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Corporate Governance Statement

Macquarie’s approach to Corporate
Governance

Macquarie’s approach to corporate governance, which has
remained largely consistent over time, is to:

- promote the long term profitability of Macquarie while
prudently managing risk

—  drive superior and sustainable shareholder value over
the long term through the alignment of the interests of
shareholders and staff

—  meet stakeholder expectations of sound corporate
governance as part of Macquarie’s broader
responsibility to clients, shareholders, investors and
the communities in which it operates.

Macquarie recognises that a key factor in delivering long
term shareholder returns is providing superior services to
clients. Macquarie's Code of conduct sets out the way staff
are expected to do business.

Macquarie is a global financial services provider with a
diverse range of activities across different locations. Its
shares are listed on the Australian Securities Exchange
(ASX). Macquarie is regulated by APRA, the Australian

Corporate Governance framework

banking regulator, as the NOHC of Macquarie Bank Limited,
an ADI. APRA's prudential standards include governance
and risk management requirements. A number of Macquarie
subsidiaries are supervised by regulators in the overseas
jurisdictions in which they operate. The notes to Macquarie’s
financial statements include a list of material subsidiaries of
the company.

Macquarie's governance practices were consistent with the
recommendations in the 2" edition of the ASX Corporate
Governance Council's Principles and Recommendations
(ASX Recommendations) throughout the year. A summary of
the ASX Recommendations and reference to the applicable
Macquarie governance practice is available on Macquarie's
website |

During FY2015 Macquarie reviewed its corporate
governance and reporting practices in light of the new 3
edition of the ASX Recommendations and expects to be
consistent with the 3" edition of the ASX Recommendations
from 1 April 2015.

This Corporate Governance Statement has been approved
by the Board.
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Board oversight

The primary role of the Board is to promote Macquarie's
long term health and prosperity. The Board Charter details
the Board's role and responsibilities which include approving
strategy, adopting an annual budget, approving Macquarie's
RAS and risk management strategy, appointing Macquarie's
Chief Executive Officer and considering matters relating to
remuneration and diversity.

Macquarie’s Constitution sets out requirements concerning
the setting of board size, meetings, election of directors
and the powers and duties of directors. In accordance with
the Constitution, the Board has resolved that the maximum
number of Voting Directors (Directors) is currently ten.

A copy of the Constitution and Board Charter are available
on Macquarie's website

The Macquarie Board consists of ten Directors, nine of
whom are independent. Kevin McCann, an independent
Director, is Chairman. Nicholas Moore, Macquarie’s
Managing Director and Chief Executive Officer (CEO), is the
only executive Board member.

During the year, Gordon Cairns was appointed to the Board
effective from 1 November 2014 and Helen Nugent and
Peter Kirby retired on 24 July 2014. Schedule 1 of the
Directors' Report includes each Director's experience and
date of appointment to the Board.

The table below sets out the current composition of the
Board and the membership of each Board Committee.
Members’ attendance at Board and Board Committee
meetings during the past year is set out in the Directors’
Report.

Board and Board Committee membership

Responsibilities of management

The Board has reserved certain matters for its approval as
set out in the Board Charter. It has delegated specific
authorities to its various Board Committees which are
detailed in each Board Committee Charter. The Board also
determines delegations to Management, approves relevant
limits and reviews business developments for consistency
within the Board-approved RAS and risk management
strategy.

The CEO has been granted authority for those matters not
reserved for the Board or a Board Committee. Macquarie’s
Management Committees assist in the exercise of the CEO’s
delegated authority. The CEO, the Chief Risk Officer (CRO)
and the Chief Financial Officer (CFO) report to the Board at
each monthly Board meeting. In addition to regular reporting
from Management, the Board has unlimited access to senior
management as well as external advisers.

The Company Secretary is appointed by and accountable to
the Board, through the Chairman, for matters relating to the
proper functioning of the Board.

Governance
Macquarie and
Board Audit Compliance Nominating  Remuneration Risk

Macquarie Independent Directors

Kevin McCann AM(") Chairman Chairman Member Member
Gary Banks AO Member Member Member Member
Gordon Caimns Member Member Member Member
Michael Coleman Member Chairman Member Member Member
Patricia Cross Member Member Member Chairman
Diane Grady AM Member Member Member Member Member
Michael Hawker AM Member Member Chairman Member Member
Nicola Wakefield Evans Member Member Member Member Member
Peter Warne Member Member Chairman Member

Macquarie Managing Director and Chief Executive Officer

Nicholas Moore(1) Member

() The Chairman and the CEO attend meetings of Board Committees of which they are not a member as a matter of course.



Board Committees

Macquarie’s five standing Board Committees assist the
Board in its oversight role. Each Board Committee has an
independent director as its Chairman. All Board members
are sent Board Committee meeting agendas and may attend
any Board Committee meetings. Subsequent to each Board
Committee meeting, the minutes are included in the Board
papers and presented to the Board by the respective Board
Committee Chairmen.

The Risk, Audit, Governance and Compliance, Nominating
and Remuneration Committees comprise members who are
independent directors. The Board Committee Charters,
detailing the responsibilities of each Committee and how
they exercise their authority, are available on Macquarie’s
website

Allocation of responsibilities between
Board Committees

The Board Risk Committee (BRIC) assists the Board by
providing oversight of the implementation and operation of
Macquarie's risk management framework and advising the
Board on Macquarie's risk position, risk appetite, risk culture
and risk management strategy. The BRIC receives
information on material risks and external developments that
may have an impact on the effectiveness of the risk
management framework.

The Board Audit Committee (BAC) assists the Board with
its oversight of the integrity of the financial statements. The
BAC is also responsible for reviewing the adequacy of the
Group’s control framework for financial regulatory reporting
to banking regulators and monitoring the internal financial
control environment. The BAC reviews reports from the
external auditor and Internal Audit, referring matters relating
to the duties and responsibilities of the BRIC and Board
Governance and Compliance Committee to the appropriate
Committee.

The Board Remuneration Committee (BRC) makes
recommendations to the Board that promote appropriate
remuneration policies and practices for the Macquarie
Group consistent with Macquarie Group’s risk
management framework. The BRC is responsible for
liaising with the BRIC to ensure there is effective
co-ordination between the two Committees to assist in
producing a properly integrated approach to remuneration
that reflects prudent and appropriate risk. The BRC is also
responsible for liaising with the BAC in relation to
remuneration related disclosures in the remuneration report.

The Board Governance and Compliance Committee
(BGCC) has responsibility for recommending to the Board
the most appropriate corporate governance policies for the
Macquarie Group and for assisting the Board in fulfilling its
responsibility for oversight of the compliance framework of
the Group. In addition, it has oversight of Macquarie’s work
health and safety practices and environmental and social risk
management policies.

The Board Nominating Committee (BNC) is responsible for
assisting the Board to ensure that it has an appropriate mix
of skills, experience and diversity to be an effective decision-
making body in order to provide successful oversight and
stewardship of Macquarie.

Director Independence

Macquarie recognises that independent directors have an
important role in assuring shareholders that the Board is
able to act in the best interests of Macquarie and
independently of Management.

The independence of Non-Executive Directors (NEDs) is
reviewed annually by the BGCC and then considered by the
Board as part of its review of the BGCC minutes. Based on
Macquarie’s criteria for assessing director independence,
each independent Director is asked to confirm whether they
have any material interests or relationships with Macquarie
that could interfere with the exercise of their independent
judgement. There were no material or substantial
relationships noted by Directors in their annual declaration.
Some of the Directors hold or have previously held positions
in companies and professional service providers with which
Macquarie has commercial relationships. All dealings with
these companies and with professional service providers are
and have been on arm's length commercial terms. Each
Director's date of appointment, experience and directorships
are set out in Schedule 1 of the Directors' Report.

Consistent with the 3 edition of the ASX
Recommendations, the following interests or associations of
the type described in the commentary to the relevant
recommendation were noted by the BGCC. Mr McCann has
been on the Board for a period that exceeds Macquarie's
tenure policy, and a family member of Mr Coleman is
employed as a Division Director of Macquarie. BGCC
members considered that neither factor impacts their
independence because, in the course of Board deliberations,
they demonstrate independent judgement and an objective
assessment of all matters before the Board.

Similarly, the BGCC has determined that there are no
interests or relationships that could materially interfere with
each of the other NEDs' ability to act independently of
management and in the best interests of Macquarie.
Therefore, excluding the CEO, all Directors continue to be
independent.

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
reasonable, and also have unlimited access to senior
management of Macquarie.

Macquarie's criteria for assessing director independence,
includina materialitv thresholds. is available on the Macauarie
website
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Board Renewal

The Board with the assistance of the Board Nominating
Committee regularly assesses the skills, experience and
diversity required collectively for the Board to effectively fulfil
its role. Macquarie’s Policy on Board Renewal and
Appointment of Directors sets out the fundamental factors
relevant to the selection and appointment of new Directors
and is available on Macquarie’s website

The Board is comprised of highly experienced senior
business leaders from a variety of professional backgrounds
who each meet the fundamental requirements and,
collectively, possess the skills, experience and diversity
considered necessary to appropriately govern an ASX-listed
global financial services provider.

A summary of the key skills and experience of the ten
members of the Board is set out below.

No. of
Skills and experience Directors
Financial Services/Retail Banking 8
Investment Banking/Corporate 9
Banking/Financial Markets/Funds
Management
Financial acumen 10
Listed company board experience 9
International background/experience 9
Senior management role 9
Accounting 2
Law 3
Human capital management 8
Business development and strategy 10
Regulation and public policy 8

The qualifications, skills and experience of the individual
members of the Board are set out in Schedule 1 of the
Directors' Report.

New NEDs are appointed for three 3-year terms from first
election by shareholders. The Board has discretion to extend
a NED's term of appointment if the Board determines that
extending the term will be of significant benefit to Macquarie.
At the 2014 Annual General Meeting (AGM), consistent with
the Board's recommendation, shareholders re-elected the
Chairman, Kevin McCann, for a further three-year term.

Director appointment, induction and development

In accordance with Macquarie's Fit and Proper Policy, prior
to appointing a person to the Macquarie Board, appropriate
background checks are undertaken. New Directors stand for
election at the first AGM following their appointment. The
notice of meeting provides shareholders with material
information relevant to a decision as to whether to elect a
Director including their skills, experience, other directorships
and an acknowledgement that they will have sufficient time
to fulfil their responsibilities as a Director.

All new Directors receive an appointment letter setting out
the key terms and conditions of their appointment. They also
undertake an induction program covering relevant matters
such as Board practices and procedures, prudential
requirements and briefings with senior management. NEDs
identify business awareness needs on an ongoing basis and
regular Board workshops are held during the year. In
addition to workshops, the Board travels to various
Macquarie overseas offices annually and the Chairman also
visits other Macquarie overseas operations at least annually.

Board performance

The Board and Directors

The Board reviews its performance and the performance of
each Director on an annual basis with emphasis on those
individual Directors who are required to stand for re-election
at the next AGM. Material information relevant to a decision
on whether or not to re-elect a Director, is provided to
shareholders in the explanatory notes to Macquarie's notice
of meeting.

The process for conducting the review is agreed by the
Board. Typically the process includes individual interviews by
the Chairman or an external facilitator 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, risk controls and management

- Board composition, including consideration of relevant
skills and structure

—  the operation of the Board, including the conduct of
Board meetings and group behaviours.

A nominated independent Director or an external facilitator
provides feedback to the Chairman on the Chairman’s
performance based on discussion with the other Directors.
A written report summarising the results, issues for
discussion and recommendations is presented to the Board
and discussed at a Board meeting.

The Board’s review in FY2015 was conducted internally and
for FY2016 will be conducted with the assistance of an
external facilitator, both in accordance with the process
described above.



Board Committees

As part of the Board's annual performance evaluation,

the functioning of the Board Committees is reviewed. Each
Board Committee also 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, which is led by the
Chairman of the respective Board Committee.

A summary of the processes adopted by Macquarie for
Board and Key Executive Performance Review is available on
Macauarie’s websitel

Performance of key executives

Formal processes have been adopted by Macquarie to
review the performance of Macquarie’s most senior
executives. The BRC oversees the process for the CEO’s
annual performance review.

As part of the annual review, the CEO prepares a formal
report on his performance and presents to the NEDs. The
NEDs review performance by considering a range of
indicators including financial position and performance,
people and culture, sustainability (planning and investment in
the future) and community. A similar process is followed to
review the performance of the CEO of Macquarie Bank. The
NEDs also have regard to any risk management and
compliance matters as reported by the CRO.

The CEO evaluates, at least annually, the performance of the
Operating Group Heads, the CRO, the CFO and the Chief
Operating Officer (COQ). Performance criteria vary according
to the individual’s role. Factors relevant to assessing
performance include (as appropriate) financial performance,
risk management and compliance, business leadership and
people leadership (including upholding Macquarie's Code of
conduct). The CEO reports to the BRC on the performance
of these key executives and recommends individual senior
executive remuneration for Board approval.

The Board and the CEO seek to ensure that remuneration
for the CRO is determined in a way that preserves the
independence of this 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
and performance review for Executive Key Management
Personnel is found in the Remuneration Report in the
Directors’ Report.

Ethical and responsible decision-making

Code of conduct

The Code, which has been approved by the Board,
incorporates What We Stand For: the principles of
Opportunity, Accountability and Integrity that guide the way
staff conduct business. The Code provides clear guidance to
staff on good decision making and escalation, encouraging
staff to speak up and report genuine concerns about
misconduct. The Code reinforces Macquarie's policies in
relation to the protection of whistleblowers. The Code also
summarises the standards, policies and processes regarding
conflicts of interest, disclosure and corruption.

To ensure that Macquarie's culture of honesty and integrity
remains strong throughout the organisation, all staff who join
Macquarie receive specific training on What We Stand For
and the Code. Existing staff also receive training and sign an
annual declaration that they have reviewed the Code.

A copy of What We Stand For and the Code are available on
Macquarie’s website

Integrity office

Macquarie established the Integrity Office in 1998. In
addition to providing an independent and confidential point
of escalation for staff to raise concerns, the Integrity Office
works with business groups to support staff in good decision
making and to promote the principles of What We Stand For.
The Integrity Office is responsible for Macquarie's externally
managed staff hotline that enables staff to report suspected
breaches of the Code, or other misconduct, anonymously.

The Integrity Office reports directly to the CEO and provides
an annual report to the BGCC.

Dealing with potential conflicts

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

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
conflicts 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
conflicts of interest, including Macquarie-wide policies 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 the
Compliance Division within RMG.
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The Board has guidelines for its members for declaring and
dealing with potential conflicts of interest that include:

- board members declaring their interests as required
under the Corporations Act 2001 (Cth) (the Act), the
ASX Listing Rules and general law requirements

—  board members with a material personal interest in a
matter before the Board do not receive the relevant
Board paper and are not 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 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.
Where potential conflicts arise, Management will provide
Directors of the relevant Board with sufficient information to
manage conflicts appropriately.

Staff and Director trading

Macquarie’s personal dealing policies apply to Directors

and all Macquarie staff. They identify the principles by which

Macquarie balances personal investment interests against

the responsibility of Macquarie and its staff to ensure that all

personal dealing and investment activities are conducted

appropriately. Key aspects of Macquarie’s personal dealing

policies include:

—  pre-clear securities trading: Directors and staff 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
results and after the AGM

— excluded dealings: Certain types of transactions such
as acquisition of securities under an employee share
plan or participation in the dividend reinvestment plan
may be effected outside a trading window without
pre-clearance

— trading prohibition while in possession of material
non-public price-sensitive information: In all cases
Macquarie prohibits Directors and staff from dealing
in any security, including a Macquarie security, if they
possess non-public price-sensitive information about
or affecting the relevant security

— deferred and unvested equity awards, 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 that are subject to
retention arrangements, or their deferred and unvested
equity awards. NEDs may 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 staff
are not permitted to take net short positions in
Macquarie shares or any securities in Macquarie-
managed funds.

Macquarie's Trading Policy sets out the restrictions that
apply to dealing in Macquarie securities by Macquarie staff,
including Key Management Personnel, and is available on its

website

Each member of the Board is encouraged to consider
positions in a Macquarie security as a long term investment
and is not permitted to trade derivatives relating to a
Macquarie security without the prior approval of the
Chairman (or the CEO in the case of the Chairman). Board
members and Key Management Personnel are also required
to annually disclose to Macquarie any financing
arrangements relating to their Macquarie securities and
manage their financing arrangements in accordance with
Macquarie’s policies.

Corporate governance in Macquarie-managed
funds

Macquarie’s expertise in managing fund assets and sourcing
new value-adding opportunities is a key attraction for
investors in Macquarie-managed funds (Funds).

The Funds' governance standards adopt an appropriate
governance framework to ensure that key decisions are
taken in the best interests of investors consistent with the
fund’s mandate and regulatory requirements.

The key elements of Macquarie’s corporate governance
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
arm’s length terms and tested by reference to whether
they meet market standards. Decisions by listed Funds
about transactions with Macquarie or its affiliates 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 activities

— 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 and a majority of
independent directors on the Fund board

— information barriers operate to separate
Macquarie’s corporate finance, advisory and ECM
businesses from its funds management
businesses.



Diversity

The diversity of our people remains fundamental to
Macquarie’s success. Macquarie’s Workforce Diversity
Policy defines Macquarie’s diversity commitment and

the structures in place to ensure it is realised. The principles
contained in our Workforce Diversity Policy are incorporated
in the Our Commitment to Workforce Diversity statement
available on Macquarie's website

Macquarie has implemented an extensive range of programs
and initiatives to support the achievement of its diversity and
inclusion strategy over the past year.

Macquarie’s measurable objectives for achieving diversity are
detailed in the Diversity Report.

Macquarie and the community

Macquarie engages in the wider community through the
Macquarie Group Foundation (the Foundation). Together
with Macquarie staff, the Foundation has contributed more
than $A240 million to over 2,500 community organisations
since its inception in 1985. Staff also volunteer at a number
of community organisations globally. In the

year ended 31 March 2015, the Foundation and Macquarie
staff contributed approximately $A24.2 million.

Further information is included in the Macquarie Group
Foundation section of this Annual Report.

Commitment to shareholders 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, and timely manner. Macquarie has a
continuous disclosure policy that 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

— not omit material information

—  be timely and expressed in a clear and objective
manner.

Macquarie's continuous disclosure procedure includes
reference to and consideration by Macquarie's Disclosure
Committee as appropriate. A summary of the External
Communications Policy is available on Macquarie’s website

Macquarie has an investor relations program to facilitate
effective two-way communication with investors and
analysts, to provide a greater understanding of Macquarie’s
business, performance, governance and financial prospects.

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, time and venue
convenient to its shareholders. For shareholders who are
unable to attend in person, Macquarie provides a webcast
of its AGM and any other general meetings. The results of all
resolutions are lodged with ASX after the meeting as soon as
they are available.

This year Macquarie’s AGM will be held in Sydney, Australia.
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 proposed motions by appointing a proxy. The
proxy form included with a notice of meeting will explain how
to appoint a proxy.

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.

Macquarie seeks that its shareholder meetings are
conducted in a manner which is courteous for those
attending. In the interests of attending shareholders, the
chair of the meeting will exercise his or her powers as the
chair to ensure that the meeting is conducted in an orderly
and timely fashion.
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Financial reporting

On behalf of the Boards of Macquarie and Macqguarie Bank,
the BAC monitors:

- the integrity of Macquarie’s financial reporting and 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
BAC meets with the external auditor in the absence of
Management

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

—  the operation of Internal Audit and Credit Assurance
(CA). The BAC reviews the independence, appointment,
performance and remuneration of the Head of the
Internal Audit Division (IAD), as well as monitoring the
effectiveness of Internal Audit. It also provides oversight
of the IAD and CA annual plans

—  Macquarie’s control framework for financial regulatory
reporting to banking regulators.

Auditor independence

Before the approval of the interim and year-end financial
reports, the BAC reviews the independence of the external
auditors in accordance with the Act, the Macquarie Auditor
Independence Policy, and the BAC Charter.

Macquarie’s Auditor Independence Policy requires BAC
approval, or between meetings the approval of the BAC
Chairman, for material non-audit work performed by its
auditors. Also under the policy, which reflects Australian legal
requirements, Macquarie’s lead auditor and review auditor
must be rotated every five years unless the Board grants
approval to extend the term for up to a further two years.

Mr Kim Smith of PricewaterhouseCoopers (PwC) is
Macquarie’s lead auditor for FY2015.

The BAC Charter and the External Auditor Policy Statement
describe key aspects of Macquarie’s Auditor Independence
Policy and external auditor selection process. They are
available on Macquarie’s website

Chief Executive Officer and Chief Financial Officer
declaration

The Macquarie and Macquarie Bank Boards have each
received written confirmation from their respective CEO and
CFO that their statement given to the Board in accordance
with section 295A of the Act is founded on a sound system
of risk management and internal control and the system is
operating effectively in all material respects in relation to
financial reporting risks.

Oversight of risk management

Macquarie’s approach to risk management is detailed in the
Risk Management Report and is available on Macquarie’s
website

The Board monitors significant business risks and reviews how
they are managed. The Board also monitors Macquarie's risk
management framework, including by forming a view of
Macquarie's risk culture and approving Macquarie's risk
appetite statement and risk management strategy.

All independent Directors are members of the BRIC to
provide oversight of the implementation and operation of
Macquarie's risk management framework and constructively
challenge Management’s proposals and decisions on risk
management arising from the Group's activities.

The CRO is a member of Macquarie’s Executive Committee
and reports directly to the CEO. The CRO has a secondary
reporting line to the BRIC which approves the replacement,
appointment, reassignment or dismissal of the CRO. The
CRO presents on risk matters at the BRiIC meeting, and in
months where there is no scheduled BRiC meeting, at the
Board meeting. During the year, senior management has
reported to the Board on the effectiveness of risk
management and internal control systems in addressing
material risks.

At the executive management level, senior management
committees focus on strategic issues, operational issues,
material transactions, the management of risk and review the
performance of Macquarie on a monthly basis. There are
also other committees where senior specialists focus on
specific risks as appropriate. The Market Risk Committee
and the Asset and Liability Committee are examples of these
committees.

Internal audit

IAD provides independent assurance to Management and
the Board on the adequacy and operational effectiveness of
Macquarie's internal control, risk management and
governance systems and processes. IAD findings are
reported to the BAC. The Head of IAD is jointly accountable
to the BAC and the CRO. The BAC approves the
replacement, appointment, reassignment or dismissal of the
Head of IAD.



Environmental, Social and Governance risk

Macquarie’s Board and Management view the commitment
to Environmental, Social and Governance (ESG) performance
as part of their broader responsibility to clients, shareholders
and the communities in which Macquarie operates.

Macquarie’s approach is detailed in the ESG Report.
Macquarie has continued efforts to: manage ESG risks in its
business activities; advance environmental management;
and pursue investments, markets and products with an ESG
focus, including in renewable energy and energy efficiency.
Macquarie values its people and continues to invest in the
development and well-being of its diverse talent base.

A Global Reporting Initiative (GRI) index is available on
Macquarie's website.

Oversight of remuneration arrangements

The Board of Directors oversees Macquarie’s remuneration
arrangements, including executive remuneration and the
remuneration of Macquarie’s NEDs. The Board is assisted by
the BRC. The BRC annually reviews that Macquarie's
remuneration approach remains appropriate and creates a
strong alignment of staff and shareholders’ interests while
prudently managing risk.

Unlike Macquarie executives, NEDs are not granted equity,
nor are they eligible to receive bonus payments. They do

not receive payments on their retirement from office other
than payments accruing from superannuation contributions
comprising part of their remuneration. Macquarie’s NEDs are
remunerated for their services from the maximum aggregate
amount approved by shareholders, currently $A4 million.
Details of Macquarie’s approach and the amount of
remuneration paid to NEDs are contained in the
Remuneration Report in the Directors’ Report.

To align the interests of the Board with shareholders, NEDs
are required to progressively acquire a minimum of 6,000
shares in Macquarie over a period of five years from the
date of their appointment. During the year, the Board
introduced a minimum shareholding requirement for the
Chairman of 12,000 Macquarie shares to be achieved within
three years of becoming Chairman.

Each NED’s remuneration and current Macquarie
shareholding are set out in the Key Management Personnel
disclosure in the Remuneration Report and in the notes to
the financial statements in the Financial Report.

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

This Is the end of the Cornporate Governance Statement,
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Risk governance at Macquarie

The primary role of the Board is to promote Macquarie's long
term health and prosperity. Macquarie's robust risk
management framework supports the Board in its role and the
oversight of the framework is a top priority for the Board.

The Board monitors significant business risks and reviews how
they are managed. It also monitors Macquarie's risk
management framework, which includes forming a view of
Macquarie's risk culture, and approving Macquarie's RAS and
risk management strategy. The Board determines delegations
to management, approves relevant risk limits and policies, and
reviews business developments for consistency with the risk
appetite and strategy of Macquarie.

The BRIC assists the Board by providing oversight of the
implementation and operation of Macquarie's risk
management framework and constructively probing Senior
Management's proposals and decisions on risk management
arising from the Group's activities. The BRIC assists the Board
with its oversight of Macquarie's risk profile, risk appetite, and
risk culture. The BRIC receives information on breaches of the
policy framework and external developments that may have
some impact on the effectiveness of the risk management
framework. The Board is also assisted by the BAC, BRC and
BGCC.

The Head of RMG, as Macquarie’s CRO, is a member of
Macquarie’s Executive Committee and reports directly to the
CEO. The CRO has a secondary reporting line to the BRIC.
The BRIC approves the replacement, appointment,
reassignment or dismissal of the CRO and also reviews the
performance and remuneration of the CRO.

Committees exist at the executive management level to ensure
that the necessary elements of expertise are focused on
specific risk areas. The Macquarie and Macquarie Bank
Executive Committees focus on strategic issues as well as
material transactions. The Group Risk and Compliance
Committee (GRCC) is responsible for monitoring the operation
of key risk frameworks, internal controls and Macquarie's
approach to governance. There are other committees where
senior specialists focus on specific risks as appropriate.

The Market Risk Committee and the Asset and Liability
Committee (ALCO) are examples of these committees.

While committees oversee Macquarie’s risk appetite and risk
acceptance processes, risk acceptance decisions are
ultimately delegated to individuals to ensure that approvers are
accountable when signing off on risk acceptance decisions.

Macquarie's risk management framework

The acceptance of risk is an integral part of Macquarie’s
businesses. Strong independent prudential management has
been a key to Macquarie’s success and stability over many
years. Where risk is assumed, it is within a calculated and
controlled framework that assigns clear risk roles and
responsibilities represented by ‘three lines of defence’.

The primary responsibility for risk management lies at the
business level, which forms the first line of defence. Part of the
role of all business managers throughout the Macquarie
business units is to ensure risks are managed appropriately.
The risk management function forms the second line of
defence and independently assesses all material risks. The
third line, which includes internal audit, independently reviews
and challenges the group’s risk management controls,
processes and systems.

Macquarie’s core risk management principles have remained

stable and continue to be highly effective. These are:

— ownership of risk at the business level: Operating
Group Heads are responsible for identifying risks within
their businesses and ensuring that they are managed
appropriately. Before taking decisions, clear analysis
of the risks is sought to ensure risks taken are consistent
with Macquarie's risk appetite and strategy. Business
ownership of risk is an essential element in understanding
and controlling risk

— understanding worst-case outcomes: Macquarie's risk
management approach is based on examining the
consequences of worst case outcomes and determining
whether these are acceptable. 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. The effectiveness of this approach
was demonstrated over the recent past. Shocks
observed in the markets generally remained within
Macquarie's stress scenarios, resulting in very few of our
worst case loss scenarios being exceeded. While
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 sign off by risk
management: Macquarie places significant importance
on having a strong independent RMG that 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 from RMG on risk and
return is included in the approval document submitted
to senior management.
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Macquarie’s risk culture is well established

Macquarie recognises that a sound risk culture is a
fundamental requirement of an effective risk management
framework. The long-held foundations of Macquarie's risk
culture are the principles of What We Stand For — Opportunity,
Accountability and Integrity. These principles are expected to
form the basis of all day-to-day behaviours and actions.

Macquarie drives behaviours in keeping with these principles
through extensive and purpose-designed management
frameworks and controls including policies, standards and
processes. Senior management measure and monitor risk
culture indicators and constantly seek opportunities for
improvement. Senior management learn from the past and
from industry and use that knowledge to further strengthen
Macquarie's risk culture. Macquarie has robust remuneration
and consequence management policies which further support
adherence to the expected behaviours.

Key aspects supporting Macquarie's risk culture include:

— the Code which has been approved by the Board,
incorporates What We Stand For. It focuses on the
accountability of every staff member in managing the risks
associated with their respective roles and the
consequences of their actions. It encourages staff to
speak up, escalate concerns and report mistakes,
provides an overview of the important policies with which
all staff are expected to be familiar and outlines key
supervisory principles

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

— consideration of worst-case scenarios is part of
everyday risk controls rather than supplementary to
them. Even though the worst-case scenarios are often
in excess of what has been historically observed, they
play a major role in influencing and limiting positions
particularly for extreme loss events. For example,
Macquarie applies limits to contingent losses from an
instantaneous 40 percent gap move in stock prices. This
effectively constrains trading divisions from issuing well
out of the money options and encourages hedging of
extreme loss events. Macquarie has over 14,000
contingent loss limits that consider a variety of worst case
scenarios

— the role of risk management staff is one of active
engagement in risk-taking decisions. In accordance
with the principle of risk ownership, the primary risk
analysis and initial decisions to reject or accept a
transaction are taken by Operating Groups. In its review
of a new proposal, RMG provides an independent
confirmation of the risk acceptance decision. RMG works
closely with the deal team and shares the goal of making
the transaction successful by requiring improvements to
the transaction terms where applicable. Strong emphasis
is placed on transferring knowledge to transaction teams
s0 that the same risk management principles are applied
to future proposals from an early stage

— 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. The principles behind Macquarie's current
remuneration structure have been in place for
many years.

Macquarie’s risk culture supports its ability to operate within
the Board-approved RAS. The behaviour expectations that are
overseen by the Board and executed by management such as
individual accountability, ‘compliance is not optional’ and the
fair treatment of clients are consistent with the principles in the
RAS. In addition these behavioural expectations encourage
staff to comply with the processes, limits and policies that put
the principles of the RAS into operation.

Risk appetite setting

The Board reviews and endorses Macquarie's risk appetite as
part of the annual corporate strategy review process. Risk
appetite is the nature and amount of risk that the Group is
willing to accept. At Macquarie this is outlined in the Board-
approved RAS.

The RAS sets out the degree of risk Macquarie is willing to
take overall and for each material risk type. It also conveys the
process for ensuring that risk limits (tolerances) are set at an
appropriate level, monitored and reviewed.

The statement is put into operation via the following key
methods: New Product and Business Approval process,
aggregate and specific risk limits, relevant policies, and
communication and training. These are discussed further
below.

New product and business approval process

All new businesses and significant changes to existing
products or processes are subject to a rigorous approval
process. Approval requires confirming that the proposal is
consistent with the principles stated in the RAS. The process is
interactive and results in constructive dialogue on risk matters.

This formal process is designed so that the proposed
transaction or operation can be managed properly and does
not create unknown or unwanted risks for Macquarie in the
future. All relevant risks (for example, market, credit, equity,
legal, compliance, taxation, accounting, operational and
systems) are reviewed to ensure that they are identified and
addressed prior to implementation (including ongoing risk
monitoring processes). The approvals of RMG, Finance
Division, Taxation Division, LGL and other relevant
stakeholders within Macquarie are obtained. RMG also checks
that all necessary internal approvals are obtained prior to
commencement.

For all material transactions, independent input from RMG
on the risk and return 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.



RMG Internal Audit 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 new product approval document.

Limits
In many cases limits translate risk appetite principles into hard
constraints on individual businesses.

These consist of specific risk limits given to various businesses
and products or industry sectors as well as the Global Risk
Limit that constrains Macquarie’s aggregate level of risk.

Macquarie sets the Global Risk Limit with reference to earnings
and not just capital. The limit is set in such a way that in a
prolonged and severe downturn, losses would be covered by
earnings and surplus capital, and market confidence in
Macquarie is maintained.

In accordance with Macquarie’s ‘no limits, no dealing’
approach, individual credit and equity exposures must also fit
within approved counterparty limits. Market risk exposures are
governed by a suite of individual and portfolio limits.

These granular limits are set to allow businesses to achieve
their near-term plans and promote a reassessment of the
opportunity and associated risks as the limit is approached.

Relevant policies

Policies expand on the principles found in the RAS and often
translate them into what must be done operationally by an
individual or business.

Policies are communicated regularly to key staff. Director-level
staff attend mandatory risk management framework and policy
training on a regular basis. Training programs for specific
policies are also in place.

Communication and training

The RAS is available for all staff to access and is referred to in
the Code which is a document that must be read by all staff.

In addition, the principles in the RAS are communicated to
relevant staff by other formal and informal training programs.

Requirement to consider risk-adjusted returns

The RAS states that Macquarie pursues an appropriate and
resilient long term return on its capital and that transactions
must generate returns in proportion to the risks. In line with
this, proposals for all significant new deals, products and
businesses must contain an analysis of risk-adjusted returns.

Risk capacity is allocated to activities that earn an appropriate
reward for the risk. This is a binding discipline on risk
acceptance to ensure the risk-return trade-off does not
deteriorate. The level of acceptable return for any proposal
must also account for strategic fit and broader risk analysis
(for example tail risk and concentration).

Existing businesses are subject to regular risk-return
monitoring and reporting. Risk-adjusted performance metrics
for each division are a significant input into performance based
remuneration.

Risk Management Group

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

Independence

RMG, which is responsible for assessing and monitoring
risks across Macquarie, is independent of Macquarie's
operating groups, and the Head of RMG, as Macquarie’s
CRO, reports directly to the CEO with a secondary
reporting line to the BRIC. RMG approval is required for all
material risk acceptance decisions.

Centralised prudential management

RMG’s responsibility covers the whole of Macquarie.
Therefore, it can assess risks from a Macquarie-wide
perspective and provide a consistent approach across
all operating areas.

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, these
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.

Frequent monitoring

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

Effective risk management is not only a function of disciplined processes but also of imaginative analysis by talented individuals.
RMG attracts high calibre candidates. It recruits experienced individuals both from within Macquarie and externally and is a source
of talent for Macquarie’s Operating Groups when recruiting.
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While RMG is structured into specialist teams as detailed below, we employ an integrated approach to risk analysis and
management across risk classes. RMG’s assessment and monitoring of risks involves a collaborative effort across the teams

to ensure that a detailed analysis takes place both at the individual and aggregate risk level.

Macquarie Board

Board Risk Comitiee

RMG
Head of RMG
Chief Risk Officer

Board Audit

Comittee

Prudential, Quantitative Operational Fitamal
Capital & Applications Risk Compliance Audit
Markets Division
— Credit Risk - Prudential —Market Risk  —Independent - Operational - Regulatory - Independent
— Country Risk Regulation model review Risk Risk assessment
~Equity Risk - Economic - Reputation of design and
Investments Capital Risk effectiveness
—Equity ~ Liquidity Risk ~ Financial of control
Underwriting - Risk & Capital Crimes frreors
— Credit Analysis Compliance!"
Analytics

(" Financial Crimes Compliance includes anti-money laundering, anti-bribery and corruption and sanctions.



RMG staff numbers as at 31 March 2015 were 641, which is a
16 percent increase over the year. This was largely driven by
additional resources required in RMG Compliance in response
to the developing regulatory environment.

Ratio of RMG headcount to total Macquarie(!)

B RMG Headcount Ratio of RMG to MGL ll
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(1) Headcount numbers only include permanent, active staff
(full-time and part-time). Figures prior to FY2011 have not
been restated to account for business compliance staff who
joined RMG in FY2011 and FY2013.

To ensure that risks are managed in a controlled manner,
about half of total RMG staff as at 31 March 2015 were based
outside of Australia. All offices are subject to the same risk
management controls and standards. This is supported by
regular staff communication and visits to international offices.

Consistent with the concept of Operating Groups owning risk,
specific day-to-day operations are more appropriately
discharged and embedded within the Operating Groups. This
applies particularly to the management of compliance and
operational risk. The majority of these functions are discharged
within the Operating Groups as follows:

— asignificant number of RMG Compliance staff are
co-located with the business and ensure that day-to-day
compliance obligations are discharged at the business
level. These staff report into their Regional Head of
Compliance and ultimately into the Head of RMG
Compliance

—  Business Operational Risk Managers (BORMs) are
appointed by the Operating Group Heads to be their
representative on operational risk management matters,
and act as their delegate in ensuring that operational risk
and standards are addressed appropriately within their
division.

Risk management and monitoring

The risk management framework incorporates active
management and monitoring of market, credit, equity, liquidity,
operational, compliance, regulatory and legal risks. It is
designed to ensure policies and procedures are in place to
manage the risks arising within each division. Application varies
in detail from one part of Macquarie to another; however,

the same risk management framework applies across all
business activities.

Credit risk

Credit Risk is defined as the risk of a counterparty failing

to complete its contractual obligations when they fall due.
The consequent loss is either the amount of the loan not paid
back or the loss incurred in replicating a trading contract with
a new counterparty.

RMG Credit maintain 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 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 assessed.

Operating Groups are assigned modest levels of credit
discretions. Credit exposures above these levels are assessed
independently by RMG and approved by senior RMG staff,
the CEO and the Boards as required.

Macquarie enforces a strict 'no limit, no dealing' rule:
all proposed transactions are analysed and approved
by designated individuals before they can proceed.

All wholesale credit exposures are reviewed at least once a
year, or more frequently if required. Retail credit exposures are
monitored on a portfolio basis.

Independent analysis

RMG Credit works closely with the Operating Groups to
identify the risks inherent in Macquarie’s businesses, and
provide independent analysis commensurate 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 properly
understood and acceptable 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 in our wholesale portfolio, but uses fundamental
credit analysis to make credit risk acceptance decisions.
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Macquarie Group ratings

Macquarie has established a proprietary internal credit rating
framework to assess counterparty credit risk. Macquarie
ratings are used to estimate the likelihood of the counterparty
defaulting on financial obligations. The Macquarie ratings
system ensures a consistent assessment of borrower and
transaction characteristics across Macquarie and provides the
mechanism for meaningful differentiation of credit risk.

Each Macquarie rating maps to a Probability of Default
estimate. All wholesale counterparties and certain individual
facilities are assigned a Loss Given Default estimate reflecting
the estimated economic loss in the event of default occurring.

All wholesale exposures are allocated a Macquarie rating on a
scale that broadly corresponds to Standard & Poor's and
Moody's Investor Services credit ratings. Credit Assurance,
located within RMG Credit provide independent assurance of
the effectiveness of credit processes and controls.

Measuring and monitoring exposures

Credit exposures for loans are evaluated as either the full
current face value or where appropriate the acquisition cost
when acquired in the secondary market.

Credit exposures for derivatives are a function of potential
market movements. Portfolio credit exposure is determined
using a high-confidence-level portfolio revaluation on the
assumption of Macquarie having to go to the market to replace
defaulting deals at the worst possible time during the active life
of the portfolio. The RMG Credit Analytics team proposes and
regularly reviews the market risk factor evolution models that
are used in generating the possible market moves. The models
are back-tested to ensure that they would have provided

the required confidence level over a representative historical
period. Evolution model and portfolio credit exposure reviews
are conducted using a combination of fundamental and
technical analysis and adjustments are made for market
liquidity, risks associated with physical delivery and other
significant risks.

Where trading gives rise to settlement risk, this exposure is
assessed as the full face value of the settlement amount.

All credit exposures are regularly monitored against limits.

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.

A review of the credit portfolio that involves monitoring

credit concentrations by counterparty, country, risk type,
industry and credit quality is carried out and reported to the
GRCC quarterly and Board semi-annually. Policies are in place
to manage credit risk and avoid unacceptable concentrations
to any counterparty or country.

Loan impairment review

All exposures are subject to recurring review and assessment
for possible impairment. Provisions for loan losses are based
on an incurred loss model that 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.

Specific provisions are recognised where specific impairment
is identified. Facilities for which no individually assessed
provision is required are assessed collectively for impairment
and are representative of losses that have been incurred but
not yet identified.

Impaired assets have increased over the past year. This has
been driven in part by foreign currency movements.



Ratio of provisions and impaired assets to loans and leases

M Collective provision to loans and leases (Balance sheet)
M Net impaired assets to loans and leases (Balance sheet)
W Net credit losses to loans and leases (Income statement)
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Notes:

— Loan assets exclude securitised mortgages, securitised Macquarie Capital loans/leases, segregated future funds and receivables in the
form of fees

— Net impaired assets and net losses exclude investment securities

— Collective provision (as per Note 11 of the Financial Report) is intended to cover losses inherent in the existing overall credit portfolio that
are not yet specifically identifiable

— Net credit losses represent total profit and loss impact in the stated period due to additional individually assessed provisions and direct
write-offs net of any write-backs

— Please refer to Note 12 of the Financial Report for further information on impaired assets.

Country risk

Country risk is defined as losses arising from events in a country that include an act of government, war, terrorism, civil strife or
economic crisis.

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 that is considered to be high risk, a review of the economic, political
and operating environment is undertaken to determine the level of exposure that is considered to be acceptable. Where
appropriate, measures to mitigate country risk are put in place.
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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

— commodities and energy: changes in the price and
volatility of base metals, agricultural commodities and
energy products.

Macquarie is also exposed to the correlation of market
prices and rates within and across markets.

Macquarie has long favoured transparent scenario analysis
over complex statistical modelling as the cornerstone of risk
measurement.

Trading market risk

All trading activities contain calculated elements 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 regular basis.

RMG monitors positions within Macquarie according to a limit
structure that sets limits for all exposures in all markets. Limits
are applied at a granular level to individual trading desks,
through increasing levels of aggregation to Divisions and
Operating Groups, and ultimately, Macquarie. 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.

Limits are approved by senior management with appropriate
authority for the size and nature of the risk, and Macquarie
adheres to a strict ‘no limit, no dealing’ policy. If a product

or position has not been authorised and given a limit structure by
RMG, then it cannot be traded. Material breaches of the
approved limit structure are communicated monthly to the
Macquarie and Macquarie Bank 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 all 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 10 days. The
MEL scenario utilises the contingent loss approach to capture
simultaneous, worst case movements across all major
markets. Whereas MEL focuses on extreme price movements,
VaR focuses on unexceptional changes in price so that it does
not account for losses that could occur beyond the 99 percent
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 correlations. Each stress test scenario
includes a primary shock to either equity or energy markets as well
as cross-market effects in corporate margins, metals, foreign
exchange, interest rates and commaodities. 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 to the Board regularly.
It is reviewed by RMG regularly 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 prevailed throughout the Global
Financial Crisis. The 'Market Contagion' scenario measures
the impact of an instantaneous equity market crash of 20 to 40
perc