A full version of the Management Agreement is attached to this announcement.
Capital Management Initiatives

In line with the Board’s stated commitment to maximise shareholder value
through appropriate capital management initiatives, the Directors have resolved
to return surplus capital to BCM shareholders, with the balance retained at this
time for existing investments.

Following receipt of a detailed capital management plan from the Manager, the
Directors now intend to return $100.7 million (representing 60 cents per share),
representing part of BCM’s existing cash reserves (of approximately A$325
million). The exact composition of this return will be the subject of an ATO ruling
which is anticipated to be received before the EGM.

The return of surplus capital will also require the approval of BCM shareholders,
which would be sought at the EGM. This capital management initiative is not
dependent on shareholders approving the termination of the Management
Agreement.

Taking into account the information and advice available, and given the current
uncertain economic environment, at this time the Board has determined that it is
prudent to retain cash reserves of approximately $225 million after the return of
$100.7 million. This cash reserve is held at the BCM level and at this time, no
decision has been made to inject further capital into either eircom or Golden
Pages.

The Board will continue to assess prudent level of reserves to be allocated to the
existing investments to take into account the current economic environment and
the challenging financial markets. This will be an ongoing process.

Review Process

The Directors have also commenced a formal process to further consider a
number of approaches received to date by BCM and its advisors, as well as any
future bona fide third party proposals that may be received. Proposals of this
nature may result in a change of control for BCM.

In the event that the Directors consider a proposal is in the best interests of BCM
shareholders, the Directors may put that proposal to shareholders. However, the
BCM Board will be under no obligation to act on, or accept, any proposal which is
received, and can give no assurance that any transaction will eventuate.

BCM's advisers in this process will be UBS and Babcock & Brown.
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LIT plc (LIT) Revised Proposal

On 7 November, the Board received a revised non-binding, indicative and highly
conditional proposal for the acquisition of BCM. LIT proposed an indicative cash
consideration of $1.90 per BCM share, substantially to be satisfied by BCM
paying a large special dividend and the balance to be funded by LIT.

The Directors do not consider that the LIT proposal is in the best interests of
BCM shareholders and do not intend to pursue it. If LIT submits a revised
proposal, the Directors will consider that proposal as part of the Review Process
referred to above.

BCM Debt Position

The Directors have received confirmation that the eircom debt is unaffected by
the termination of the Management Agreement and eircom continues to meet its
quarterly banking covenants. A further update will be provided as part of the
September quarter operational update expected to be released to the market on
26 November 2008.

As previously disclosed, the termination of the Management Agreement may
require a renegotiation or early repayment of a component of Golden Pages
senior debt package. Golden Pages has a strong relationship with its bank and
the Directors have received confirmation that Golden Pages is performing well
within its covenants. The Directors have received confirmation that the Golden
Pages Bonds are unaffected by the termination of the Management Agreement.

The Directors have also received confirmation that all finance arrangements
relating to both eircom and Golden Pages are non recourse to BCM.

Board and Management Arrangements

Pursuant to the Termination Agreement, BCM and Babcock & Brown have
agreed that Babcock & Brown will be entitled to nominate one director for
appointment to the BCM Board, until the earlier of 30 April 2010 and the date
when Babcock & Brown ceases to hold at least 10 million shares in BCM.

The Directors consider that the BCM Board could be strengthened by the
appointment of up to three additional Board members. The Board Nominations
Committee has been asked by the Board to review the current Board composition
and succession planning to identify suitably qualified and experienced candidates
to assist the Company going forward.

In the event that shareholders do not approve the proposed arrangement to
internalise BCM management, Babcock & Brown has advised that it intends to
appoint three of its nominees to the Board under the terms of the Management
Agreement.
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BCM has already engaged a search firm to identify a suitable CEO candidate.
The CEOQO’s appointment would become effective upon termination of the existing
Management Agreement.

In the event that BCM shareholders approve the resolutions to internalise BCM
management, BCM has asked that Babcock & Brown continue to provide shared
support services for an agreed cost of $250,000 per month plus incidentals,
under the direction of the BCM CEO and Directors. Such services may be
provided to BCM until 30 April 2010, or such earlier date as there is a change of
control of BCM or as terminated by either party upon two months notice.

No changes are proposed for the management teams at eircom or Golden Pages
as a result of the termination of BCM Management Agreement with operations
expected to continue as normal.

Conclusion

Mr Kerry Roxburgh, BCM Chairman said, “The BCM Directors are of the view
that the initiatives announced today represent an opportunity for BCM
shareholders to participate in setting the future direction of the Company.

“The Board has worked co-operatively with Babcock & Brown to reach the
position that a proposal for the internalisation of BCM's management is now able
to be put to BCM shareholders for their consideration and approval. The Board is
pleased shareholders will be able to consider this proposal that could result in
independent management of the Company.

“In the meantime BCM will continue to focus on optimising the value of our
existing investments, whilst returning available capital to BCM shareholders as
appropriate. We have also committed to a process that allows us to fully consider
third party proposals in relation to BCM or its underlying assets that may deliver
superior value to BCM shareholders.” Mr Roxburgh concluded.

ENDS

Further Information:
Erica Borgelt
Investor Relations
Babcock & Brown
+61 2 9229 1800
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About Babcock & Brown Capital Limited

Babcock & Brown Capital is an Australian-based investment company that
focuses on a concentrated portfolio with a flexible investment horizon. Babcock
& Brown Capital concentrates on growing the value of its investments over time.
Investments are held while they continue to meet the Company’s investment
objectives. Babcock & Brown Capital listed on the Australian Securities
Exchange in February 2005.

eircom

BCM holds a 57.1% interest in eircom representing an investment of
approximately $448 million. Associates of Babcock & Brown hold an additional
7.9% and existing and former employees hold the remaining 35% through their
share ownership trust, the ESOT.

eircom owns Ireland's copper and fibre backbone telecommunications network.

It is the largest provider of fixed line wholesale and retail telecommunication
services in Ireland and has 69% of the fast growing retail DSL broadband market.
eircom’s mobile business has a growing 19% share of the mobile market.

Golden Pages

BCM holds 100% of Golden Pages representing an equity investment of approx
A$152 million. Golden Pages is the leading Israeli directories business with
portfolio of complementary directory and search businesses operating across
four distribution platforms.

For further information please see our website: www.babcockbrowncapital.com
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The agreement

Deed of amendment

Date » 28 July 2008

Between the parties

Company

Babcock & Brown Capital Limited

IACN 112 119 203 of Level 23, Chifley Tower, 2 Chifley Square,
Sydney NSW 2000

Manager

Babcock & Brown Capital Management Pty Ltd

IACN 112 118 144 of Level 23, Chifley Tower, 2 Chifley Square,
Sydney NSW 2000

BBS

Babcock & Brown Securities Pty Limited

IACN 003 080 840 of Level 23, Chifley Tower, 2 Chifley Square,
Sydney NSW 2000

Background

1 On 20 December 2004, the parties to this deed entered into the
Original Agreement.

2 In accordance with clause 15 (Novation) of the Original
Agreement, on the AFSL Effective Date, Babcock & Brown
Capital Management Pty Ltd replaced BBS as the Manager under
the Original Agreement.

3 The parties now wish to amend the Original Agreement pursuant
to clause 16.6 (Amendment) of the Original Agreement.

This deed witnesses

that in consideration of, among other things, the mutual promises
contained in this deed, the parties agree as set out in the Operative
part of this deed.

page 1
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Operative part

1 Definitions and interpretation
1.1 Definitions
In this deed, Original Agreement means the BCM Management Agreement dated 20
December 2004 between the Company, BBS and the Manager.
1.2 Incorporation of definitions
Unless otherwise defined or provided for in this deed, the terms defined in the Original
Agreement have the same meaning when used in this deed.
2 Amendments
2.1 Amendment — Compliance report from the Manager
Clause 3.7 {Reports and Information) of the Original Agreement is amended by inserting
the following additional sub-clause:
*(c) The Manager must provide to the Company, within 60 Business Days after 30
June each year, a report confirming that, to the best of its knowledge, the
Manager has complied in all material respects with its obligations under this
Agreement or identifying any material non-compliance and the reasons for such
non-compliance.”.
2.2 Amendment — Change in chief executive officer
Clause 7 (Management)} of the Original Agreement is amended by inserting the following
additional clause:
7.4 Change in chief executive officer
The Manager may only replace the person appointed as chief executive officer in
accordance with clause 7.1(b} with the consent of a majority of the independent
directors of the Company, such consent not to be unreasonably withheld or
delayed, except where;
(a) such person has ceased to be employed by any B&B Associate, whether
through resignation or termination for cause; or
(b}  such person resigns from the role of chief executive officer while remaining
an employee of a B&B Associate or is appointed to ancther role with a
B&B Associate.”.
2.3 Amendment — Acting in interests of Shareholders

(@)

Clause 14 (Independent Contractor) of the Original Agreement is amended by:
inserting the following heading above the existing language contained in that clause:
*14.1 Independent Contractor”; and

inserting the following additional clause:

page 2
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“14.2  Acting in interests of Shareholders

Without limiting clause 14.1, in performing the Services under this Agreement,
the primary obligation of the Manager is to the Company (and
consequently to the Company's shareholders).”.

24 Effect of Amendments

(a) The amendments made to the Original Agreement by clauses 2.1 to 2.3 inclusive of this
deed will take effect immediately upon execution of this deed (Effective Date).

(b) The Company and the Manager consent and agree to the amendment of the Original
Agreement.

(c) The Original Agreement, as amended by this deed, is expressly confirmed.

3 General

3.1 Governing law and jurisdiction

() This deed is governed by the laws of New South Wales.

(b) Each party irrevocably submits to the exclusive jurisdiction of the courts of New South
Wales.

3.2 Variation
A variation of any term of this deed must be in writing and signed by the parties.

3.3 Entire agreement
This deed embodies the entire agreement between the parties with respect to the subject
matter of this deed and supersedes any pricr negotiation, arrangement, understanding or
agreement with respect to the subject matter or any term of this deed.

3.4 Attorneys
Any attorney executing this deed states that the attorney has no notice of the revocation
of that attorney’s power of attorney.

3.5 Prohibition and enforceability

(a) Any provision of, or the application of any provision of, this deed or any right, power,
authority, discretion or remedy of a party under this deed which is prohibited in any
jurisdiction is, in that jurisdiction, ineffective only to the extent of that prohibition.

(b) Any provision of, or the application of any provision of, this deed which is void, illegal or
unenforceable in any jurisdiction does not affect the validity, legality or enforceability of
that provision in any other jurisdiction or of the remaining provisions in that or any other
jurisdiction.

(c) The application of this clause 3.5 is not limited by any other provision of this deed in

relation to severability, prohibition or enforceability.
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3.6

3.7

3.8

3.9

Cumulative rights

The rights, powers, authorities, discretions and remedies of a party under this deed do
not exclude any other right, power, authority, discretion or remedy.

Further assurances

Each party must do all things necessary fo give full effect to this deed and the
transactions contemplated by this deed.

Third party rights

No person other than the Company and the Manager has or is intended to have any right,
power or remedy or derives or is intended to derive any benefit under this deed.

Counterparts

This deed may be executed in any number of counterparts each of which is an original
and all of which constitute one and the same instrument.
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Executed as a deed

Signed sealed and delivered in accordance with s. 127 of the Corporations Act
2001 (Cth) by

Babcock & Bro
by

Capital Limited

sign here »

Company Secretary@irector
Simone Lander

print name )

sign hera » &/-

Director

print name QUBET&F 'WPFEQ

Signed sealed and delivered in accordance with s. 127 of the Corporations Act
2001 (Cth) by
Babcock & Brown Capital Management Pty Ltd

Company Secretary/Difegiat

sign here »

print name Simone Lander

sign here » % %W

Diréctor

print name Qﬁ w }’K‘)NA/M/&

Deed of amendment page &
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Signed sealed and delivered in accordance with s. 127 of the Corporations Act
2001 (Cth) by
Babcock & Brown Securities Pty Ltd

by
sign here » / ’ %’/ﬁl—ﬂ—
Company Secretary/Birector
print name Angela Clarke

sign here » /g —
Director

print name Robert Topfer

3.004964579.11 Printed 17/06/C8 (11:00) Deed of amendment page 6
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