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Directors’ Statement

To the Honourable Bryan Green MP, Minister for Energy
and Resources, in compliance with requirements of the
Government Business Enterprises Act 1995.

In accordance with Section 55 of the Government
Business Enterprises Act 1995, we hereby submit for your
information and presentation to Parliament the report of
the Hydro-Electric Corporation for the year ended

30 June 2010. The report has been prepared in accordance
with the provisions of the Government Business
Enterprises Act 1995.

David Crean
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October 2010
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Our Mission

Hydro Tasmania will create a sustainable
future and increase the value of our
business through:

world-class asset and resource
management

building our financial strength and
delivering sustainable returns to our
owners, the people of Tasmania

developing new renewable energy
projects

being the premier employer of the
most capable people in our industry

product innovation for customers
in consulting, electricity and green
markets

becoming the first carbon neutral
generator in Australia

being easy to do business with

Our Values
We put people’s health and safety first

We always behave with honesty

and integrity

We work together, respect each other
and value our diversity

We strive to deliver outstanding
service

We are committed to creating a
sustainable future

Our positive and determined approach
ensures our success
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Sustainability Code

Hydro Tasmania’s vision is to be Tasmania’s

=
Code o

Hydro Tasmania
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Our Commitments

Hydro Tasmania is committed to applying
our Sustainability Principles to our business
activities, decision-making processes and
performance reporting. We externally
benchmark our sustainability performance
against international best practice, and
review our policy and program every

three years.

Our Sustainability
Principles

Governance

We govern the business with processes that
ensure integration and implementation of
our Sustainability Code. We make ethical
decisions through the application of our
Values and Code of Ethics within a public
reporting framework. We comply with
relevant legislative requirements and

other commitments.

world renowned renewable energy business. Underpinning
our vision is our commitment to create a sustainable future.

For Hydro Tasmania, a sustainable future involves the

transparent and balanced application of economic,
environmental and social considerations to business
decisions and activities. Hydro Tasmania believes that
these considerations enable the business to address
community and stakeholder expectations and ensure
long-term business success.

Assets and Resource Use

We use resources efficiently and maintain
our energy system, including assets, for the
long-term. We ensure new developments
meet our Sustainability Code.

Economic Performance

We ensure our financial practices promote
long-term prosperity and enhancement of
the business. We keep abreast of demand
for our products and services. We develop
new products and services, as well as
adapt and change our current ones, to
ensure flexibility in the marketplace and
sustainability.

Employees

We offer opportunities for employees to
grow and develop, ensuring the capability
of our people and encouraging innovation,
learning and research. We ensure a diverse
and equitable workforce, and support and
respect the protection of internationally
proclaimed human rights. We are
committed to a safe and healthy workplace.

External Stakeholders

We endeavour to gain respect and trust
through active engagement with the
community and stakeholders. We are
committed to sharing information,
building community capability and
providing for multiple-use of our land and
water assets. We encourage our suppliers,
customers, partners and industry peers to
be sustainable.

Ecosystems and Heritage

We operate our business to provide
future generations with a clean and
healthy environment. We minimise our
environmental impacts and protect
heritage as we look towards the future.

ot~

Chief Executive Officer
Hydro Tasmania
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The Annual and Sustainability Report 2010 is
Hydro Tasmania’s sixth consecutive annual
report to include sustainability performance.
It covers the financial year from 1 July 2009
to 30 June 2010.

Itintegrates Hydro Tasmania’s legislative
requirements for annual reporting under the
Government Business Enterprises Act 1995
(GBE Act) and the commitment to report
sustainability performance under

our Sustainability Code.

The information provided in this report

has been guided by the Global Reporting
Initiative (GRI) G3 sustainability reporting
guidelines and electric utility sector
supplement, the Energy Supply Association
of Australia sustainable practice framework
and the International Hydropower
Association Sustainability Assessment
Protocol 2006.

Hydro Tasmania Consulting changed its
name to Entura after the reporting period
in September 2010 and we use that name
throughout the report even when referring
to activities for 2009-2010.

Determining materiality

Our expectation is that different groups of
stakeholders will find different sections of
this report of interest. Hydro Tasmania’s
stakeholder groups are listed on page 62.
Our primary audience is the people

of Tasmania where our operations

have significant economic, social and
environmental impacts.

The content of the report was determined by
Hydro Tasmania and stakeholders’ material
issues, our sustainability self-assessment and

core GRlindicators that apply to the business.

For the first time, the survey to determine
materiality included stakeholders in other
states of Australia. The survey was sent to
95 organisations on our stakeholder register
and we received 31 replies. Hydro Tasmania
senior executives provided issues with
reference to business risk. A frequency and
priority matrix was applied and we regarded
those ranked from high to extremely high
as material for reporting purposes.

Material issues found to be important to
both Hydro Tasmania and to stakeholders
for this report were:

Economic: market behaviour and pricing;
renewable energy, research and innovation
(including Bass Strait islands); storage

levels and financial position; consulting
performance; Basslink negotiations and
availability; brand — delivering the promise;
realising the customer strategy; and financial
performance.

Assets and resource use: electricity supply;
asset safety (including dam safety); water
management and multiple use of water;
electricity supply and management of
generation infrastructure.
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Governance: aligning sustainability
performance management with strategy
and risk management; compliance
(including trade practices).

Employees: safety risks; enterprise
agreement negotiations; business
transformation, culture and engagement;
employee performance management,
competencies and career development.

External stakeholders: stakeholder
relationships, partnerships and engagement;
supplier relations and engagement;
government relations and influence in
decision-making.

Ecosystems and heritage: environmental
management approach (including the
environment and sustainability management
system); impacts on biodiversity; greenhouse
gas emissions and carbon neutral target.

Data collection and basis

We have noted GRI's G3 decision tree for
boundary setting based on control and
impact. Figure 2 shows Hydro Tasmania'’s
ownership structure which guides this
requirement. Using the G3 guideline, our
significant controlled entities are Momentum
and Entura’s Indian consulting subsidiary and
the significant joint venture is Roaring 40s.
We include narrative and disclosures

on management approach for Roaring 40s.
Enturais part of Hydro Tasmania and
included in all data. At this time the only
aggregated data for Momentum and the
India consulting office are for finance.
Therefore reporting on the performance of
these entities is limited and all data excludes

Momentum and India unless otherwise
stated. Data aggregationis expected to
occur during the next two to three years.
Financial statements comply with
International Financial Reporting and
Australian Accounting Standards and are

in accordance with the GBE Act. Financial
dataincludes all entities over which Hydro
Tasmania has control, including Entura’s
Indian operating subsidiary and Hydro
Tasmania's share of all incorporated and
unincorporated joint ventures. Allmonetary
amounts are in Australian dollars.
Generation data are reported in net terms at
our market connection points. We measure
water storage in gigawatt hours of energy
or in percentage full of energy. See details
onpage 132.

Greenhouse gas data are collected from

all Hydro Tasmania’s controlled Australian
facilities and comply with National
Greenhouse and Energy Reporting System
(NGERS) requirements for scopes 1 and 2.
In addition we include Scope 3 and data
from the Indian consulting office. NGERS data
are verified annually by external specialists.
Employee datain the employee section
include only Hydro Tasmania and Entura
employees and the numbers are calculated
on head count. Definitions are the same

as the GRI G3 guidelines definitions where
possible and otherwise the differences are
stated.

Thisreport has been assured by Banarra.
Hydro Tasmania believes assuring the
report will give our readers confidence in the
information presented. Banarra's assurance
statementis on page 21.

Data for the report are peer reviewed.

Errors in the 2008-2009 report

We inserted a correction notice in the cover of last year’s report before distribution that advised:

« inside front cover — capital expenditure was $81.2 million, not $79.8 million;
net profit after tax was $291 million, not $287 million

«  page 6, fifth paragraph —net profit after tax was $291 million, not $287 million.

There are no restatements for the 2008-2009 report.

GRI application

Banarra provides an affirming opinion of Hydro Tasmania’s assessment

that this report conforms with an A+ rating on page 21.
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Applicaiton Level

C+

G3 Profile
Disclosures

—— Standard Disclosures —————
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Report on:
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21-2.10
3.1-3.8,3.10-3.12
4.1-44,414-415

Report on all criteria listed for
Level Cplus:

12

39,313
4.5-4.13,4.16-4.17

Same as requirement for Level B

Not Required

Management Approach Disclosures
for each Indicator Category

Management Approach disclosed for
each Indicator Category
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Sector Supplement £ economic, and environment. environment, human rights, labor, by either: a) reporting on the
IIPP‘ < society, product responsibility. indicator or b) explaining the reason
Performance Indicators for its omission.
*Sector supplement in final version

Report Externally Assured

Readers are welcome to provide feedback and comments about this report so that we can

continue to improve its value to readers. There is a feedback form on page 139 or send an email

to: contactus@hydro.com.au.

If you have any queries regarding this report or its contents, please contact our CEO Roy Adair:

Email:

Post:

ceo®hydro.com.au; or

GPO Box 355

Hobart, Tasmania 7001

Australia



The Hydro Tasmania group brand was launched in September 2010.

«  Hydro Tasmania — generating more renewable energy in Australia than any other
generator; trading energy and energy environmental products; Australia’s largest manager
of water, managing substantial water resources as an energy source; based in Tasmania.

«  Momentum -retailing electricity to small and medium businesses in mainland regions of
the National Electricity Market; offering energy contracts, energy efficiency advice and
GreenPower products sourced from wind; based in Victoria.

«  Entura-providing consulting services to global power, water and environmental markets,
with a particular focus on the Asia Pacific region; based in Tasmania with offices in
Melbourne, Brisbane, and New Delhi, India.

Since the partial purchase of Momentum Energy Pty Ltd in 2008 we have developed strategies
torealise the synergies between retail, generation and consulting services. In September
2009 we completed the acquisition of Momentum. A major task was to develop a brand for
each group member so that it could differentiate itself in the market and at the same time
demonstrate the connection between them to build on the stability and market knowledge

of Hydro Tasmania’s long history.

Ourjoint venture with Asian company CLP Group, Roaring 40s Renewable Energy Pty Ltd,
specialises in wind farm development and supplies new renewable energy to market. Its three
wind farms and one under construction will bring the total installed capacity to 317 MW.

In June 2010 we welcomed Roy Adair as our new Chief Executive Officer. Vince Hawksworth
left Hydro Tasmania in April to take up a new position in New Zealand.

Table 1: Hydro Tasmania's scale at 30 June

2006 2007 2008 2009* 2010**

Group total employees~ Head count 886 817 838 880 923
Total revenue $ million 504 493 474 626 727
Total equity $ million 907.4 958 1395 1665 1882
Net debt $ million 1076 1141 872 904 863
Total installed capacity MW 2518 2615 2510 2510 2281
Total electricity

generated GWh 10351 9064 8269 7881 8167
Total assets $ billion 3.85 4.25 4.8 5.2 5.1

~includes all employees of Austalian and Indian offices.
*Hydro Tasmania acquired Momentum Energy Pty Ltd.
**Hydro Tasmania acquired full ownership of Momentum Energy Pty Ltd.

Hydro Tasmania Annual and Sustainability Report 2010
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Corporation Secretary

Alan Evans

Figure 1: Hydro Tasmania’s business structure at 30 June 2010

State of Tasmania

Hydro Tasmania (trading name of Hydro-Electric Corporation)

Controlled entities % equity
Bell Bay Power Pty Ltd 100
Lofty Ranges Power Pty Ltd 100

Bell Bay Three Pty Ltd 100

RE Storage Project
Holding Pty Ltd 100

Hydro Tasmania Consulting
(Holding) Pty Ltd 100

Hydro Tasmania Consulting India
Private Ltd (through Hydro Tasmania
Consulting Holding Pty Ltd)

Momentum Energy Pty Ltd

50% joint ventures:

Roaring 40s Renewable Energy Pty Ltd
(trading as Roaring 40s)

Cathedral Rocks Construction and
Management Pty Ltd

SA Water Corporation and Lofty Ranges Power
(unincorporated joint venture)

RE Storage Pty Ltd
Integrated Energy Solutions Pty Ltd

Figure 2: Hydro Tasmania's ownership structure at 30 June 2010
(for more information see pages 119-124 in financial statements)

Legislative framework

Hydro Tasmania is the trading name for

the Hydro-Electric Corporation, whichis a
registered business, 100 per cent owned by
the State of Tasmania. The principal pieces of
legislation under which we operate are: the
Government Business Enterprises Act 1995
and the Hydro-Electric Corporation Act 1995.
Our water licence isissued under the Water
Management Act 1999. The Honourable
Bryan Green MP, Minister for Energy and
Resources, has portfolio responsibility for
Hydro Tasmania.

Awards

Hydro Tasmania received the following

awards during 2009-2010.

«  Engineering Australia—national
Engineering Excellence Award 2009
in the category of World Class Hydro
Machine Operation for the integrated
improvements in achieving low vibration
levels in Poatina No. 1 machine. Awarded
to the alliance of Hydro Tasmania
and Alstom.

«  Engineering Australia— Tasmanian
Engineering Excellence Award 2009 for
the design of the Lake Margaret hilltop
pipeline replacement. Awarded jointly
to the design team of Hydro Tasmania,
Johnstone McGee & Gandy and
Hazell Bros.

«  Engineering Australia— Tasmanian
Engineering Excellence Award 2009 for a
student showing the highest proficiency
in fourth year engineering design—
awarded to Sarah Kube, a graduate
mechanical engineer with Hydro
Tasmania.

2009 Engineers Australia—Images of
Engineering. The winner was a photo
taken by Entura’'s Ambrose Canningin
Papua New Guinea on the Dauli
mini-hydro project.

State Project Management
Achievements Awards 2009 — Regional
Development category for the Lake

and Macquarie rivers irrigation project.
The award was for innovation in project
management, in this case for stakeholder
education in contract management and
in compliance with environmental and
other requirements.

Australasian Fleet Managers
Association’s Fleet Environment Award
2009 which recognised Hydro Tasmania's
achievements in reducing emissions from
vehicular fuel use.

5th Annual Safe Work Australia

Awards —national finalist in category B:
Best Solution to an Identified Workplace
Health and Safety Issue for the gantry
built for safe access to the Catagunya
Dam wall and spillway during the
restoration project.

Australian Human Resources Institute
Awards 2009 - a national finalist in the
health and wellbeing category for the
Healthy Hydro program.

2010 Tasmanian Awards for
Environmental Excellence. Winner,
Large Business Sustainability category
for the sustainability program.

esaa Sustainability Report Award

2010 - highly commended Annual and
Sustainability Report 2009.

Australasian Reporting Awards —

Bronze award for the Annual and
Sustainability Report 2009.



Achievements and challenges

Table 2: Achievements and challenges

Hydro Tasmania Annual and Sustainability Report 2010

Economic Strong financial result: profit $72.9 million Competitive dynamics in energy market
Dividend declared of $10.2 million
Reduced debt by $41 million
Long-term Clear growth strategy to increase returns to owners Fulfilling our mission of developing new renewable energy projects due
Efficiencies have given confidence of a ‘break even’ result to delays in the national emissions trading scheme and carbon pricing
with below average rainfall I A
Becoming an integrated energy business
Growth Full acquisition of Momentum — diversifies our revenue Entura growth
and geographic customer base Building the brands and realising synergies between them
Governance Continual improvement of systems and procedures Regulatory enquiries into market behaviour

Generation assets

Capital expenditure of $78.4 million

Balancing capital allocation between existing asset improvements
and new opportunities

Water resource Energy storages at preferred operating levels all year Establishing sustainable water allocations for irrigation
—36.3% at end of year

Employees Engagement level at 63% —in the top quartile of Australian benchmark Establishing a competitive business culture

Capability 143 people over three years through in-house development programs Ensuring capability in the right skills

Safety, health and wellbeing

Lower lost time injury frequency rate

Healthy Hydro participation reached 76.2%

Stress and fatigue

External stakeholders

Stakeholder engagement framework developed

Consistent approach to stakeholder engagement

Community Good interaction on heritage and generation projects Promoting our role in the community

Suppliers Improved accounts payable system Encouraging sustainability in the supply chain

Ecosystems Threatened species research Cost-effective water quality monitoring across the system
Heritage Lake Margaret heritage preserved — upper and lower power stations Managing multiple aspects of heritage risk

Carbon status Bass Strait islands developments —innovative renewable energy Implementing measures for energy efficiency across the business

alternatives to diesel




#9‘

B Ao nualand Sustainability Report 2010

T il 3 | JB
e FA

- .'vr- HELPY

¥ e Y L 1 - R e T

= Sy e o i R, “ Vi, K - e
L N N s e N e N

The new woodstave pipeline at Upper Lake Margaret Power Station

Ll At F 4.

YL T " ¢ e

:""Lr:;:;?’-," et

e e ew e, BN . LURL . g




Hydro Tasmania has faced many challenges
over the past 12 months but once again, as
our long history has demonstrated, we have
responded to them through a combination
of professionalism, innovative solutions,
leadership and a whole-of-business
commitment to sustainability.

The last year has seen significant advances
in setting a clear growth strategy to improve
our financial position, diversify our revenue
base, increase our mainland activities and
provide increased returns to our owners —
the people of Tasmania. A significant
component will be the realignment of the
Hydro Tasmania brand to make our business
more competitive in our chosen markets.
This was launched in September 2010.

This focus on future growth opportunities
has been done while responding to the
commercial realities of competition within
Tasmania and on mainland Australia. During
the next 12 months, Tasmania’s electricity
industry will be subject to an independent

review established by the State Government.

Hydro Tasmania believes this will be a
positive opportunity to set a clear direction
for the State’s energy supply and we look
forward to making a significant contribution
while continuing to build on the financial
success of the past year.

Strong performance

This year has seen a strong performance in
terms of cash flow, profitability and balance
sheet strength on the back of above average
inflows into hydro storages. The end-of-year
storage figure of 36.3 per cent of full energy
was seven per cent higher than budgeted for
the financial year.

We recorded a profit before fair value
adjustments of $72.9 million, up from

$38.6 million last year, while net operating
cash (cash after all expenses, including
interest payments and tax, but not including
capital expenditure and dividend payment)
was $178 million, up from $43.8 million. Net
debt at the end of the year was $863 million,
down from $904 million the year before.

Hydro Tasmania has worked hard at
becoming more efficient in the context

of reduced rainfall and the consequent
substantial derating of our average inflows
(from 10 000 GWh up to 2006 down to

8700 GWh currently). We are now confident
of achieving a ‘break even' result when

we have significantly below average inflows.
This would not have been achievable prior
to Basslink.

Growth strategy

Hydro Tasmania has set a clear strategic
direction for the next five years. This
encompasses structured financial
consolidation and discipline, electricity sales
growth, primarily through our mainland retail
arm Momentum, increasing our innovative
capability and maintaining our commitment
to fully integrating sustainability into our
business planning.

Hydro Tasmania completed the purchase
of Momentum in September 2009, almost
ayear earlier than planned. The Victorian-
based business retails electricity primarily
to business customers and some residential
customers in a number of mainland states
and has achieved consistent customer
growth.
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Figure 3: System storage

The mainland growth strategy has only
been possible because of Basslink.

After four years of operation Basslink

has demonstrated its value in exporting
renewable energy at high prices and
importing energy at low prices to help
rebuild storages, as well as its capacity to
help drought-proof the State while assisting
in providing security of supply to Tasmania.

Entura

Entura (formerly known as Hydro Tasmania
Consulting) has gone through significant

structural transition over the past five years.

This has seen a predominantly Tasmanian-
focused business grow to become a
national and international operation with
over 60 per cent of its revenue now coming
from clients external to Hydro Tasmania
with offices in Hobart, Melbourne, Brisbane
and New Delhi in India.

The focus has turned to new markets as the
consulting industry has faced challenges in
the past two years from the aftermath of
the global financial crisis, and Entura has
not beenimmune.

New opportunities have emerged in the
Asia Pacific region. Entura has developed
strong connections in the Malaysian
state of Sarawak where the government
is committed to a significant hydro-
industrialisation process over the next
20-30 years. We have signed a
memorandum of understanding with
Sarawak Energy Berhad as a preliminary
step to forging what we hope will be

an ongoing and successful commercial
relationship. Hydro Tasmania is very
conscious of the sensitive nature of hydro
development in the region and will use and
pass on the knowledge and experience
we have built up over almost 100 years as
well as our leadership in environmental
management and sustainability.

Business Development

Another exciting and innovative prospect
for Hydro Tasmania is through our
Business Development team as it pursues
the development of renewable energy
solutions for the Bass Strait islands.

This innovative development has achieved
$15 million in federal government funding
through the REDP (Renewable Energy
Development Program).

Hydro Tasmania is developing a renewable
energy system to replace generation from
the substantial greenhouse gas-producing
diesel system currently in operation on
both King and Flinders islands. The full

Bass Strait islands program, which includes
projects developed in partnership with

CBD Energy, depends on funding from the
Tasmanian Government. The construction
of wind, solar and biodiesel generation,
carbon block thermal storage and vanadium
redox battery storage, together with the
world’s first application of flywheel and
smart grid technology, is seeking to achieve
over 65 per cent annual contribution

from renewable electricity generation on
King Island. This project will demonstrate
potential renewable energy solutions for
remote areas across Australia and the rest
of the world.

Our people

The Bass Strait islands project and the
innovative projects being undertaken

by Entura are but some examples of the
smart, innovative thinking that drives our
business and our people and makes Hydro
Tasmania an industry leader. Our strong
financial result, clear strategic direction and
emerging opportunities are a reflection of
the dedication and skill of our people.

As Chairman, and on behalf of the Board,
| want to express my appreciation for the
hard work undertaken by everyone at
Hydro Tasmania in achieving our strong
results and setting us on an exciting path
for future growth.

Leadership

| would like to take this opportunity to thank
our former CEO Vince Hawksworth for his
leadership through the challenging years of
his tenure and acknowledge his significant
role in the achievements and emerging
opportunities | have mentioned.

On behalf of the Board, | welcome our new
CEO Roy Adair, who took up his positionin
late June, and look forward to exciting times
ahead as we work together to achieve great
outcomes for Hydro Tasmania.

Finally, | would also like to thank my fellow
Board members for their hard work, skill
and dedication in assessing and responding
to the many challenges, opportunities and
risks confronting our great organisation
over the past 12 months.



The year has seen the business make
considerable progress towards achieving
corporate plan objectives as well as its
corporate purpose of driving a sustainable
future.

The theme of strong performance in the last
12 months has prevailed across a wide range
of areas, including financial, environmental
and community. This progress is enabling
Hydro Tasmania to position itself well for

the future so that we might deal robustly
with the challenges of a volatile hydrological
cycle and the uncertainty which currently
characterises Australia’s detailed strategy for
dealing with a carbon-constrained future.

Financial performance

The strong operating result for 2009-2010
has set a challenging benchmark for future
performance which we must maintain to
attain our goal of financial sustainability.
Our ability to reduce our level of debt by

$41 million in the course of the year has also
contributed significantly to this objective.

The improvement in financial performance is
mainly attributable to higher levels of rainfall
which improved hydro storages compared to
recent years, the continuous improvement
of our operating cost-base and strong
financial management and stewardship.

Emissions trading scheme

Hydro Tasmaniais the integrated generator
and retailer in the National Electricity Market
(NEM) with the lowest level of carbon
intensity. This strong advantage afforded to
us by our ability to produce large volumes of
very low emission electricity from hydro and

wind assets has still to be reflected by the
recognition of a carbon price.

The implementation of an emissions
trading scheme, originally targeted for

1 July 2010, was formally deferred by the
federal government until 2013. This casts a
veil of uncertainty over the future, not only
for Australia and the manner in which it
responds to the global challenge of climate
change, but also for Hydro Tasmaniain
realising the true value of its operating
assetbase.

Market prices continue to be dominated by
black and brown coal electricity generation
which accounts for more than 80 per cent

of Australia’s electricity production.

Until this situation is resolved with greater
clarity the value of Hydro Tasmania’s
electricity production capability will continue
to be materially unrecognised.

Environment and
community

As abusiness we are aiming at being
accountable to our stakeholders for our
actions. This means a consistent approach
to listening and responding to stakeholders
and considering their views in our business
decisions.

Hydro Tasmania, in keeping with the

true values of a business committed to
sustainability, has continued to strengthen
the sustainable management of its water
resource and generation capability.

The business has been recognised forits
commitment to reducing emissions and the
quality of its sustainability reporting.

CEO, Roy Adair
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Hydro Tasmania has also undertaken

two projects in the course of the year
which have enhanced our low-emission
hydro generation capability while also
contributing strongly to our involvement
with local communities. The Red Hills Creek
diversion and the Lower Lake Margaret
redevelopment projects have enabled

us to add another 35 GWh of production
capability.

The Lower Lake Margaret project defines
the essential qualities and values of
Hydro Tasmania. This project resulted

in the reopening of a power station

that had originally been commissioned
in 1935 but with strong elements of
heritage preservation that have enabled
us to recognise the importance of our
past through the innovative use of the
technological advances of today.

The project also highlighted our ability to
interact effectively with the west coast
community in terms of utilising local
resources and contractors. As aresult there
is now increased local interest in creating a
tourist facility that will attract a high level of
interest and visitation.

Health and safety

Hydro Tasmania has a strong culture

of safety. While the long-term injury
frequency rate dropped last year from
2.8 to0 2.1, we have yet to achieve a year
with zero lost-time injury incidents.

Our Safety Improvement Plan is focused
on achieving this goal while driving our
preventative initiatives and ‘safety first’
culture.

The Healthy Hydro program continues

to make excellent progress in raising
employee awareness of the importance
of a healthy lifestyle, diet, exercise and
work balance. We will continue to develop
initiatives in this area with the aim of
improving the overall health and
wellbeing of our people.

Customer focus

Hydro Tasmania is a market-driven
business and, to this end, we place
considerable emphasis on building a
long-term, synergistic relationship
with our customers.

Through our retail arm Momentum

we have grown our customer base in
mainland Australia and will be materially
augmenting that customer base during
2010-2011. Qur ability to supply low carbon
intensive products to an increasingly
environmentally-aware market affords
Hydro Tasmania an important supplier
differentiation which customers value.

At the end of the year we concluded the
terms and conditions of an agreement to
supply Aurora Energy with electricity for
the non-contestable retail customers who
account for approximately 30 per cent of
total electricity consumption in Tasmania.
The manner in which the comprehensive
negotiations were concluded augurs well
for our ongoing relationship with a valued
customer.

Positioning for the future

The NEM is facing a wide range of
challenges. Hydro Tasmania, with its very
low emission electricity generating base
and the wealth of expertise and experience
within its workforce, is well placed to deal
with the uncertain future ahead.

To better equip ourselves to deal robustly
with these challenges we are actively
implementing a number of initiatives that
build upon the solid foundations that
already exist within the business. These
initiatives cover a broad spectrum and will
leave the business strongly placed for the
future. They include:

« introducing a unifying brand that
recognises the unique qualities of
Hydro Tasmania, its diversity and its
wider market focus

rationalising our operating cost base
so that we can deal robustly with
changing market conditions and
hydrological constraints

« optimising the management of our
hydro generation asset base

Launching the new brand in September 2010

e improving our access to the mainland
regions of the NEM through
working with others to increase the
effectiveness of Basslink

« enhancing ourinteraction with the
community through the introduction
of our ‘good neighbour’ policy.

This will see us build upon the many
areas in which we actively engage

with the community and give freely

of the time of our workforce in the
interests of creating a more sustainable
community relationship.

Team Hydro

The strong performance this year is a
tribute to the hard work, commitment,
capability and professionalism of Hydro
Tasmania's workforce. | feel extremely
privileged to be part of such an enthusiastic
and highly capable team and look forward
to working with them in addressing the
significant challenges that lie ahead.



The Statement of Corporate Intent

is a summary of the Corporate Plan
and is presented to the Treasurer
and Minister for Energy in May.

At times, the information differs from
that provided in the report because
of its earlier preparation.

This statement has been prepared pursuant
to section 41 of the Government Business
Enterprises Act 1995.

Business Overview

Hydro Tasmaniais a Government Business
Enterprise. The strategy of the business has
been developed to achieve the purpose

and objectives required by the Minister for
Energy and the Treasurer, as communicated
through the GBE Act and the Corporation'’s
Ministerial Charter.

The principal purpose of the Corporation
as defined in the Ministerial Charter is to
undertake the following activities:

« thegeneration and trading of electricity;

« the provision of consulting services
and other services in hydropower,
environment and water management,
and associated services and
technologies; and

« theconduct of scientificand commercial
research in the above disciplines.

The Corporation also operates a retail
electricity business, for which Ministerial
approval was received on 1 July 2008.

Hydro Tasmania’s principal objectives,

as prescribed by the Government Business
Enterprises Act 1995, are to perform its
functions and exercise its powers so as to
be a successful business by:

«  operatinginaccordance with sound
commercial practice and as efficiently
as possible; and

« achieving a sustainable commercial rate
of return that maximises value for the
State in accordance with the Corporate
Plan and having regard to the economic
and social objectives of the State.

Hydro Tasmania owns 27 power stations and
associated dams, canals and infrastructure
on mainland Tasmania, at the following
locations®:

Bastyan Meadowbank
Butlers Gorge Paloona
Catagunya Poatina
Cethana Reece
Cluny Repulse
Devils Gate Rowallan
Fisher Tarraleah
Gordon Tods Corner
John Butters Trevallyn
Lake Echo Tribute
Lake Margaret Tungatinah
Lemonthyme Wayatinah
Liapootah Wilmot
Mackintosh

The 27 power stations and associated dams, canals and
infrastructure listed in section 1.1 have special status
pursuant to the Hydro-Electric Corporation Act 1995
and constitute Hydro Tasmania’s main undertakings for
the purposes of the Government Business Enterprises
Act 1995.
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The value of Hydro Tasmania's total power
system is realised through trading electricity
and energy products as a participant in the
National Electricity Market. Hydro Tasmania
realises further value through its ownership
of the retail energy business, Momentum
Energy Pty Ltd (Momentum). Momentum

is headquartered in Melbourne and has
customers in Victoria, South Australia and
New South Wales.

Hydro Tasmania also operates Hydro
Tasmania Consulting, an international
consulting business with offices in Hobart,
Melbourne, Brisbane and New Delhi, India.
The consulting business provides expert
engineering and environmental services
in the areas of renewable energy, power
engineering and environmental and water
management.

In addition, the business owns the

Huxley Hill Wind Farm on King Island and
two diesel power stations on King and
Flindersislands in Bass Strait. Ithasa
Community Service Obligation, funded by
the Tasmanian Government, to provide
concessional arrangements to customers
on the Bass Strait islands. The business has
developed a proposal to install additional
renewable energy developments on the
Bass Strait islands. Partial funding of this
project has been secured from the federal
government. The Renewable Energy
Investment Development Board (REIDB)
has recommended that the Tasmanian
Government provide the remainder of the
funding for this project.

Hydro Tasmania holds further wind farm
interests in Tasmania and South Australia as

joint owner of Roaring 40s Renewable Energy
Pty Ltd (Roaring 40s) with CLP Power Asia
Limited (CLP Group). Hydro Tasmaniais also
ajoint owner of a mini-hydro generatorin
South Australia, with SA Water. It also owns
the Bell Bay Power Station which ceased
operations on 1 April 2009.

Operating Environment

There have been several key factors which
have impacted on Hydro Tasmania's
operating environment since the 2009
Corporate Plan was lodged, the most notable
being the continued uncertainty regarding
the federal government’s introduction of a
Carbon Pollution Reduction Scheme (CPRS).
Following earlier delays and rejection of the
CPRS legislation by the federal parliament,
the Prime Minister has announced that the
implementation of a CPRS will be extended
until after the conclusion of the current Kyoto
commitment period, which finishes at the
end of 2012. Therefore, it is now unlikely that
a CPRS will commence priorto 1 July 2013
and substantial uncertainty remains in the
market regarding the impacts and timing
of a CPRS. These factors have resulted in a
substantial drop in energy prices and market
liquidity. However, while the CPRS remains
government policy, business planning
assumes that a CPRS will be introduced
within the current five-year planning horizon.

The federal government’s stimulus measures
for solar hot water systems and photovoltaics
have triggered significant investment which,
despite the increase in the renewable

energy target, has resulted in flooding of

the renewable energy certificate (REC)

market and a substantial fall in REC prices.
This has led to many renewable energy
projects being shelved and from Roaring
405’ perspective has led to the timeframe
for the Musselroe project being pushed out
until market conditions improve. Until clarity
emerges regarding the federal government'’s
announced introduction of the large-scale
renewable energy target (LRET), market
conditions for wind projects will remain
uncertain.

The effects of the global financial crisis
(GFC) have lingered. While the Australian
economy appears to be recovering from the
GFCongoing impacts on Hydro Tasmania
continue in the form of a higher cost of
debt, which has resulted from continuing
high credit spreads coupled with the
Corporation's poor capital structure, and a
marginal reduction in electricity revenues
resulting from lower customer demand.
Hydro Tasmania Consulting has also been
significantly affected by areductionin
customer demand stemming from the GFC.

In December 2009 the Tasmanian
Government confirmed its long-standing
commitment that the hydro system would
remain in public ownership. While the State
has three objectives for Hydro Tasmania
being commercial return, prudent water
management and facilitation of State
development, the State’s intention to remain
as owner gives further weighting to the
view of the business that the Tasmanian
Government’s priority is shifting toward
achievement of a commercial return.

The next three to five years are expected to
see continued privatisation of government-

owned generation and retail businesses

in the National Electricity Market (NEM),
which is likely to result in the further
concentration of gentailers, with AGL and
Origin continuing to dominate. There will be
continued uncertainty regarding the impact
of the CPRS on customers and suppliers and,
in Tasmania, the Corporation’s market share
is likely to reduce.

With the commissioning of Aurora Energy'’s
Tamar Valley (AETV) Power Station,
Tasmania's competitive landscape in the
energy sector has changed significantly.
Under this revised Tasmanian market
framework, responsibility for security

of supply has shifted to the market.

This represents a fundamental change.
Prior to the introduction of competitive
generation the responsibility for security of
supply was borne by Hydro Tasmania alone.
The business does, however, continue to
manage its water storages consistently with
its prudent water management obligations.

Significant winter inflows in 2009 ensured
the Corporation’s storage situation improved
substantially. At 31 March 2010 system
energy in storage stood at approximately
34.9 per cent with overall inflows for the
2009 calendar year totalling approximately
9800 GWh. This has greatly improved Hydro
Tasmania’s risk position and operating
flexibility.

In October 2009 Roaring 40s sold its Asian
wind farm interests to the CLP Group with
the associated sales proceeds funding the
required equity contribution to the Waterloo
wind farm in South Australia. Roaring 40s’
withdrawal from Asia will provide greater



strategic alignment with Hydro Tasmania,
where the focus on wind farm development
in Australia will be used to back supply for the
Corporation’s growing customer base.

In September 2009 Hydro Tasmania brought
forward the acquisition of the remaining

49 per cent share of its subsidiary Victorian
retail business, Momentum. The acquisition
was accelerated to provide Hydro Tasmania
earlier access to the full benefits and
synergies that 100 per cent ownership

of Momentum would provide.

Strategic Direction

Strategic Overview

Hydro Tasmania’s Ministerial Charter sets
out the Minister's expectations as they relate
to the Corporation’s strategic directions.
These are:

o  tofurtherdevelop the Corporation’s
strong reputation in its use of renewable
energy resources;

« torespond positively to the increasing
competition in the national and
Tasmanian energy and electricity
industries; and

« toprudently grow those areas related
to, or arising from, Hydro Tasmania'’s
principal purposes which will enhance
its position locally, nationally and
internationally where such growth will
add value to both Hydro Tasmania and
the State of Tasmania.

In response to these expectations, Hydro
Tasmania's strategy is focused on growing an
integrated energy business.

The GFC has shown thatin these less certain
times financial resilience for the business is
now more important than ever. As well, inflow
volatility will be greater than the business
has experienced in the past which, when
combined with the increased economic
volatility arising from Australia’s linkage to
the Chinese and Indian markets, together
with the impacts of climate change, means
the Corporation must exercise tighter
discipline in adhering to its BBB financial
strength target.

Achieving BBB financial strength will reduce
financial risk and improve the business’
ability to withstand volatility, reduce the cost
of debt and importantly provide the business
with greater flexibility to take advantage of
options when they arise. To achieve BBB

the business will need to increase its cash
earnings and reduce costs. In setting the BBB
targetitis recognised that while business
planning assumes receipt of average inflows
there will be consequences of inflows being
above or below average. When inflows are
greater, then average profits willimprove
creating the opportunity to pay down debt
accelerate asset or investment spend or
increase dividends consistent with the path
to BBB. When inflows are lower the path

to BBB may be compromised and it will be
necessary to consider maintaining that path
against Hydro Tasmania’s other strategic
imperatives.

In adopting a BBB financial strength target
there are a variety of options available

and scenarios which may impact on the
achievement of the target. Developing a
greater understanding of these options

and scenarios will allow the business to
consider how it can maximise the probability
of achieving BBB financial strength by 2015.

Hydro Tasmania’s renewable generation,

its established name, water management
skills and technical expertise are competitive
advantages which provide solid foundations
for growth. In practical terms business
growth will be reflected by increasing cash
earnings from either the existing asset base
or from new investment. As growth prospects
are limited in Tasmania greater opportunity
for growth exists on the mainland and
diversifying the business’ exposure to the
Tasmanian market will reduce risk. While

the business acknowledges that its growth
prospects are greater on the mainland it
isimportant to emphasise the ongoing
importance of the Tasmanian customer

and asset base to Hydro Tasmania.

The business is committed to achieving
total sales of 15 000 GWh by growing

retail business sales to at least 5000 GWh
by 2014. This growth will be supported

by a combination of new investment and
contracting in the market. In arriving at the
optimum mix it will be necessary for the
business to develop greater understanding
of the respective risks and value propositions
of each approach. Itis also understood
that there is a trade-off between growth
and achieving target financial strength,

so allinvestments must be cash positive
inashort time and linked to achieving

the Corporation’s customer and revenue
strategy. Any growth created from new
investment will be capital intensive and

it will be necessary to explore innovative
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methods of raising capital. It also means
that the business must be disciplined about
what it does and does not do and cognisant
of how it arrives at those choices. To this
end the business has developed a strategic
decision-making framework to ensure the
strategic alignment of major decisions and
investments.

The role of Roaring 40s has changed from
being Hydro Tasmania’s growth vehicle

to where it will now support the two key
strategies of growing the retail customer
base to atleast 5000 GWh and achieving
BBB financial strength. Future Roaring 40s’
wind farm developments will support
Hydro Tasmania’s retail growth through
the generation of energy and RECs in
target markets.

The retail growth strategy will only be
achieved by gaining more customers.

The business will target all business
customers of all sizes which will be supported
by the implementation of a brand strategy
that builds on the brand values of the Hydro
Tasmania Group, while targeting particular
strengths in the retail and consulting
markets. Being vertically integrated will allow
the business to deal with market risks but
this means it will also need to make day-to-
day decisions about its positioning in the
value chain. To do this successfully it will be
necessary to create a business that is agile,
customer-driven and strategic.
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In simple terms the Corporation’s strategic
objectives can be summarised as follows:

«  grow consolidated annual sales to
15000 GWh by 2014, by being a
customer-driven business with at least
a 5000 GWhrretail customer base; and

« achieve acommercial returnand be
disciplined in adhering to the target to
reach BBB financial strength by 2015.

Key Performance
Indicators

To monitor progress against the above
strategic objectives, Hydro Tasmania has
setarange of key performance indicators.
Financial performance indicators are

based on the detailed five-year financial
forecasts and are supplemented by relevant
non-financial indicators. The selected key
performance indicators are contained in the
following table.

Key Performance Indicators ($ million)

Forecast Key Performance Indicators

2010 2011 2012 2013 2014 2015
Financial indicators
Operating Profit 84.1 74.7 101.0 110.1 150.0 2124
Capital Expenditure 132.0 159.9 116.8 89.4 83.1 82.6
Net Debt 828.6 864.6 833.2 799.1 741.2 653.5
Funds from Operations (FFO) 164.5 1344 140.2 1439 179.0 224.0
FFO/Interest Coverage Ratio 3.7 31 31 31 3.6 4.4
Non-financial indicators
Total sales (GWh) 11,250 12,200 13,150 14,100 15,476 16,576
Lost Time Injury Frequency Rate 2 <2 <2 <2 <2 <2

Top Top Top Top Top

Engagement score in top quartile Quartile Quartile Quartile Quartile Quartile
benchmark* Score Score Score Score Score
Greater than 80% of surveyed
stakeholders rate performance as ‘good’
or ‘better™ 80% 80% 80% 80% 80%
Returns to Tasmanian Government
Government Guarantee Fee 5.6 79 12.7 14.3 154 15.5
Income tax equivalent™* 0.0 439 379 44.3 46.8 64.9
Ordinary dividend 53 11.8 15.6 28.3 385 52.5
Rates equivalent 29 3.0 31 31 3.2 33
Special dividend 0 0 0 0 0 0
Total Returns to Government 139 66.5 69.2 90.0 103.9 136.2
Dividend (% of NPAT) 20% 30% 40% 50% 50% 50%

*These KPIs are measured by a survey and the surveys are yet to be conducted for FY2010.

**The tax equivalent forecast does not include tax payable from the federal government grant for Bass Strait islands renewable developments.

Definitions:

Operating Profit — Profit before tax and fair value movements.

Capital Expenditure — Total capital expenditure including core asset, IT, fleet and minor assets.
Total Debt - All borrowings long and short term less cash and money market investments.
Cash from Operations — Total revenue net of operating expenses, interest and tax.

FFO/Interest Cover Ratio — Operating cash (excluding interest) divided by net interest expense.
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Roaring 40s is a renewable energy developer, specialising in wind farms. It is a 50:50 joint
venture between Hydro Tasmania and Asian energy business CLP Group. The head officeis in
Hobart with offices in Launceston and Melbourne. The team at Roaring 40s has a significant
amount of experience in the renewable energy industry. With this experience and expertise,
Roaring 40s has become one of Australia’s leading wind energy developers. It specialises in
identifying sites and developing, constructing and operating wind farms.

Table 3: Summary of Roaring 40s portfolio at 30 June 2010

Name MW Location Status

Woolnorth Bluff Point 65  North-west Tasmania Operational

Woolnorth StudlandBay 75 North-west Tasmania Operational

Cathedral Rocks 66  Eyre Peninsula, South Australia  Operational*

Waterloo 111  Clare Valley, South Australia Construction

Musselroe 168 North-east Tasmania Pre-construction

Robertstown 75  Robertstown, South Australia Advanced development

Stony Gap 120 Stony Gap, South Australia Advanced development

Sidonia Hills 80  Kyneton, Victoria Advanced development

Waterloo Il 18  Clare Valley, South Australia Advanced development

Titiokura 30 HawkesBay, New Zealand Development

Te Waka 34  Hawkes Bay, New Zealand Development

Various projects 605 Various Australian and New Feasibility/land

Zealand sites agreements/wind

monitoring

TOTAL 1414

*Cathedral Rocks Wind Farm is a 50:50 joint venture between Roaring 40s and Spanish company Acciona.

InJuly 2009, despite the tight credit conditions as a result of the global financial crisis,
Roaring 40s reached financial close for the Waterloo wind farm project. Waterloo was the first
Australian wind farm to obtain project finance since the onset of the financial crisis. This was
an exceptional achievement in challenging market conditions. Construction is expected to
completed by late 2010.

Roaring 40s faced challenging conditions during 2009-2010. Lower than forecast wind speeds
and lower than expected energy prices, as well as technical issues at some sites, combined to
suppress profit this year. Lower than expected wind speeds are of particular concern as they will
potentially have along-term impact on profitability. Roaring 40s conducted a review of forecast
energy output and consequently reduced forecast figures between 8 and 14 per cent.

Uncertainty surrounding the Australian
Government's CPRS and suppressed REC
prices due to a flood of domestic solar

RECs have stalled the viability of further
developments in Australia. For Roaring 40s
this means that Musselroe cannot proceed
to construction until conditions improve

and limits the further development of other
proposals. Stabilisation of the REC price and
availability of finance are two of the many
factors contributing to a decision on the
viability of Musselroe. Roaring 40s is well-
positioned to take advantage of the growing
domestic market for renewable energy when
development conditions improve throughiits
experienced and diverse team, and pipeline
of projects.

Health, safety and
environment

Occupational health and safety remains a key
priority for the business. Roaring 40s is also
committed to ensuring that it undertakes
developmentsinamanner that is sensitive

to environmental and community concerns.
Roaring 40s recruits highly qualified and
experienced people and engages contractors
who reflect or are aligned with its core values
and who demonstrate commitment to

safety and the protection of environmental
values. Occupation, health and safety and
environmental management, including
occurrence response, emergency planning,
risk assessment and planning, operational
management and compliance auditing,

are carried out in accordance with the
AS/NZS 4801 standard for occupational,
health and safety management systems and
the I1SO 14001 standard for environmental

management systems. Roaring 40s’
operational sites (including Cathedral Rocks
Wind Farm) retain certification against both
standards.

Managing avian issues

Roaring 40s is currently conducting focused
on-site research to further its knowledge
inarange of areas and continues to trial
potential mitigation strategies and solutions
to minimise the small impact of turbines

on birds. Various initiatives and programs
are targeted at the orange-bellied parrot,
including a project providing off-site habitat
and foraging resources in Tasmania. Roaring
40s’ eagle offset package is now largely
complete with the finalisation of long-term
covenants covering over 430 hectares of
eagle nesting habitat, including the nests

of at least 13 breeding pairs (wedge-tailed
eagles and white-bellied sea eagles); the
completion of Soaring —an eagle education
kit targeted at school students of all

ages; completion of an aerial nest survey
campaignidentifying several new eagle
nest sites across Tasmania; and the ongoing
financial support of key eagle research being
conducted by Tasmania’s Forest Practices
Authority.

The success and extent of the nest
protection component of the offset
package was recently acknowledged by
the Tasmanian Environment Protection
Authority at the Tasmanian Awards for
Environmental Excellence.

More information on Roaring 40s can be
found on the website:
www.roaring40s.com.au.
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Hydro Tasmania is committed to creating
asustainable future and this is one of
our values.

As arenewable energy business we areina
good position to contribute to sustainable
energy developments and a sustainable
global environment. On the other hand, we
are accountable for the impact we have on
the local environment, society and economy
in which we operate. Since 2004-2005

the annual report has been part of this
accountability.

We are embedding sustainable practices into
our operations. To date, we have incorporated
the Sustainability Code and its six principles
into some key decision-making tools, such as
risk management and strategic planning and
into key business activities such as generating
power, stakeholder engagement and
procurement and tendering. Employees have
also incorporated sustainability into their
approach to daily operations in areas such

as asset management, water management
and trading. Our challenge is to further embed
sustainability principles into decision-making
processes.

Our sustainability program and our reporting
were acknowledged by three awards in
2009-2010. See the details on page 6.

In our stakeholder survey for materiality

we asked for an assessment of our overall
performance related to our sustainability
principles and received a rating of 73 per cent
of good or excellent. A further 17 per cent
rated us as satisfactory.

This year, Hydro Tasmania continued to
play a pivotal role in the development of
anew sustainability assessment protocol
for the international hydropower industry.
Two Hydro Tasmania employees have
been working as the coordinator and
industry representative on the Hydropower
Sustainability Assessment Forum —a group
comprising industry, environmental and
social non-government organisations, banks
and governments. Itis anticipated that the
work of the Forum will be completed later in
the 2010-2011 financial year.

Hydro Tasmania engaged Banarra to assure
this report as we have done for the past five
years. The assurance is challenging and a
good source of feedback forimprovement in
the processes and systems that come under
scrutiny. It also provides greater confidence
for our readers that what we report is
accurate, transparent and balanced.

The Board's Environment and Sustainability
Committee is the highest body with oversight
of integrating the Sustainability Code into
business activities. The Sustainability
Working Group, with representatives from
senior positions across the business, provides
guidance and advice on sustainable practice
and reporting.
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Sustainability self-assessment results

Hydro Tasmania self-assesses its sustainability performance against the six sustainability
principles and assigns a score as shown in the spidergram —figure 4.

The principles are subdivided into elements and attributes so that we can assess our
performance against meaningful criteria, as described in the summary in table 5.

The scoring system is adapted from the International Hydropower Association Sustainability
Assessment Protocol 2006. Scoring is applied by a nominated principle champion and peer
reviewed within the Sustainability Working Group. A guide to our scoring criteria is provided
intable 4.

Allthe scores are provided in table 5.

The overall score is an average of the principles’ scores and this year was 3.8, a slight increase
on last year but not reaching our target of 3.9.

Governance Target 2009-2010
> I Score 2009-2010
4.0
3.0
Ecosystems Financial
and Heritage 2.0
1.0
0
External Assets and
Stakeholders Resource Use
Employees

Figure 4: Hydro Tasmania’s sustainability self-assessment results for 2009-2010
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5

Table 4: Legend to scoring sustainability performance

Performance/Process  Description

Outstanding/ At or very near international best practice

Strong/Comprehensive  gyjitable, adequate and effective planning and
management systems

Meets or exceeds objectives and measurable targets

High/Good High standard/above average performance
to Very Good Generally suitable, adequate, and effective
(minor gaps only) planning and management systems

Meets most objectives and measurable targets
including all critical ones

Satisfactory/ Average performance

Average/Moderate Generally compliant with regulations and commitments
(minor exceptions only)

Some gaps in planning and management systems
Some gaps in meeting objectives and measurable targets

Below Average/Limited Below average performance

Some gaps in compliance with regulations and
commitments

Significant gaps in planning and management systems

Significant gaps in meeting objectives and measurable
targets

1

Poor/Very Limited Poor performance (well below average)

Major gaps in compliance with regulations and
commitments

Major gaps in planning and management systems
Major gaps in meeting objectives and measurable targets

‘o

Very Poor Very poor performance or failure to address
fundamentalissues

Little or no compliance with regulations and
commitments

Ineffective or absent planning or management systems
Fails to meet objectives and measurable targets




Independent Assurance Statement
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To Hydro Tasmania's stakeholders,

Banarra was commissioned by Hydro
Tasmania to assure its Annual and
Sustainability Report 2010 (the Report)
against the AA1000 Assurance Standard
(AA1000AS) 2008. Banarra was also
commissioned to check the Report against the
Global Reporting Initiative (GRI) Sustainability
Reporting Guidelines. This is Banarra’s sixth
reporting cycle with Hydro Tasmania, so we
have built on our previous understanding of
the organisation and its progress.

Assurance scope

The assurance scope is a Type 2 engagement
under AA1000AS (2008) and the scope
includes:

1. assessment, to a moderate level of
assurance, of the nature and extent
to which Hydro Tasmania adheres
to the AA1000 AccountAbility
Principles of Inclusivity, Materiality and
Responsiveness and how it communicates
this adherence in the Report; and

2. evaluation of the reliability of the
performance information within the
material issue areas outlined below.

The evaluation was at a moderate level
except for Scope 1 and 2 greenhouse gas
emissions which were evaluated at a high
level. The performance information was
verified using the GRI G3 Sustainability
Reporting Guidelines Electric Utilities
Sector Supplement or other publicly
available assurance criteria, as stated in
the table below.

Banarra®

Material issues and performance information included in assurance scope

Report Section

Material Issue

Moderate Level of Assurance

Assurance Criteria

Employees

Employee performance
management, competencies
& career development.
Employee engagement
(including EPA negotiations).

Employee health & safety.

GRILA11& EU14

GRI'LA4, AAT000APS (2008)
Inclusivity Principle
GRILA7 & EU16

External Stakeholders

Supplier relations

GRIEC6,

& engagement. Hydro Tasmania Procurement
Policy
Water management, multiple  GRISO1
users of water resources.
Ecosystems & Heritage Australian GHG emissions GRIEN 17
Scope 3.
GHG emissions intensity. GRIEN16

Carbon neutral target.
Impacts on biodiversity.

(excluding net generation
figures)

GRIEN18
GRIEN12 & EN14

High Level of Assurance

Ecosystems & Heritage

Australian GHG emissions
Scopes1& 2.

GRIEN3,EN4 & EN16
National Greenhouse and
Energy Reporting System
Measurement Technical
Guidelines June 2009
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AA1000

Licensed Assurance Provider

Banarra Assurance Methodology
Our methodology included:

« interviews with four members of Hydro
Tasmania's Executive Leadership Team,
including the acting CEO, Andrew
Catchpole, and 31 employees concerning
sustainability management, governance
and strategy, policies, material issues and
implementation of responses;

« review of Hydro Tasmania information
and documentationrelating to
operational planning, risk assessment,
sustainability governance, materiality,
stakeholder engagement and response
management;

« visiting Hydro Tasmania’s headquartersin
Hobart, Tasmania;

« anindependent check of Hydro Tasmania’s
material issues and stakeholder views,
including analysis of peer reports, media
articles on Hydro Tasmania in FY10, Hydro
Tasmania's own documentation and
engagement records and issues identified
from Banarra's interviews;

« checks of the reliability, completeness
and accuracy of sampled quantitative
performance information relating to
the material issues described above. In
addition, the processes for capturing,
aggregating and reporting this data
were examined through interviews and
document review, comparison with
the assurance criteria, re-performing
calculations, cross-checks with
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corroborative evidence, and testing of
source data;

« checks of the accuracy of sampled
qualitative information relating to
the material issues in scope (such as
management assertions and performance
claims), through interviews and document
review;

« areview of the Report to check
consistency with the GRI application level
requirements of A+; and

« areview of the Report to check that
it appropriately communicates the
nature and extent of Hydro Tasmania’s
adherence to the AA1000 AccountAbility
Principles.

Findings and Recommendations

We believe the Report has adequately
communicated the nature and extent of
Hydro Tasmania's adherence to the AA1000
AccountAbility Principles. Findings and
recommendations on the nature and extent
of Hydro Tasmania’s adherence to the
Principles are provided below.

Inclusivity —has Hydro Tasmania
a stakeholder engagement and
participation process?

Hydro Tasmania has appointed a

manager with specific responsibility for
overall stakeholder engagement, and is
implementing a stakeholder engagement
framework. The framework is intended

to provide structure and consistency to
processes for receiving, considering and
responding to feedback. Hydro Tasmania
is also building employee competencies to
engage externally with communities and
suppliers, and to engage internally with the
company onissues and concerns.

Hydro Tasmania has comprehensively
researched its Tasmania-based stakeholders
to achieve a thorough understanding of

its relationships with those stakeholders,
their views and expectations, and their
capacity and preferences for engagement.
Stakeholders are assessed in terms of their
influence, expectations and relevance to
projects and issues.

Hydro Tasmania undertakes annually a
number of surveys seeking feedback froma
range of stakeholders and has encouraged
some stakeholders, such as suppliers, to
engage with the business on sustainability.
Whilst engagement is increasingly proactive
there is not yet a consistent and co-
ordinated approach across all stakeholder
groups. In particular, we recommend that
Hydro Tasmania broaden its research

and engagement with its stakeholdersin
mainland Australia and overseas.

Stakeholder engagement outcomes are
reported within relevant decision-making
forums and, where appropriate, to the
Executive Leadership Team (ELT) or the
Board to inform strategy.

Banarraidentified a strong awareness

of the need for, and value of, stakeholder
accountability and inclusivity in Hydro
Tasmania's various codes and charters
and from interviews with senior managers
and employees. To help further integrate
accountability in its management approach
and strengthen stakeholder engagement
initiatives, we recommend that Hydro
Tasmania develops an overarching, formal
and public commitment to stakeholder
accountability.

Materiality — has Hydro Tasmania
identified its most important
sustainability issues?

Hydro Tasmania has again this year applied
areport materiality process that takes
account of inputs from stakeholders and key
internal sources. Twenty material issues were
identified and all but one of these (targets
around business strategy) are included in
the Report. Banarra's independent review
found evidence to support the materiality

or stakeholder interestin 13 of these 20
issues, as well as 11 further issues not initially
identified by Hydro Tasmania.

Whilst these additional issues were
subsequently responded to in the Report,
we recommend Hydro Tasmania review its
approach to determine why these issues
were not detected through its own process.

Whilst the materiality process uses
appropriate criteria to evaluate and
prioritise issues in terms of their relevance
and significance to the business and to
stakeholders, Banarra recommends that
formal guidelines be developed toincrease
the transparency and replicability of the
process. The process could be enhanced
further by prioritising issues of importance
to the business separately from those of
importance to stakeholders. This would
enable issues of high importance to
stakeholders, but considered less material by
the business, to remain visible.



We recommend that the outputs of the
report materiality process be considered
alongside those of other corporate processes
in relation to risk, environment, safety,
sustainability and strategy to provide a whole
of organisation approach to materiality that
goes beyond annual reporting.

Responsiveness —has Hydro
Tasmania responded to these issues?

Hydro Tasmania has a number of

processes for managing and responding

to material and stakeholder issues, but
acknowledges that better integration of
these processes will result in a more holistic
and consistent response to issues. To this
end, Hydro Tasmania is looking to rationalise
and streamline some of its response
mechanisms, such as the various overlapping
processes for managing environmental and
safety risks.

Hydro Tasmania's overall operational plan
and strategy have been aligned with its
sustainability principles and this process

is being extended to the strategies of the
various business units. Hydro Tasmania

is also commencing the mapping and
alignment of key business decision-making
processes with its sustainability principles.

For some responses, Hydro Tasmania

has yet to develop a strategic approach.
Hydro Tasmania implements a number

of localised projects to reduce impacts

on threatened species, however it does

not have a clear overarching strategy for
managing biodiversity impacts. Banarra
recommends that clear goals and objectives
are established to guide future decision-
making on the prioritisation and resourcing
of biodiversity projects. Hydro Tasmania
could also develop a proactive response to
employee feedback from surveys and other
input mechanisms.

Banarraidentified instances of Hydro
Tasmania involving stakeholdersin
formulating responses toissues in relation
to water users and the redevelopment of
the Lake Margaret Power Scheme. However,
the integration of stakeholder feedback into
decision-making varies across the business.
Hydro Tasmania could be more strategic and
consistentininvolving stakeholdersinits
response processes.

Hydro Tasmania has delivered a
comprehensive account of its sustainability
endeavours inits Report. The Report
addresses arange of key issues for the
business, and how Hydro Tasmania

has managed and responded to those
issues. Banarra recommends that Hydro
Tasmaniareviews its reporting to ensure
the narrative more clearly communicates
overall performance, context and the
significant successes and challenges during
the reporting year. Clearer articulation of
boundaries around the data would also help
stakeholders assess the completeness of the
information presented.

Many of the commitments and responses
in relation to the year's performance

are reported in broad terms, making it
challenging for stakeholders to assess

the response and the progress made. We
recommend that Hydro Tasmania ensures
its accounting for performance is clear
and concise, that the response speaks

to the commitment, and that targets are
specific, measurable and time-bound so that
stakeholders can assess progress.
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Performance Information Verification

Based on our methodology we conclude
that:

o thereisevidence that the performance
information for Australian energy and
greenhouse gas emissions (Scopes 1 and
2) is correct in all material aspects and is
afair representation of Hydro Tasmania’s
performance in this areain FY10;

« thereisno evidence that performance
information is not correctin all material
aspects andis not a fair representation
of Hydro Tasmania's performance
in FY10, in relation to the following
material issues: employee performance
management, competencies and career
development; employee engagement
(including EPA negotiations); employee
health and safety; supplier relations
and engagement; water management
and multiple users of water resources;
Australian greenhouse gas emissions
(Scope 3); greenhouse gas emissions
intensity; carbon neutral target; and
impacts on biodiversity.

We are pleased that Hydro Tasmania

has improved the documentation of its
data calculation protocols, assumptions,
definitions and compilation methodologies.
Banarra notes some further opportunities
forimprovement, in particular with relation
to employee data, although these are not
considered to have a material effect on
reported information. We also recommend
Hydro Tasmania documents its internal
data checking and other quality control
procedures in processing and compiling
performance data.
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Global Reporting Initiative

We concur with Hydro Tasmania’s own
assessment that it has achieved GRI
application level A+,

Hydro Tasmania has expanded onits GRI
disclosures this year and committed to
reviewing most areas where there are
gaps. Of note, there are gaps in reporting
against electric utilities sector specific GRI
indicators in relation to contractors. Whilst
Hydro Tasmania has provided explanations
for these gaps that satisfy GRI reporting
requirements, we recommend it review its
approach to gathering contractor workforce
information to assess its materiality to the
business and interest to stakeholders.

Responsibilities and Independence

Hydro Tasmania was responsible for
preparation of all the Report content,
stakeholder identification and engagement
as well as material issue identification and
response. Banarra's responsibility was

to provide an independent assurance
opinion of the Report based on AA1000AS.
This opinion is provided to Hydro Tasmania’s
management and any reliance third parties
may place on this statement is entirely

at their own risk. Banarra has provided
Hydro Tasmania a management report
containing more details on the findings and

recommendations outlined in this statement.

Banarra was paid by Hydro Tasmania to
conduct this assignment. Other than this
payment, the assurance team declares itself
independent in relation to Hydro Tasmania
and its stakeholders. There is a detailed
statement on our independence, impartiality
and competencies at www.banarra.com.

A Yo

Paul Davies
Lead Auditor and Sustainability Assurance
Practitioner

6(.\0.. Mﬁ
Siobhan MacCarthy
Sustainability Assurance Practitioner

Banarra
Sydney, Australia
10 September 2010



Table 5: Sustainability performance summary

Sustainability performance summary 2009-2010

Target

Principle Element Attributes 2009-2010

Performance Attributes
Vision, values, ethical standards, strategies and business principles.

Incorporation of key sustainability objectives in vision, values, ethical standards, strategies
and business principles.
Meeting legislative and regulatory requirements and other commitments.

Process Attributes

Policy implementation, including management systems, monitoring for effectiveness and
review.

Business structure, including Board and management structures and defined roles, authorities
and responsibilities.

Identifying legislative and regulatory requirements and other commitments, measuring
conformance and performance reporting.

GOVERNANCE
Governance

3.90
Performance Attributes
Growthin business value.

Expectations in terms of returns to the Tasmanian Government
Process Attributes
Long-term business planning.

Robust processes in place to ensure that the business:

« actsonbehalf of andin the long-term best interest of its owners
. increases the value of the business to the owners over the long term.

Long-term business value

sub score
Performance Attributes
Understanding and meeting customer requirements.

ECONOMIC PERFORMANCE

Understanding short and likely long-term demand for services.

Growth and customers

Identification and development of new solutions to meet changing market demands.

Key to symbols:

A upwardinfluence on score = neutral, did notinfluence score

¥ downward influence on score

4.00

4.00

3.00

2.50

5.00

3.00

3.58

4.00

4.00

4.00

5.00

4.25

4.00

4.00

3.50

Score

4.00

4.00

3.00

3.00

5.00

4.00

3.83

3.50

4.00

4.00

4.00

3.88

3.70

3.80

3.20

Total 2009-2010 Total 2008-2009 Total 2007-2008

Score Score

4.00

4.00

3.00

3.00

4.00

3.00

3.50

4.00

4.00

4.00

4.00

3.50

3.00

3.00
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Key issues that influenced score

= These are clearly set outin documents and available to all staff on the intranet. Posters of our values are visible in all sites.
There s consistent discussion about values in our business activities.

= Thereis significant incorporation of the Sustainability Code into our values, business principles (i.e. policies) and it guides our
strategic planning.

= Our compliance system generally meets requirements and is embedded across the business. It identifies breaches and their
significance. There is a systematic process for root cause analysis and for suitable rectification.

¥ Our policy framework is not yet complete. Some management systems are certified and regularly improved, others not well
defined.
= Ourbusiness and governance structure is efficient and effective with defined roles, authorities and responsibilities.

¥ Our compliance plans are reasonably effective in identifying compliance for critical functions and obligations through a breach
reporting process. There are some gaps in non-critical areas. Plans are regularly audited and reviewed.

A Netassets increased by $216 million (total $1881.9 million). Operating costs per MWh of generation increased to $80.08
(up $2.57). This value is negatively affected by the consolidation of Momentum expenses and despite generation below
expectations, represents only a modest increase.

A Dividend declared of $10.2 million, significantly higher than forecast in the previous year's Corporate Plan.

A Hydro Tasmania has developed a robust strategy that focuses on financial strength, sustainable returns to government and
customer growth.

A Robust processes. Hydro Tasmania complies with all GBE Act requirements in regard to shareholder owner expectations and
submits an annual Corporate Plan that is agreed to by Government.

A The strategic planning process is designed to ensure our strategic direction is in the best interest of owners.

A Trading Enterprise Value implemented.

A 2009-2010 research showed customer satisfaction above industry average for Momentum.

A Understanding of requirements through Customer and Revenue Strategy and subsequent brand marketing research.

A Market research for brand included projecting future market needs based on market trends.

= Monthly contracted load forecast provides data for retail demand.

~ Embedded market research and customer relationship management provides continual assessment of short and long-term
service requirements.

A Continual assessment of retail and wholesale energy products to meet the market.
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Target Total 2009-2010 Total 2008-2009 Total 2007-2008

Principle Element Attributes 2009-2010 Score Score Score Key issues that influenced score
Commitment to product stewardship and sustainable pricing. 4.00 3.80 4.00 A Water pricing and policy has been established.
Entura benchmarks its rates against market data.
Compliance with appropriate ethical marketing and selling standards, legislative requirements 4.00 3.50 3.50 A Wholesale and retail energy products comply with Australian Financial Services Licence conditions and regulations.
and other relevant commitments. Momentum has a process to review external communications including a legal review.
5 » Entura has an established review process for marketing activities.
<Zt “E’ Commitment to research and development, including implementation of new and emerging 4.00 3.70 3.30 A Abusiness-wide research and development program is established and includes new product development.
E % technologies. A R&D includes investigations into new and emerging technologies for application to renewable energy products.
® 3
g ?, Process for understanding market conditions and influences. 4.00 3.50 3.00 A Business risk management system tracks emerging and strategic risks.
‘é § Strategic marketing approach for understanding market needs.
g g Process for managing customer relationship life cycle. 3.50 3.00 3.50 A Momentum has a retail client life cycle management process.
] A Enturauses a business development and account management framework.,
o Strategic research and development processes including new and emerging technologies. 4.00 2.50 3.30 A R&D program processes aim for outcomes based on strategic priority.
R&D business-wide committee continues to work well.
A New product development undertaken for smart grid product and delivering energy to the Bass Strait islands.
Dam, power station and associated infrastructure safety performance. 4.00 4.00 4.00 The dam portfolio has been assessed against the ANCOLD criteria for public safety.
A Site works to mitigate risk in 2009-2010 focused on the completion of the major Catagunya Dam refurbishment.
Continued focus on addressing identified risks, including asset compliance program improvement and primary protection asset
program of work.
2 Assets (generators and turbines) and hydrological resource: level of present reliability and likely 4.00 4.00 4.00 A Modernisation projects for Poatina completed.
% future reliability. Design and site work preparation for Tungatinah modernisation on schedule.
o <
3 = Dam, power station and associated infrastructure safety program and plan. 4.50 4.50 4.00 The dam surveillance program continues to function robustly.
= = A Improved focus and delivery on asset compliance activities.
8 :g A Reviewed hazard identification and risk management process.
E "E Asset management strategies and systems to ensure present and future reliability of turbines, 4.00 4.00 4.00 Review of asset management process under way, including risk management process.
a o generators and associated infrastructure.
E = Hydrological management strategies and systems to ensure present and future reliability of the 4.00 4.00 4.00 A 1000 GWh project — 80 GWh added to capability.
= resource.
& Emergency preparedness program to deal with unplanned asset failures and severe hydrological 4.00 4.00 4.00 A Completed a major update of the Dam Safety Emergency Plan (DSEP), tested functionality and took learnings to apply to
= conditions. continual improvement.
A Emergency response exercises were undertaken at power stations.
&
3 Practicable efficient use of the assets (turbines and generators). 4.00 4.00 4,00 Lake Margaret Power Station recommissioned; mini-hydro added.
‘5‘ A Poatinamodernisation is complete.
g Practicable efficient use of the hydrological resource in the context of the whole system. 4.00 4.00 3.00 A Storage inflows at expected levels for 2009-2010. Storages at 36.3% at 1July 2010.
o

A Use of hydro system meant Basslink netimport less than half the previous year. 1056 GWh for 2009-2010; 2560 GWh for 2008-20009.
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Target Total 2009-2010 Total 2008-2009 Total 2007-2008
Principle Element Attributes 2009-2010 Score Score Score Key issues that influenced score
Minimising the use of material and the production of waste. 3.00 2.50 3.00 A Reduced vehicle fleet fuel use significantly since 2005. Received a national award from the Australian Fleet Managers

Association Environmental Awards in 2000.
= Hazardous waste is managed via the Environmental and Sustainability Management System (ESMS).
Non-hazardous waste and reduction actions throughout the business are not a key risk or priority.
Process Attributes
Asset management strategies and systems to ensure efficient operation of turbines, generators
and associated infrastructure in the context of the whole system.
Hydrological management strategies and systems to ensure efficient use of the resource in the 4,50 4.50 4.00 ~ Long-term water management strategies assessed independently as prudent and appropriate.
context of the whole system. - Effective stakeholder engagement to manage competing requirements for water.
Strategies and systems to ensure efficient use of material and minimisation of waste. 3.00 2.00 2.00 A Non-hazardous waste and recycling assessed as not a key risk for Hydro Tasmania. Consolidated collection contracts during
2009-2010 which are expected to improve record-keeping in future. Hazardous substances are managed through ESMS.

Improved production outcomes —embedded rotation of production managers through generation operations in trading.

ASSETS AND RESOURCE USE
Resource use

sub score

Performance Attributes
Workforce size and skill levels.

Challenges in meeting skills for retail.
~ Some traction into leadership development/change agent —more improvement to follow.
= Focus on managerial capability and skill development through leadership, change, coaching, talent management.
Workforce social and gender balance. 3.0 3.0 3.0 ~ Board members—43% female (3 members).
- Executive Management Level (EML) and Senior Officer Bands — 13.7% females, 86.3% males.
= Continued with existing policies and procedures supporting gender diversity.
Level of employee satisfaction. 4.5 4.5 4.0 = Employee engagement remains high—63 per cent overall score.
Employee turnover and continuity. 3.0 3.5 3.0 V¥ Focus on internal promotion, cross-skilling, cross-advertising and secondments throughout the business.
V Increased turnover rate from 10.58% to 12.67%.
Process Attributes
Workforce planning and recruitment programs. 3.0 3.0 3.0 = Workforce planning is a priority commitment by the business in the Employee Partnership Agreement.
= HRPolicy review began and continues into next year.
Training and development programs. 3.5 35 3.0 = Training and development programs aligned with business strategy.
~ Upskilling/development focus — capability and transformation work.
A E-learning launch.
A Program implemented to improve managers' skills for undertaking performance development reviews.

EMPLOYEES
4a. Attraction, capability, and retention

sub score
Performance Attributes
Levels of employee safety, health and wellbeing.

A 76.2% participation in Healthy Hydro.
¥ Absenteeism trending up over the past four years.

Process Attributes
Employee safety, health and wellbeing program.

~ Safety Improvement Plan effective inimproving key safety risks.
A Healthy Hydro focused on stress and fatigue and fit-for-work programs.

and wellbeing

sub score

Performance Attributes
Level of stakeholder satisfaction and support.

A Stakeholder survey included ‘Hydro Tasmania actively engages with the community and stakeholders’ - 89% of respondents agreed.
A Improved stakeholder engagement for some specific projects achieved better results, building on lessons from previous years.
Process Attributes

Process for stakeholder engagement. A Some improvement in process due to adoption of stakeholder engagement framework. The process is not consistently applied

across the organisation.

EXTERNAL
STAKEHOLDERS
Community
engagement and

sub score

Key to symbols:
A upwardinfluence on score = neutral, did not influence score ¥ downward influence on score
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Principle Element

EXTERNAL STAKEHOLDERS

ENVIRONMENT AND HERITAGE

Scores are decided on a 0-5 scale explained on page 20. Scores are averages of sub-scores. Overall score is an average of principles’ scores.

Suppliers and partners

Ecosystems and heritage

Carbon status

Attributes

Level of sustainability performance of partners, suppliers and service providers.
Relationships with major partners, suppliers and service providers.
Goods and services specification / evaluation / selection process, including consideration of

sustainability issues.
Dispute resolution process.

Achievement of objectives for environmental health, including implementation of practicable
opportunities to enhance environmental values.

Agreement and support from regulators and other stakeholders.

Practicable influence on the behaviour of other resource users.

Requirements / targets for protection and conservation of historic and indigenous heritage
values.

Strategies and systems to measure environmental health, understand environmental values
and identify stakeholder concerns.

Program and plans to establish and achieve environmental objectives.

Planning consistent with relevant legislation and international standards.

Tonnes of CO, equivalent.

Success in meeting objectives of plans to reduce greenhouse gas (GHG) emissions and enhance
GHG sinks.

Comprehensiveness of planning to reduce GHG emissions and enhance GHG sinks, including:
«  analysis of opportunities associated with GHG reductions and sink enhancements

. reporting and measuring of performance

. objectives and targets.

Target
2009-2010

Total 2009-2010 Total 2008-2009 Total 2007-2008

Score

4.0

4.0

4.0

4.0

35

4.0

4.0

4.0

35

4.0

4.0

4.0

3.0

4.0

Score

35

39

37

4.0

35

4.0

3.0

4.0

35

4.0

4.0

4.0

3.0

3.0

Score

35

3.0

35

3.0

3.0

4.0

3.0

4.0

3.0

3.0

4.0

3.0

3.0

4.0

Key issues that influenced score

A Completed key supplier and partner sustainability self-assessment with different group of suppliers and partners from previous
year —77% self-assessed score.

A Completed supplier satisfaction survey inviting entire supplier base to participate. Score of 80% satisfaction with Hydro
Tasmania given by a solid representative sample of 249 suppliers.

A Tender evaluation including sustainability considerations are more widely used than previously. Some contracts awarded where
price was higher, but sustainability considerations weighted the selection decision.
No significant disputes with our business. Suppliers commented in satisfaction survey that disputes were not a significant issue.

A Successful operation of Lake Trevallyn's elver ladder.
Lagoon of Islands poor water quality mitigation not yetimplemented.

A Lake levels remained higher than required to implement environmental and social risk band.

A State Recreational Boating Infrastructure Plan developed in collaboration with IFS and MAST,

A Three-year review of the Gordon River Basslink Monitoring Program for 2006 to 2009 completed.

A Anew approach to maintenance and new works in the World Heritage Area agreed with Parks and Wildlife Service recognising
the Environment and Sustainability Management System (ESMS).

A Renewed ESMS Aspects and Impact Register across the business aligned to the Integrated Business Risk Management process.
Continued collaboration with other land and water management stakeholders.

A ‘Keeping it Clean’ hygiene manual published in collaboration with Natural Resource Management (NRM) associations.

A Upperand lower Lake Margaret power stations redevelopment incorporated retention and enhancement of cultural heritage values.

A Catagunya Dam refurbishment completed which retained the significant engineering heritage values.

Annual review undertaken and Environmental Management Plan implemented.
A Developed akey performance indicator showing the environmental health of lakes.
Five programs in place to achieve environmental objectives: aquatic, land, cultural heritage, sustainability, and energy and
greenhouse.
Environmental Plan updated based on the reviewed environmental aspects and impacts register.
ESMS recertified to 1SO 14001.

A Carbon intensity associated with generating electricity dropped significantly to 3.5 tC0,-e/GWH in 2009-2010 from 43 tCO,-e
GWH in 2008-20009.

¥ Hydro Tasmania emission target of 14 000 tCO,-e was not met.

A Actual emissions from the business were 29419 tCO,-e, down from 638 200 in 2008-2009.
Assessed existing and potential carbon sinks.

A The management of GHG data is efficiently undertaken throughout the business and verified.
Areview of energy and emissions reduction targets and objectives is in train forimplementation during 2010-2011.



Economic performance

Mission: building our
financial strength and
delivering sustainable
returns to our owners,
the people of Tasmania.

Hydro Tasmania aims to be a successful
integrated energy business operating
across the National Electricity Market
(NEM). Our economic goal is to build
financial strength and deliver sustainable,
commercial returns to the owner.
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Management approach

Hydro Tasmania operates an annual

business planning cycle, which culminates .
in setting a budget and five-year Corporate L
Plan. We manage revenue using a Trading
Enterprise Value approach. We report

monthly to the Board on performance

against budget and quarterly to the

Tasmanian Treasury on economic

performance against budget. We seek to . e &
manage our economic risk profile through
prudent financial risk policies in respect of
electricity trading, treasury, credit

and finance. =

Financial results for
2009-2010

Hydro Tasmania's 2009-2010 profit
before fair value adjustments was
$72.9 million, close to the best
performance since disaggregation
in 1998 and an improvement of =
$34.3 million on the previous financial
year. Profitability reflects the achievement
of both significant cost savings and a
strong revenue performance. Revenue
performance demonstrates the success
that we can achieve in a year in which
inflows are close to expected levels.

Hydro Tasmania's net debt at 30 June 2010
was $863 million, which is the lowest level
since NEM entry. The reduction in net debt
has led to lower than forecast interest
expenses.

Financial results for the last five years are o
providedin table 6.

Lake Burbury
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Table 6: Financial results

Year ending 30 June

Profit/(loss) before fair value 46.8 19.5 (58.0) 38.6 729
Profit/(loss) before tax (67.1) 113.5 224.2 4179 332.1
Cash flow from operating activities 140.0 374 25.0 43.8 178.0
Net debt 1076 1141 872 904 863
Weighted average cost of debt 6.15% 6.46% 6.54% 6.62% 6.98%
Capital expenditure operations 126.4 54.2 549 81.2 95.5
Cash investment in R40s 3.0 10.0 23.0 10.0 5.0
Other expansion and acquisitions 12.8 17.8 34,5
Total assets 3851 4249 4846 5213 5131

Momentum

Hydro Tasmania acquired the remaining 49 per cent share of the Victorian retailer
Momentum Energy Pty Ltd in September 2009, one year earlier than expected.
During 2010 we have continued to invest in building Momentum'’s customer base.

The purchase of Momentum provides us with direct access to electricity customers and
the opportunity to realise synergies between retail, generation and consulting services.
As part of realising the synergies between these income streams, we have rebranded the

Hydro Tasmania group.

We expect that integrating systems between Hydro Tasmania and Momentum will provide

cost efficiencies to both companies through reducing duplication and inefficiencies.
Our challenge inintegration is to appreciate and successfully benefit from the different

cultures of the two organisations.

Returns to Government

During the year we paid a dividend of

$5.3 million, declared from the profit for
2008-09. We have declared a dividend of
$10.2 million for 2009-2010 which will be paid
during 2010-2011. The increase in dividend
reflects the significant increase in profit
before fair value.

This is the second year Hydro Tasmania
has not paid income tax equivalents to the
State of Tasmania, reflecting low taxable
income during the years of low inflows.
The government guarantee fee payment
hasincreased, reflecting anincrease in the
average guarantee fee rate paid on Hydro
Tasmania's debt portfolio.

Community Service Obligation

The Community Service Obligation (CSO) is a
formal agreement between Hydro Tasmania
and the Tasmanian Government to provide
electricity to consumers on the Bass Strait
islands at a concessional and regulated price.
The net cost of this to Hydro Tasmania is
funded by the State Government. In 2009-10
this cost was $6.6 million. The operation of
this service is outsourced to Aurora Energy
Pty Ltd.

On the Bass Strait islands, Hydro Tasmania

is funding (either directly or in partnership)
innovative projects to improve energy supply
and reduce diesel consumption.

Our investment in these projects this year
was $429 364. Further information on these
projectsis provided on page 71.

Global financial crisis

The effects of the global financial crisis (GFC)
have lingered. While the Australian economy
appears to be recovering, ongoing impacts
on Hydro Tasmania continue in the form

of a higher cost of debt, which is a result of
continuing high credit spreads coupled with
Hydro Tasmania's capital structure, and a
marginal reduction in electricity revenues
resulting from lower customer demand.
Entura has also been significantly affected by
areductionin customer demand stemming
from GFCimpacts.



Inspection: Tasmanian Premier David Bartlett, centre, at the Upper Lake Margaret power station with Labor MHA
Brenton Best, left, and Hydro Tasmania’s Tony Potito, right

Long-term
business value

Hydro Tasmania measures changes in the
long-term value of the business through two
key indicators: net asset value and cost per
megawatt hour of generation.

The cost per megawatt hour of generation
was $79.92, which was $2.40 higher than
last year. This increased cost reflects the
consolidation of Momentum’s operating
expenses and, while generation was below
expectation, represents only a modest
increase in the operating cost measure.

Net asset value at 30 June 2010 was

$1882 million, which is $216 million higher
than last financial year and represents
anincrease in the long-term value to our
owners. The reduction in forward electricity
prices has improved the mark-to-market
value of our electricity contracts, leading to
animprovementin net asset value. Although
market electricity prices have fallen, the
value of our generation assets is unchanged
as the fallin electricity prices has been offset
by the achievement of cost efficiencies and
optimisation of revenue.
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Renewable energy development

The renewable energy industry continues to
face limited growth due to the uncertainty
aboutimplementing the Australian
Government policies for the Carbon Pollution
Reduction Scheme (CPRS) and Renewable
Energy Target (RET).

The effect of the uncertainty around the
CPRS has been to lower the expected
carbon prices in the short term which has
reduced projected revenues for renewable
generators. It has also caused lower liquidity
in contracts markets as participants avoid
committing to longer-term contracts.

The market expects that when the RET
scheme is introduced it will increase the price
of RECs and stimulate renewable energy
investments in Australia. In the meantime
the price of RECs remains low, which also has
reduced our expected revenue from

this source.

Hydro Tasmania’s potential growth is
hampered by this uncertainty — Roaring 40s
and clients of Entura are finding investment
difficult. Entura has also delayed offering
new products and services related to

these policies.

However, Roaring 40s achieved financial
close on the Waterloo Wind Farm —see more
onpage 18.
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Growth and customers

Mission: Product
innovation for customers
in consulting, electricity
and green markets.

Hydro Tasmania’s sales growth will come
principally from growth in both retail and
wholesale energy in regions of the National
Electricity Market (NEM) other than
Tasmania.

The Customer and Revenue Strategy was
initiated in 2008-2009 to find how best to
leverage the combined products of Hydro
Tasmania, Momentum and Entura.

The project team took a multi-staged
strategic marketing approach with
in-depth research and wound up this year
having identified products, customers and
how we can differentiate ourselvesin the
market. As aresult we have a new brand
which distinguishes the businesses in the
group and at the same time demonstrates
the connection between them. We are
continuing to develop products for our
customers in our chosen market niches.

Management approach to
product responsibility

Hydro Tasmania complies with legislation
andregulations in regard to customer
health and safety, product information
and customer privacy. Compliance is
subject to reporting and internal controls
and all compliance obligations, including

marketing, are reviewed annually. Marketing
communications are subject to regulatory
and internal procedures and, as members

of the Australian Marketing Institute, all our
marketing team members comply with the
Institute’s code.

Hydro Tasmania’s wholesale and retail
energy products are subject to obligations
under financial market, trade practices and
electricity market legislation and regulation.
Trading is also subject to stringent internal
management controls under the Trading
Policy and procedures as well as the
compliance system. Retail products are
additionally subject to the pricing regulations
of South Australia, New South Wales,
Queensland and the ACT. We meet the
requirement to provide product information
by the Essential Services Commissionin
Victoria. GreenPower, a retail product, is
accredited and is audited annually. Our

retail business, Momentum, complies with
the requirement to provide assistance for
financial hardship and to overcome language
barriers for consumers.

Entura’s products are subject to standards
and legislative and regulatory regimes for
planning, environment and occupational
health and safety. These obligations are also
controlled by Hydro Tasmania’s compliance
system.

Energy trading model

Hydro Tasmania earns the great majority

of its revenue from contract and spot sales
inthe NEM. Our trading objective is to
maximise trading value, which is achieved
by securing revenue through contract sales.

Winning partnership: Representing a successful partnership for a national Engineering Excellence Award 2009 are

from left, Andrew Fitton (Alstom), Fabian Kaica (Hydro Tasmania), Mark Hollick (Alstom) and David Van Emmerik

(Hydro Tasmania)

Hydro Tasmania backs these contracts by
generating electricity at times of high spot
prices. At times of low spot prices and low
contract prices (for example, during off-peak
periods), we back some of our wholesale
contracts by purchasing electricity from

the market.

Hydro Tasmania’s financial performance is
driven by the volume of retail and wholesale
contractsitis able to back using waterin

storage and electricity purchases and by
the price of those contracts. (Fluctuations
in contract prices are a key driver of fair
value adjustments to Hydro Tasmania’s
profit.) Spot prices are less significant for
our financial performance, although high
spot prices (particularly in Tasmania and
Victoria) can impact positively or negatively
on Hydro Tasmania's financial performance,
depending on our generation and contract
position at the time.



Raise contingency
ancillary services

During the course of the 2009-2010 financial
year, the Tasmanian Energy Regulator has
beenundertaking a price regulation process
in relation to Hydro Tasmania’s provision of
raise contingency ancillary services to meet
the Tasmanian requirement.

Hydro Tasmania is the sole provider of raise
contingency ancillary services in Tasmania,
although submissions made by Aurora
Energy (Tamar Valley) Pty Ltd (AETV) to
both the Tasmanian Energy Regulator’s
price determination process and an earlier
frequency operating standard review by the
AEMC Reliability Panel indicate that AETV is
able to provide these services if it chooses to
do so, as are other new entrant generators.

The Tasmanian Energy Regulator’s decision
toregulate these services follows a finding
by the Regulator that the promotion of
competition, efficiency and the public
interest warranted regulation. Hydro
Tasmania considers that the analysis
supporting this finding is flawed, but
considering the controversy which has
attached to pricing of the services and,

in particular, erroneous views about the
cost to Hydro Tasmania of providing the
services, Hydro Tasmania believes there are
benefits from the regulation process.

Details concerning the price determination
process, including reports and submissions,
canbe found on the Tasmanian Energy
Regulator’s website, at http://www.gpoc.
tas.gov.au/domino/otter.nsf.

The Australian Competition and Consumer
Commission (ACCC) has queried Hydro
Tasmania's compliance with regard to
raise contingency ancillary services.

More information is on page 46.

Research and development

Hydro Tasmania's research and development
program investigates the application of new
renewable energy technologies to develop
marketable products and innovative ways
to build the capability of our generation
infrastructure. Projects under way involve
solar and ocean power, using hydrogen as
an energy storage medium and transport
options. We are investigating water
conveyance infrastructures to improve the
efficiency of the existing power system.
Environmental studies on threatened
species will provide information to manage
our operations in a way that maintains
sustainable habitats. More information on
our R&D program is on our website.

Latest data from the Australian Bureau of
Statistics, which is for 2008-2009, shows

R&D expenditure in the Australian electricity,
gas, water and waste services industries was
around 1.1-1.3 per cent of expenditure.
Based on Hydro Tasmania’s tax concession
claim during the same period our rate was
0.73 per cent.

Hydro Tasmania Annual and Sustainability Report 2010
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Suecessfulteam: Geelong Football Club’s CEO Brian Cook shows
entum staff the 2009 AFL premiership trophy

$momentum

The power of natural thinking

Hydro Tasmania

Momentum

Momentum Energy Pty Ltd isan
electricity retail company dedicated to
giving businesses a forward thinking and
competitive energy offer.

Within the 2009-2010 financial year
Momentum achieved record successin
revenue, sales and volume of contracted
load. A focus on building its commercial and
industrial customer portfolio has resulted in
new business from manufacturing, education
bodies, councils and the banking sector to
name a few. Momentum's growth across the
broader electricity market has continued and
the depth, quality and mix of customers it
has attracted, continue to move the business
forward at a rapid pace.

This pace spurred the need for a larger
office space and its new premises at

628 Bourke St Melbourne give the business
room for the future.

The full acquisition during the year by Hydro
Tasmania has driven significant growth

and change. Integration into the broader
Hydro Tasmania group has enhanced
efficiency, strengthened processes and
promoted innovation in product and strategy
development.

Momentum remains focused on building and
enhancing the underlying business platforms
that will see it grow in a profitable and
controlled manner. Strong and consistent
performance in line with the corporate values
is paramount as well as the continued high
contribution from employees at professional
standards that set Momentum apart from
the competition.

Momentum is a member of the Energy
Retailers Association of Australia.

Products:
«  Standard energy contracts
«  Energy efficiency advice

«  GreenPower products sourced
from wind generation.

Community: Momentum sponsors the
supply of GreenPower, cash and in-kind
donations to the Geelong Football Club,
Tennis Victoria, 3AW Small Business Awards
and one-off events.

Visit the website:
www.momentumenergy.com.au.



i entura

Hydro Tasmania

Entura

In September 2010, Hydro Tasmania
Consulting changed its name to Entura.
The reason is to better differentiate the
business in the market and to symbolise the
boundary-less nature of its operations, with
anincreasing national and international
focus. Enturais an anagram of ‘nature’. The
‘en’ applies to our expertise in engineering,
energy and environment, while ‘tura’ refers
to the durability and future of our solutions
which are built to last. In this report the new
name is used even though at the time the
business operated under its old name.

Enturais part of the integrated package of
energy products and services from Hydro
Tasmania. It provides services for the power
industry, renewable energy developments,
water management and infrastructure and
environmental management. Its projects are
spread across Australia and the Asia Pacific
region, with offices in Cambridge (Tasmania
—head office), Melbourne, Brisbane and New
Delhi, India, and project offices in Adelaide
and Sydney.

Entura continues to support Hydro Tasmania
in delivering its operational and capital
programs, providing valuable skills to assist
in the modernisation and refurbishment of
the hydropower system as well as delivering
the cultural heritage and aquatic program.
Through providing consulting services,
Hydro Tasmaniaretains access to world-class
services while also offering these services to
clients nationally and internationally
through Entura.

The power of
natural thinking

Challenging market conditions

This has been a challenging year for Entura.
Volatile market conditions, some challenging
projects and a competitive market all had
animpactonits results. Market conditions
were caused by low renewable energy
certificate prices affecting renewable energy
developments and the residual impact

from the GFC. The market has beenvery
competitive over the last 12 months

with heavy discounting making winning
projects tough.

The market conditions were compounded
further with a process change across the
industry over the last few years. Clientsin
the energy and water sectors have been
moving from direct award or traditional open
tendering to panel-based tendering and
design and construct panels for major work
programs. Clients who have only recently
adopted the approach have been slower
than expected to release work. Like many
consulting businesses across Australia, the
tough conditions also had animpact on
staffing levels but Entura is confident of a
turnaround in the coming year as the
market recovers.

Sharing lunch: Entura’s David Wilson, centre, with local villagers
near the Ramu River in northern Papua New.Guinea.
Entura has been working on a number of projects in the country.




Shared vision: The Second Minister of Planning and Resource Management
and Minister of Public Utilities of Sarawak, ¥ B Dato Sri Haji Awang Tengah Ali Hasan,
left, with Hydro Tasmania Chairman DfDavid Crean A

New markets

As aresponse to this challenging
environment, Entura continued to push
into new markets. The business is well-
positioned in the Queensland market and
the Brisbane office provides alocal base
for further growth in this area.

Within its first 12 months of operation,
Brisbane achieved its ISO 9001
accreditation and its engineering
accreditation. At 30 June 2010 there were
eight permanent full-time employees,
principally employed in power engineering
and project management disciplines.

Enturais targeting the Asia Pacific region
for international growth, leveraging from
its experience in the region such as upgrade
and modernisation work for PNG Power
and in Sarawak, a state of Malaysia, and
hydropower projects in India. It is also
investigating some emerging opportunities
in Africa.

Our major international achievement this
year was to establish our relationship

with Sarawak Energy Berhad (see box).
The relationship was established to assist
in the development of the country’s
hydropower resources. The arrangement
covers suchissues as conduct, health,
safety, environment, equal employment
opportunities, stakeholders and treatment
of employees and contractors, and includes
secondment of Hydro Tasmania and Entura
employees into key positions to help build
the capability of the Sarawak business.

The office in New Delhi has been
established for five years and has built a
solid reputation in the Indian market. It has
secured several high-profile projects and is
working with two new major hydropower
developers. It has grown to a size where

it fully supports a range of projects from
pre-feasibility to tender and detailed
design. The growing wind market provides
opportunities in India over the next two
years. This year the office won its largest
project to date for the tender design

of the Dibbin Hydro Electric Project

(120 MW) as well as the technical review
of the high-profile Upper Subansiri Hydro
Electric project (2000 MW), which also
involves our hydropower experts from
Australia.

In India, Entura achieved a 50 per cent
increase in sales this year. The office has
24 permanent employees whose main
focus is the hydropower sector —avery
large market in the region.

For more information on Entura, visit the
website www.entura.com.au.



Table 7: Entura projects —a sample

Project name

Client Location

Description

Solar Atlas

Victorian Victoria
Government

Enturais developing a solar atlas for
the state of Victoria, the first of its kind
in Australia. A solar atlas is a tool that
measures solar radiation in real time,
every minute of the day to assess the
capability for future construction of
solar generation sources.

The project is a partnership between
Entura, the Australian Bureau of
Meteorology and PowerCor, Victoria's
largest electricity distributor.

Dibbin Hydro
Electric Project

KSK Dibbin India
Hydro Power
Limited

The project has a total installed capacity
of 120 MW with a surface power house
and provision of generation peaking
power. The plan includes an 80-metre
high concrete dam. The scope included
review of the existing detailed project
report, tender design and detailed
design for the project.

Dam Safety

Sarawak Energy Malaysia

Advise the Ministry of Public Utilities on

two issues:

1. Dam safety before, during and
immediately afterimpoundment
to comply with international best
practice.

2. Legal and regulatory framework
and institutional setup in safety
management of dams.

Dam Safety

Hydro Tasmania Tasmania

Review of the Hydro Tasmania Dam
Safety Emergency Plan and assistance
in undertaking a successful Dam Safety
Emergency Plan test involving internal
and external parties.

Tina River
Hydropower
Feasibility Study

Ministry Mines ~ Solomon
Energy and Rural lIslands
Electrification

Investigating potential schemes
between 12 MW and 20 MW on the Tina
River, located about 20 km from Honiara
in the Solomon Islands. It includes the
possibility of replacing all or part of the
diesel-powered generation.

)
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Economic performance sustainability self-assessment scores

Score 39 3.6 3.7 3.7 4.1 -
Target 4.0 4.0 3.5 4.0 4.5 4.2

See table 5 on page 25 for a summary of key issues that influenced this year's score.

Economic performance commitments

Performance against 2009-2010 commitments

Implement the financial strategy Hydro Tasmania produced a strong profit
aimed at improving financial returns, result. Strong operating performance helped
reducing the volatility of returns and . reduce debt and improve financial strength
improving our underlying financial consistent with our financial strategy.
strategy.

Position the trading portfolio for Ongoing. CPRS has been delayed by the

CPRS and hydrological risks — federal government to 1 July 2013. Storages

RECs/NGACs trades. . have been rebuilt significantly over the last
12 months and we continue to utilise Basslink
imports to support contract commitments in
Tasmania.

Foster closer relationships with Ongoing. Currently in negotiations with a
major industrial customers and be . number of customers for long-term electricity
responsive to their requirements. price hedge arrangements.

Increase market research for Entura Ongoing. We will continue to seek feedback
clients through greater engagement. . and build strong client relationships.

Align the Bass Strait islands (BSI) Implemented. The BSI research targets and
research targets and commitment . commitments have been developed to yield a
with carbon reduction. significant carbon reduction.

Develop an approach and guide Complete —draft standard has been prepared.
for intellectual property (IP) . A working group formed to implement the
management. standard.

Return Lake Margaret Power Station . Complete — Lake Margaret Power Station
to service. (upper) was commissioned in November 2009.

Commission solar and resistor . Fully commissioned: solar commissioned
projects on King Island. April 2008; resistor in December 2009.

Commitments for 2010-2011

o Launch the new Hydro Tasmania
brand family.

« Identify and implement economically
competitive options to back our target
sales growth.

« Implement a differentiated market
strategy.

« Continue to implement a financial
strategy aimed at improving financial
returns, reducing the volatility of
returns and improving our underlying
strength.



Assets and resource use

Mission: world-class
asset and resource
management.

Hydro Tasmania’s ability to generate
electricity depends on the management
of both generation assets and water.

Our journey towards world-class asset
management continues so that we sustain
areliable supply of energy, protect the
community from any harm arising from

our operations and support other electricity
market products.

Generation assets
and safety

Management approach

Our priorities are to manage asset risks
across the portfolio that compromise
safety, duty of care and compliance, to
manage delivery chain risks across the
portfolio that compromise availability and
reliability and to establish the top 27 of

50 production lines as strong and reliable
(these 27 underpin 70 per cent of electricity
generation and revenue).

Hydro Tasmania's Asset Management
Policy applies a consistent principle of
sustainable, safe and whole-of-life cycle
management to the generation portfolio.
We are redrafting the policy to cover all
phuysical assets.

Our asset management goals are to
maximise production opportunities,
minimise whole-of-life cycle costs and
manage risks prudently. The principal tool
in presenting the generation portfolio
risks is the water-to-wire map, which
includes asset condition and performance
and safety and revenue risks. These risk
assessments are regularly reviewed

and updated.

Hydro T:

ort 2010
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The protection of employees, the public and
assets from failure of equipment related

to water transfer around dams and power
stations is a high priority. In 2009-2010 we
continued compliance testing and upgrading
primary protection assets, continued the
electrical protection system improvements
and upgraded some strategic hydraulic gates
and valves.

The management of Australia’s largest
portfolio of dams requires a specific risk
management focus to ensure public safety.
The Australian National Committee on Large
Dams (ANCOLD) provides sound guidelines
which are applied in portfolio management.
The framework to do this combines regular
inspections, the collection and analysis of
monitoring data, engineering assessments
and maintenance and upgrade works.

The completion of the $40 million
refurbishment project at Catagunya Dam
represents a significantinvestment in the
ongoing safety of our dams.

Performance

One key performance indicator for asset
management is the level of risk to which
production lines are exposed. Last year we
reported that we had five production lines
not exposed to significant risk. This was
later reassessed as six production lines.
We revised the wording of this indicator
for clarity and meaning to ‘the number of
strong and reliable production lines’ in our
generating portfolio. We met the target of
nine for 2009-2010.

A‘strong and reliable’ production line is
currently defined as one where there are no
significant unmanaged risks (defined as a
probability weighted consequence, including
lost revenue, which would exceed $500k

per year), or one that has an accepted risk
mitigation planin place. A productionline
represents individual generating units and
associated infrastructure within our overall
generating asset portfolio.

Realising the strategic goals of the business
may have animpact on the level of future
investment to progress these lines of
production as planned. However we are
continuing to undertake appropriate,
risk-based maintenance to ensure that

the generating portfolio can performat an
acceptable level of availability and reliability
while not compromising safety, duty of care
and compliance obligations.

Table 8: Number of strong and reliable
production lines

FYE 2009 2010 2011
Target 5 9 11
Actual 6 9

Note: The targets in future years are subject to ongoing
review of business objectives, priorities and risks, and are
confirmed each year in business plan updates.

Capital expenditure on generation assets

for 2009-2010 was $78.4 million.

We completed the restoration of Catagunya
Dam ahead of schedule (and received a
safety award), completed and commissioned
the refurbishment of the 8.4 MW Lake
Margaret Power Station and its woodstave
pipeline, redeveloped Lower Lake Margaret
into a 3.2 MW mini-hydro power station

and completed the modernisation of three
machines at Poatina Power Station.

Hydro Tasmania relies on a partnership-style
relationship with several suppliers to achieve
its asset improvement goals. In 2009-2010
the relationship with Alstom was further
enhanced through workshops to address
needs and capabilities into the future that
would add greater value to each business

by a deeper understanding of each other’s
goals. A combined apprentice program is just
one result of these discussions.

Emergency response

Our Dam Safety Emergency Plan (DSEP)

is designed to provide a robust framework
in which to manage any event that could
threaten the safety of one or more of our
dams. The DSEP was substantially revised
and tested this year with a realistic simulated
exercise to ensure that all the key players
understood and carried out their role as
required. Training in dam surveillance and
incident management is updated every few
years to meet the needs of our workforce.

Over the past two years, equipment,
procedures and training for power station
emergencies and evacuations have

been reviewed and improved. Continual
improvement and training has been
embedded in standard maintenance
procedures.



Energy reliability

Hydro Tasmania’s integrated hydropower
system, which consists of a total of 50
production lines on grid, means there is

flexibility within the system to meet demand.

The weighted average availability was
89.3 per cent for the year. Water storages
were consistently within the preferred
operating levels all year —that is, between
30 and 50 per cent full of energy.

The higher storage levels also meant less
demand on Basslink for 2009-2010 with a
netimport of 1056 GWh compared to the
previous year's figure of 2560 GWh.

There were four forced outages that were
relatively significant to individual power
stations, but none that caused a loss of
power supply. There was some damage

to awoodstave pipeline after a serious
bushfire at Wayatinah which also resulted

in Transend removing some transmission
lines from service. A transformerissue at
Bastyan Power Station was identified during
routine investigations, removed from service
and replaced with a spare transformer while
investigations continued. Separate incidents
on machines at Poatina Power Station
involved water seepage (from a distributor)
and a penstock pressure pulsation, both of
which were investigated and resolved.

Network services

As part of the energy supply chain, network
service providers are crucial to our success.
We have developed a good working
relationship with Transend Networks Pty
Ltd which supplies transmission services in
Tasmania. Our relationship with Basslink Pty
Ltdis less solid as a result of disagreement
about risk participation fees for the calendar
year 2009. This came about after Basslink
capacity was reduced due to extremely

high ambient temperatures in Tasmania
and Victoria during late January 2009.

Both parties are working towards resolving
the matter through commercial negotiation
in preference to using the contractual dispute
procedure inthe service agreement.

Basslink availability for the period was

96 per cent which s slightly lower than
normal due to the biennial planned outage
which occurred in October 2009 and a forced
outage that occurred in April 2010.

Major industrial customer contracting for the
first time included load participationin the
frequency control system protection scheme
that further increased the import capacity

of Basslink.
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Opening: The Tasmanian Minister for Energy and Resources, Bryan Green, with Hydro Tasmania Chairman Dr David
Crean at the official opening of the Lower Lake Margaret mini hydro

1000 GWh project

The 1000 gigawatt hour project aimed to
identify and develop an additional 1000 GWh
of capability for the Hydro Tasmania power
system inresponse to the 2007 down-rating
of inflows to the system as aresult

of drought.

In 2009-2010 the project delivered an
additional 80 GWh to schemes on the west
coast of Tasmania with two projects at

Lake Margaret. As well, we diverted water at
Red Hills so that it could also be utilised by
the Tribute Power Station on the Anthony-
Pieman scheme.

The modernisation at the Poatina Power
Station added a further 30 GWh to annual
production.

Afurther 700 GWh has beenidentified,
however the project is on hold pending the
outcome of a strategic review.
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Water resource

Storage levels for 2009-2010 were within our
preferred operating range for the year.
Starting just below the range at 27.7 per cent,
the wettest July to September on record
lifted storages to above our forecast.

The final storage position was 36.3 per cent.

30.5%
27.7%

19.1%

2006 2007 2008 2009 2010

Financial year ending 30 June

Figure 5: Storage levels

Tasmania’s regional communities have
identified Hydro Tasmania's resources as
fundamental to the future success of their
economic development. Through our Special
Water Licence, Hydro Tasmania manages
water in six major river basins. We endeavour
to work collaboratively and constructively
with the various stakeholders for mutually
beneficial use of these waters and in
mitigating environmental impacts. Read
more on our environmental managementin
the environment section starting on page 67.

This year we discussed our storage
management guidelines with the Water
Shortage Advisory Committee (WSAC),
which advises the Tasmanian Government in
its response to energy supply emergencies.
The committee indicated that it is confident
our management is prudent and appropriate
but, in the interest of good governance,
WSAC commissioned some additional
independent modelling. Early results from
this modelling confirm the storage guidelines
are appropriate. Further modelling has been
commissioned to test a range of extreme
supply contingencies.

Hydro Tasmania has obligations to supply
water for specificirrigation schemes in
the Great Lake-South Esk and Derwent
catchments. Hydro Tasmania and the
Tasmanian Government are working with
irrigators to establish water allocation caps
on the Ouse, Lawrenny and Lake rivers.
The aimis to promote better water
management, improve environmental
outcomes and help Tasmania meet the
National Water Initiative objective agreed
at the Council of Australian Governments
in 2004-2005.

Working with stakeholders in
the multiple use of water

We willingly respond to any requests for
information and have participated in working
groups and public meetings covering a

range of waterway and reservoir-related
matters. We anticipate that the stakeholder
engagement framework introduced this year
will resultina more robust and consistent
approach and greater responsiveness to

all water resource stakeholders and lead to
better relationships.

We attempt to give as much notice as we can
to stakeholders about controlled changes in
water levels due to work oninfrastructure.

As aresult of previous stakeholder feedback,
this year we have sought input from
interested stakeholders into changes to our
storage operating rules that clarify how,
when and which stakeholders we engage
with about the impact upon them inrelation
to water level changes.

Central highland lakes

Hydro Tasmania manages Great Lake,
Arthurs Lake and Woods Lake to meet a
range of potentially conflicting stakeholder
requirements. All three lakes contain several
threatened species, are under increasing
demand for irrigation use, are important

to anglers and tourists, and are part of the
network of reservoirs used as the mainstay
of Tasmania’s electricity supply. In the face
of apparently declining yields there is clearly
potential for these competing interests to
come into conflict.

In 2007 and 2008 Hydro Tasmania responded
to lakes being drawn down by implementing
alow lake level management regime based
onsocial and environmental risks at arange
of low levels, increasing the water quality
monitoring, and initiating further research
into threatened fish species.

After investigations and seeking input from
arange of stakeholders, we revised the
operating rules for Arthurs Lake and Woods
Lake in 2009-2010. The new rule will provide
increased surety of water for irrigation
demands, reduce the risk to threatened

fish species, provide certainty of access for
fishers, and minimise loss of revenue for
hydropower generation.



Ouse-Shannon Project

The Ouse-Shannon project aims to
implement a number of water reforms

and improve water managementin the
catchments. The project will also deliver
anincrease in renewable energy generation
and address a number of environmental
issues such as the water quality of the
Lagoon of Islands.

Anintegrated and holistic solution to the
problems was identified and agreed in
2008-2009 between the Tasmanian
Government, the Irrigation Development
Board, the Department of Primary Industries,
Water and Environment and Hydro
Tasmania. Tasmania's Water Infrastructure
Fund provided $1.1 million equity which
allowed Hydro Tasmania to initiate the
feasibility and design of this solutionin March
2010. The components to be undertaken

by Hydro Tasmania are estimated to cost
$36.7 million. Hydro Tasmania is seeking

a total contribution of $14.75 million

from the Commonwealth and Tasmanian
governments towards the cost.

Undefined allocations on the Ouse River are
constraining the ability of water managers
to deliver whole-of-catchment solutions to
improve energy capture and environmental
conditions. While this issue remains
unresolved it may also limit solutions and
water availability in adjacent catchments,
such as the Clyde River basin.

Lake Meadowbank

The Lake Meadowbank level was drawn
down in May 2010 for major maintenance
at the power station. The project had

been postponedin 2009 in response to
stakeholder complaints that we failed to
consider the impact on the community.
This year we applied a similar engagement
methodology being used in the lead-up to
the 2011 Poatina penstock painting project.
Feedback on the project commended our
revised approach.

Recreation

Hydro Tasmania changed its operations to
meet water levels for some special eventsin
2009-2010, including releasing water for the
Wildwater World Cup courses and raising
the level of Lake Barrington for the state and
national rowing championships.

Hydro Tasmania facilitates opportunities for
recreational activities on water and land in
collaboration with Tasmanian Government
agencies, in particular with the Parks and
Wildlife Service, Marine and Safety Tasmania
(MAST) and the Inland Fisheries Service.
Together we are working towards statewide
frameworks to manage infrastructures to

sustain multiple use and ensure public safety.

This involves consulting with recreational
stakeholder groups on projects such as the
development of the Recreational Boating
Infrastructure Plan. The plan identifies
high-use locations and where amenities
can be improved. It also provides a guide
inthe assessment of applications under
the Recreational Boating Fund which is
administered by MAST. Through the fund,

Lagoon of Islands

Hydro Tasmania provides contributions for
successful applications that are to be built
on Hydro Tasmania land.

Cloud seeding

Cloud seeding plays a small role in boosting
rainfall over hydro storages in selected
catchment areas. Hydro Tasmania has
beeninvolvedinboth operational and
experimental cloud seeding over Tasmania
and mainland Australia since 1964 and has
developed a great deal of knowledge and
expertise. The seeding program runs from
Aprilto October each year.
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Cloud seeding has been an ongoing concern
for parts of the west coast community.

As part of Hydro Tasmania’s engagement
with the community a number of measures
have been introduced to provide more
information on the program and respond
tolocal concerns. One initiative introduced
this year inresponse to concerns raised by
Queenstown residents was to stop seeding
over the King catchment. The impact of this
will be reviewed with the community at the
end of the season.

We publish cloud seeding data and
information on our website.
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Water pricing

Hydro Tasmania can allocate water to other
usersonrequest. Toimplement a new
pricing system for water we took advice on
options from an expert (Frontier Economics),
developed a methodology and presented it
tointerested stakeholders such as irrigators,
the Tasmanian Irrigation Development
Board and government agencies. Discussion
around the details of the methodology was
robust and one stakeholder disagreed with
one component while others accepted the
methodology which has been adopted.

We have endeavoured to develop a price that
is transparent, simple and that fully captures
the opportunity cost of the water. Details are
published on our website.

Waste management

Hydro Tasmania manages hazardous
substances defined by the National
Workplace Standards through the
environment and sustainability management
system. Hydro Tasmania's hazardous waste
includes concrete slurry, asbestos, chemicals,
contaminated soil, biological material, PCB,
contaminated oil and fluorescent tubes.

Non-hazardous waste and reduction actions
are not a key risk to the business. We have
reconsidered the need for a business-wide
waste management strategy and decided
that our existing business operations and the
types and volumes of waste produced are
well covered by our current approach.

Asset and resource use sustainability self-assessment scores

Score 3.5 3.5 3.8 3.8 3.8 -
Target 4.0 4.0 3.5 4.0 4.0 4.0

See table 5 for a summary of key issues that influenced this year’s score.

Assets and resource use commitments

Commence the Rowallan Dam Preparation for remedial work began around

upgrade for the dam safety program. . scope and risk. The implementation phase for
the remedial work is now expected to start in
the 2013-14 financial year.

Reach or exceed the asset Target of 9 achieved. This indicator is now
management strategy targets for ‘ described as ‘strong and reliable production
production lines not exposed to lines'. See page 40.

significant risk.

Develop consistent approach to Business-wide stakeholder engagement
stakeholder engagement and issues framework introduced — expected to result
raised for operational impact on . in a consistent approach. Storage operating

water management. rules were changed to improve interaction
with stakeholders on water level changes and

associated impacts.

Manage water storage and energy Lifted from 27.7% on 1 July 2009 to 36.3%

production to meet storage level . 2010. It was the wettest July to September

target of 29.2% of full energy. onrecord and levels were maintained within
preferred levels for the year.

Undertake a comprehensive waste No further action. Non-hazardous waste and
audit at Hobart office and implement reduction actions are not a key risk to the
strategies to minimise both business. We have reconsidered the need for

consumption and waste levels in the . abusiness-wide waste management strategy

building. and decided that our existing business
operations and the types and volumes of
waste produced remains well covered by our
current approach to maximise recycling.

Commitments for 2010-2011

« 11strongand reliable production lines in our generating portfolio.



Governance

Mission: being easy to
do business with.

Our strategy is to develop effective

systems and processes to ensure our
decision-making is transparent, ethical and
compliant with our policies and the law, and
to contribute to our customers’ experience
in performance of our mission.

Hydro Tasmania believes that good
governance is critical for creating a
sustainable organisation and one that
is easy to do business with.

Improving the governance
framework

Our governance framework, including
structure, roles and responsibilities, is
explained in detail on our website.

The Hydro Tasmania Board’s governance
oversight role is administered and
supported through the Assurance Policy
which incorporates governance, risk
management, compliance and internal
audit. The associated standards and
procedures include risk assessment and
management, compliance reporting and
auditing of social issues such as bribery
and corruption, advocacy in areas of public
policy and anti-competitive behaviour.
Regular reports are provided to the Board's
committees for Governance, Audit and
Business Risk.

Hydro Tasmania is continually improving
the solid foundation of its governance
framework.

In 2009-2010 we made improvements in
the following areas:

* Riskand compliance —ongoing
training and continued expansion of
the number of compliance and risk
champions throughout the business.
The Internal Audit team focuses its
activities on our most significant
strategic and operating risks.
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«  Compliance Plans—arisk-based
approach to develop and improve

compliance focus on our key obligations.

The breach reporting and investigation
process identifies the root causes of
compliance breaches so that we can
continue to improve business processes
and systems.

«  Projectand program governance
—implementation of a standard
whichrequires all projects touse a
standardised format and larger projects
to set up steering committees to provide
business oversight.

Board committee business—an
improved monitoring process provides
afocus on matters that are more aligned
with our strategy, while maintaining

the control and oversight of business
operations.

Emerging and strategicrisks—a
framework established to identify and
monitor these risks within our Integrated
Business Risk Management system.

We also audit their controls and report
their status.

Incident management —work to
standardise the process continued
across Hydro Tasmania and our plan

is to progressively integrate reporting
processes, including safety, compliance,
environment and risk.

«  Business Continuity Plan —development
of the overall plan continued by
incorporating the remaining individual
critical continuity plans dealing with
middle and back office functions and
property and building services. During
the HIN1 pandemic threat in the winter
of 2009 we successfullyimplemented a
Pandemic Influenza Management Plan.

Compliance

Hydro Tasmania regularly reviews its
Compliance Plans which document all
obligations of legislation, regulation and
policy. The plans are also subject to
internal audit.

There were no compliance breaches for
the year that involved fines or regulatory
discipline. All reported breaches are subject
to a systematic root cause analysis and

are suitably rectified. As part of a periodic
regulatory review, the management of our
electricity industry compliance obligations
was reviewed by an independent appraiser
approved by the Office of the Tasmanian
Economic Regulator at the end of June 2010,
with areport duein 2010-2011.

0n 29 June 2009 we received a notice

from the Australian Competition and
Consumer Commission (ACCC) requiring
Hydro Tasmania to provide documents and
information to the ACCC concerning our
energy market participation over the period
Aprilto June 2009, with particular regard
toraise contingency ancillary services.

We provided the information to the ACCC
between 3 August and 16 December 2009,
met with representatives of the ACCCin

Stakeholder meeting: Hydro Tasmania chairman Dr David Crean, centre, with Central Highlands mayor Deirdre Flint,
second left,and Hydro Tasmania directors Chloe Munro, left, Janine Healey and Stan Kalinko

December 2009 and provided further, broader information following that meeting,
on 16 March 2010. On 18 August 2010, we were advised by the ACCC that the investigation
into the matter had been closed.

Raise contingency ancillary services are also the subject of a regulatory process being
undertaken by the Tasmanian Economic Regulator, which is discussed in this report on page 33.

Governance sustainability self-assessment scores

Score 3.5 34 3.5 3.8 3.6 -
Target 3.5 4.0 3.5 3.7 3.7 3.7

See table 5 on page 25 for a summary of key issues that influenced this year’s score.

Governance commitments

Implement Hydro Tasmania’s We have combined financial and risk
governance processes and policies . systems and will continue to reduce
in Momentum, recognising cultural duplication.

differences.
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Membership

Hydro Tasmania's Board at 30 June 2010 consisted of seven directors:
the chair and five non-executive directors, all of whom are deemed
independent, and one executive director who is the Chief Executive Officer.

Dr David Crean was appointed
adirector of the Hydro-Electric
Corporationon 12 July 2004

and chairon 27 September 2004.

Dr Creanwas Treasurer of the
State of Tasmania from August
1998 to his retirement from the
position in February 2004. He was
also Minister for Employment
from July 2002 to February 2004,
Member of the Legislative Council
from 1992 to May 2004, and a
Member of the House of Assembly
between 1989 and 1992. From
1993-98 he held shadow portfolios
of State Development, Public
Sector Management, Finance

and Treasury. Prior to this he was
in private medical practice for

10 years. He holds Bachelor of
Medicine and Bachelor of Surgery
degrees from Monash University.

Roy Adair was appointed as
CEO and to the Board of Hydro
Tasmania on 21 June 2010.

Prior to his appointment he

had been Chief Executive of
Senoko Power, Singapore’s

largest electricity generator and
retailer for six years and led the
transformation of the business.

A graduate economist and
qualified accountant, he has
extensive international experience
of running electricity businessesin
merchant risk environments.

A former director with Coopers

& Lybrand, he was actively
involved in the liberalisation of
the UK electricity supply industry
fromwhere he joined PowerGen,
one of the two large UK thermal
generators. He occupied a
number of senior management
positions with PowerGen, including
Managing Director, PowerGen
Renewables, and became Chief
Executive of Yallourn Energy in

1996 following the successful
acquisition of this Australian
generation company by the
PowerGen-led consortium.

At Yallourn he figured prominently
in the early development of

the NEMin Australia and was
founding chairman of the National
Generators Forum. Prior to joining
Senoko, Roy was Chief Operating
Officer of Pacific Hydro.

A former director of the Electricity
Supply Association of Australia,

he is currently a director of Roaring
40s Renewable Energy Pty Ltd,
chairman of Momentum Energy
Pty Ltd and a director of the
Centre for Energy and Greenhouse
Technologies Pty Ltd.
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Saul Eslake was appointed to
the Hydro Tasmania Board on
17 March 2008.

Saulis Program Director
(part-time) at the Grattan
Institute as well as a consultant/
freelance economist. He was
previously Chief Economist of
Australia & New Zealand Banking
Group (ANZ) for 14 years to

July 2009. He is also chair of the
Tasmanian Arts Advisory Board,
anon-executive director of the
Australian Business Arts
Foundation and a member of
the Australian Government'’s
National Housing Supply Council.
He holds an honours degree in
Economics from the University
of Tasmania and a post-graduate
Diplomain Applied Finance and
Investment, and has completed
the Senior Executive Program at
the Columbia University Graduate
School of Business in New York.
Saulis a Senior Fellow of the
Financial Services Institute of
Australiaand a member of the
Australian Institute of Company
Directors.

Sally Farrier was appointed to the
Board on 13 December 2004.

Sally has 20 years experience

in advising governments and
corporations on industry
restructuring and privatisation,
economic regulation, and strategic
business and risk allocation issues.
Starting as a consulting engineer,
she moved to management
consulting and corporate advisory,
specialising in the utilities industry.
She is a director of Farrier Swier
Consulting, a National Water
commissioner,a member of the
Victorian Water Trust Advisory
Council,and a member of the
Victorian Western and Gippsland
Region Sustainable Water Strategy
Independent Panels. Sally has a
Bachelor of Engineering, a Masters
in Business Administration and a
Postgraduate Diplomain Applied
Finance and Investment Analysis.
She is a Fellow of the Financial
Services Institute of Australiaand a
member of the Australian Institute
of Company Directors.

Janine Healey was appointed to
the Board on 9 September 2002.

Currently a chartered accountant
with Ruddicks (Launceston,
Tasmania), Janine has wide-
ranging commercial experience,
particularly in the areas of
commercial taxation advice,
business structures, and planning
and cash flow management.

She isamember of the University
of Tasmania Council Audit and
Finance Committee (and held
aterm as chair) and treasurer

of the Launceston Chamber of
Commerce. Janineis a director

of the Inveresk Railyard
Development Authority, the
Female Factory Historic Site Ltd
and the Tasmanian Electronic
Commerce Centre Pty Ltd

and director and chair of the
Audit Committee of the Port

of Launceston Pty Ltd. Sheis a
Fellow of the Taxation Institute of
Australia and Fellow of the Institute
of Chartered Accountants.

Stan Kalinko was appointed to
the Board on 25 June 2007.

Stan has practised law for more
than 30 years, specialising in
corporate and commercial law,
including initial public offerings,
takeovers and mergers and
acquisitions with broad experience
over a number of industries.

He commenced his careerin South
Africa and for 16 years, until he
retired on 30 June 2007, was a
partner of the international law
firm Deacons (now Norton Rose).
Stanis a fellow of the Australian
Institute of Company Directors
and also serves on the boards of
FSA Group Limited, Indigenous
Community Volunteers Ltd, Seisia
Enterprises Pty Ltd and the Central
Synagogue. Previously he served
on Deacons’ Sydney board for
eight years and three years on its
national board, and was chairman
of the Sydney office for three
years. He has Bachelors of Law and
Commerce, a higher diplomain tax
and is an accredited mediator.

Chloe Munro was appointed to the
Board on 1 March 2010.

Chloe is the non-executive chair of
AquaSure, the consortium building
Victoria's desalination plant and

is also amember of the National
Water Commission. Until July 2009
she was an executive director at
Telstra, holding leadership positions
in human resources, business
operations, information technology,
public policy and communications
and customer service. Previously
Chloe servedin the Victorian public
sector between 1996 and 2004,
and held the positions of Secretary
of the Department of Natural
Resources and Environment and

of the Department of Primary
Industries. Chloe holds masters
degrees in mathematics and
philosophy from Cambridge
University and in business
administration from Westminster
University. She was awarded a
Centenary Medal for outstanding
contribution to public administration
in 2001.



Table 9: Board committee membership at 30 June 2010

Environment

Corporate and
Audit Business Risk Governance Sustainability
committee committee committee committee
Janine Healey*  DrDavidCrean*  DrDavid Crean* Stan Kalinko*
Dr David Crean Sally Farrier Stan Kalinko Sally Farrier
Sally Farrier Saul Eslake Roy Adair Chloe Munro
Saul Eslake Chloe Munro Roy Adair
Roy Adair

Resources and
Remuneration

Human

committee
Stan Kalinko*

Dr David Crean

Janine Healey

Roy Adair

*committee chair.

Table 10: Directors’ attendance at Board and committee meetings during 2009-2010

o 5§
5% | ¢ 2 g2
8 | £ | 3 22 | 3%
= o (] = =
58 E =3 Py B3y 853
E= S Wt | m®x | cgx | CEL
- B = &S E | o5E| SRE| s&E
= 'O o= = o9 — E
52 | 3 | 83E|S53E| g2 5zE
a < @ 3 | S8 | Sa8| £58
A B A B A B A B A B A B
Dr David Crean 14 13* 6 6 4 4 2 2 4 4
Michael Cavell* 6 6 1 1
Saul Eslake 14 12% 6 6 4 Bi
Sally Farrier 14 13* 6 6 4 4 3*
Vince Hawksworth** 11 11 3 3 1 1 3 3 3 3
Janine Healey 14 14 6 6 4 4
Stan Kalinko 14 14 2 2 4 4 4 4
Chloe Munro 4 4 1 1 1 1
Roy Adair 1 1 1 1 1 1
Notes:

*Michael Cavell retired as a director on 5 November 2009.

**Vince Hawksworth departed Hydro Tasmania on 16 April 2010.

A =Maximum number of meetings the director could have attended.
B = Number of meetings attended (#Ieave of absence granted).
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Hydro Tasmania’s executive team, from back row left, Andrew Catchpole, Stephen Davy, Scott Baddiley, Alan Evans,
Lance Balcombe and Camillo D’Alessandro. Front row, from left, Simon Krohn, Evangelista Albertini, Roy Adair and Pat Lennon

Executive Leadership Team

The Executive Leaderships Team is
responsible, under the stewardship of the
Chief Executive Officer, for the day-to-day
management of the business, setting
performance targets and determining
Hydro Tasmania’s strategy and direction for
endorsement by the Board. Members of the
Executive Leadership Team represent Hydro
Tasmania on the Boards and management
committees (as the case may be) of Hydro
Tasmania's subsidiaries, controlled entities
and incorporated and unincorporated joint
ventures. The specific expertise of our
executives in these positions adds a high
degree of value to the strategic governance
of these undertakings.

Business Development
General Manager, Pat Lennon:

Business Development is responsible

for new business growth, core asset
strategic assessment, delivery of

business development-related strategic
projects, and management of strategic
investments, including Roaring 40s.
Business Development also facilitates Hydro
Tasmania's research and development
program, investigates new renewable
technology opportunities, and facilitates
identification and implementation of projects
to optimise the use of Hydro Tasmania’s
water resource. Its general business model
is to collaborate with all Hydro Tasmania
business units to build project-specific,
cross-functional teams comprising the best
experience and expertise to deliver projects.
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Business Performance
General Manager, Simon Krohn:

The purpose of the Business Performance
teamis to provide excellent, effective and
quality services, systems and processes
to Hydro Tasmania that balance costs

and performance. These services will be
continually improved to enhance business
performance across the whole organisation.
The team is integrating customer-focused
strategies forinformation management,
human resource management, safety,
field environmental management and
procurement.

Communications and
External Relations

General Manager, Andrew Catchpole:

Communications and External Relations
shapes policy and stakeholder engagement
for Hydro Tasmania’s brand and profile as a
renewable energy leader through programs
forinternal and external communication,
sustainability, energy and climate change
policy, and market regulation. The team
derives its purpose from the business
strategy outcomes of renewable energy
development, long-term business success,
environmental policy and programs and
aregulatory environment that minimises
market risk.

Consulting — Entura
General Manager, Scott Baddiley:

Enturais the new name for Hydro Tasmania
Consulting. Our vision is ‘to be the leading
sustainable water and energy consultantin
our chosen markets’. Entura provides clients
in Tasmania, nationally and internationally
with water and energy solutionsin
environment and catchment management,
renewable energy and power engineering.

Corporate Governance

General Manager and Corporation
Secretary, Alan Evans:

Corporate Governance is responsible for
establishing, maintaining and operating a
best-practice governance framework and
the provision of the secretariat function to
the Corporation’s Board, Board committees
and subsidiary companies. The team
encompasses the Assurance group, which
comprises the internal audit, risk and
compliance functions formed in September
2006. The Corporate Governance team
provides surety in corporate obligations for
compliance and risk management through
the implementation of a comprehensive
enterprise risk management system, audit
and compliance programs, liaison with
management on appropriate responses and
reporting to the Board's Audit and Business
Risk committees.

Generation
General Manager, Evangelista Albertini:

Generation’s focus is to create production
opportunities through sustainable,
innovative and commercially responsible
asset management. The core functions

are to maintain, refurbish and operate the
generating assets to optimise whole-of-life
costs and performance while managing risk.
The Generation team is focused on growing
its people, being responsive to whole-of-
business requirements, understanding the
condition, performance and risks associated
with the generating asset portfolio and
developing a continuous improvement and
‘no harm’ culture.

Retail - Momentum
General Manager, Camillo D'’Alessandro:

Momentum is the customer-facing retail arm
of the Hydro Tasmania group. It is responsible
for the successful gaining, retaining, billing
and collection from the customer base.

Key accountabilities include product
development, branding and marketing of
Momentum in target markets to achieve the
desired profitable growth that supports the
overall group portfolio position.

Strategy and Finance
General Manager, Lance Balcombe:

Strategy and Finance provides independent
financial, commercial and legal advice and
analysis to assist in building the financial
strength and flexibility of Hydro Tasmania.
The team leads business strategy, risk
management, financial structuring and
project and business financing for Hydro
Tasmania’s full investment portfolio.

Trading
General Manager, Stephen Davy:

Trading’s function is to maximise the value
of Hydro Tasmania’s renewable generation
portfolio inthe NEM. The team meets the
needs of Hydro Tasmania’s customers for
energy contracts and renewable energy
products and manages water storages.
The team works with Hydro Tasmania's
network service providers, Basslink Pty Ltd
and Transend Networks Pty Ltd, to ensure
product delivery and with regulators and
the Australian Energy Market Operator to
ensure Hydro Tasmania is not disadvantaged
inthe market.



People
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Project of ficer Scott Newett
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Employees
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. Fixed Term . Fixed Term

Figure 6: Employees by employment type
and contract

Table 12: Employees by region

Tasmania 859 789 778 799 779

Others 27 28 41 61 65
886 817 819 860 844

Building capability

Hydro Tasmania supports employees’
professional and skills development
throughout their careers and assistsin
managing career endings.

Since 2008 we have been helping employees
develop and adapt to the new environment.
We aim to shift to a customer-driven, holistic
and systematic thinking culture and we are
well on the way to achieving this through our
learning programs — the Leadership Initiative,
Change Agentand Improving Service
programs. Through changing their ability

to approach and respond appropriately

to avariety of situations, participants are
helping others to adapt to the environment
by demonstrating new behaviours while
facilitating and leading, not just working in
operational activities. In 2009-2010,

62 participants commenced training in
these programs, bringing the total number
of employees participating to 143 over the
three-year life of transformation.
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We support external training and education
through funding support and with a
comprehensive study leave policy that
includes provision of paid leave.

Our apprentices and technicians continue
to develop their skills and capabilities under
our in-house, nationally accredited GenTech
training and development program.

Our Graduate Program was revamped for
2009-2010 to improve the experience of
the 41 participants, especially in the area

of personal development.

For employees who are retiring, Hydro
Tasmania provides phased-in retirement
options and employee assistance

support. For those who leave as a result of
redundancy we have in place provisions such
as outplacement services, redeployment
opportunities, retraining and severance pay.

New approach: Graduates, from left, Sarah Kube, Liam O’Neill and Adrian Ladaniwskyi with the program’s convenor Kate Hicke
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Employee engagement

Overall employee engagement measured
in the 2010 annual employee feedback
survey was 63 per cent, one per cent down
on the previous year as shown in figure 7.
This result compares very well to the
Australian high performing average of

53 per cent and average of 36 per cent.
The survey included employees in India.

Teams across the business have worked

on addressing opportunities to improve on
issues arising from the June 2009 employee
survey, whichincluded keeping knowledge
in the business before an employee leaves,
learning from the past, cooperation across
teams, sharing information and improving
key business processes. We addressed these
issues by documenting the knowledge and
processes of people about to retire who held
keyroles, and introducing activities such as
cross-skilling, providing recordings on the
intranet of presentations on key projects and
by inviting guest speakers from other parts of
the business to team meetings. We reviewed
and made changes to major business
processes during 2009-2010: the accounts
payable system and the budget process.

In the 2010 survey, employees ranked their
safe and healthy environment, promotion
of health and wellbeing, teamwork, taking
ownership of their development and
finding new and better ways of doing things
as high-performing items. Employees
continued to say that we could improve the
efficiency of our processes and learning
from the past. Employees gave a low
performance ranking to managers seeking
upward feedback, attracting and retaining
talentand performance measures. Hydro
Tasmania will address the recommendations
in the key findings report as well as training,
development and career paths during
2010-11.
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*2010includes the India office

Figure 7: Hydro Tasmania staff engagement

Enterprise Partnership
Agreements (EPA)

Award employees covered under enterprise
agreements, or EPAs, make up 76 per cent
of the workforce, or 646 employees. EPA
negotiations with management are very
important to our employees as a means to
influence conditions and provide input into
issues such as performance reviews and
measures.

The Hydro Tasmania Enterprise Partnership
Agreement 2009-2012 was agreed in
October 2009 between Hydro Tasmania
and the single bargaining unit of employee
and union representatives. Negotiations
complied with the Fair Work Act 2009 and

met or, in most items, exceeded the National

Employment Standards.

Employees had expressed concern about
how fairly the performance development

review (PDR) could be consistently and fairly

appliedto assess the new performance-
based salaries. During the reporting period
Hydro Tasmania conducted a review of the
PDR process to ensure it supported the
implementation of the new pay model.
The modified PDR process, which includes
a strengthened focus on development,
and the new pay model were successfully
implemented with the support of training
for managers in conducting effective PDR
conversations. Acommitment has been
made to review the effectiveness of the
modified PDR process by December 2010.

The Consultative Partnership Group,
consisting of union officials, employee
representatives and management, meets
regularly to discuss EPA-related matters.

Renegotiation of the Entura EPA beganin
late June 2010. The single-bargaining unit of
employee and union representatives and the
management team were focusing on refining
the current broad-band salary model.

Project manager Tim Cubit



Workforce planning

In the Hydro Tasmania EPA 2009-2012,

the business committed to making
workforce planning a priority in response to
employee concerns about future workforce
requirements, creating development
opportunities and succession planning.
The workforce planning process was being
developed during the year and will be in
place by October 2010, in line with the EPA
commitment. It will enable the organisation
toidentify future workforce requirements,
taking into account work/life balance and
will help provide career opportunities for
employees in the context of business
objectives as well as internal and external
labour trends.

In addition, the Hydro Tasmania EPA
2009-2012 included a commitment to
develop career guidelines by October

2010 to assist employees in their career
development, and this work was also under
way at 30 June.

The talent identification process was
introduced as a first step towards addressing
succession planning. A pilot talent
identification program was conducted with
24 employees taking part. At the end of the
reporting period we had not determined if it
would be continued in that form. However,
talent management will be a business key
performance indicator for the 2010-2011
financial year.
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Figure 8: Employee turnover by age group

Employee turnover
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Year
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Figure 9: Employee turnover by gender
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Entura’s Rob Furmston competing in the 2009 Freycinet Challenge
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Employee turnover
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Figure 10: Employee turnover by region
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Management approach
to labour practice and
decent work

Hydro Tasmania complies with the Fair
Work Act 2009 (Commonwealth) which
takes into account Australia’s international
labour obligations. It provides for enterprise
agreements between employees and
employers to negotiate conditions of
employment including protection from
discrimination and the right to freedom of
association. It also covers fair work practice
such as work hours, wages and equal
remuneration. Hydro Tasmania’s processes
and guidelines support legal requirements
as well as workforce planning, succession,
attracting and retaining skilled staff and
developing the capability of our people.
The human resources management system,
Aurion, tracks employee information and
includes leave, wages and training. All our
employees have mandatory biennial training
on equal employment opportunity and
diversity through an online program.

Hydro Tasmania’s OHS Commitment shows
our policy inrelation to health and safety,
and this can be found on our website.

We comply with the Workplace Health

and Safety Act 1995 (Tasmania) which
provides for the health and safety of ‘persons
employed in, engaged in or affected by
industry’ —that is employees, contractors
and the public. We track occupational
health and safety incidents, mitigations
and procedures that also include those
applying to the electricity industry and

our work sites in our safety management
system, HydroSafe. All employees and
contractors have mandatory safety training
requirements.

Our challenges are to develop a culture that
meets our aspiration to be a customer-driven
business, developing and retaining the skills
we need and instilling a safety culture that
will result in realising our vision of ‘no harm to
anyone at any time’.

The Entura India Employee Manual
ensures conditions support labour practice
and decent work in keeping with Hydro
Tasmania’s existing policies and values and
in compliance with Indian law.

Management approach
to humanrights

Hydro Tasmania complies with legal
requirements on human rights. Hydro
Tasmania’s Sustainability Code recognises
and supports human rights, and the Code of
Ethics states our support of internationally
proclaimed human rights with reference to
the Universal Declaration of Human Rights,
the OECD Guidelines for Multinational
Enterprises and the ILO Tripartite Declaration
of Principles concerning Multi-national
Enterprises and Social Policy. Our codes
guide all our policies, procedures and
systems and are published on our website.
We have formal procedures for employment,
occupational health and safety, equal
opportunity, non-discrimination, freedom

of association, collective bargaining and
complaints and grievances.

Allemployees are required to train every two
years in harassment, bullying, discrimination
and grievance procedures. We have policies
regarding bribery and corruption and for
procurement which are published on our
website. Our procurement policy states

our objective to engage with suppliers

who demonstrate sustainable practices to
minimise social and environmental impacts.

The Entura India Employee Manual ensures
conditions support human rights in keeping
with Hydro Tasmania’s existing policies and
values and in compliance with Indian law.
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Safety, health
and wellbeing

Hydro Tasmania places paramount
importance on the safety, health and
wellbeing of its employees. Our safety vision
is ‘no harm to anyone at any time'. Looking
afterabalance between work and lifestyle
isan integral part of our missiontobe a
premier employer.

Safety

We manage safety through the OHS
Commitment and by applying Hydrosafe
procedures for specific risks. We annually
evaluate health and safety risks by revising
the Safety Improvement Plan and using data
from the Incident and Quality Management
System. The joint management-worker
health and safety committees which help
monitor and advise on safety from across all
sections of the business consist of 10.7 per
cent of the workforce, 90 people in total.

The Safety Improvement Plan identifies and
keeps attention on the high priority OHS
risks. We hold workshops across the business
using arisk profiling process to identify

the priorities. We develop strategies and
action plans to address each risk and embed
mitigations into procedures. In 2009-2010 we
addressed the following issues.

Stress and fatigue: we began training our
managers in identifying and managing
fatigue and field site employees trialled a
non-obtrusive measuring device. The data
from the device gave a better understanding
of stress and fatigue during generation
machine outages which required rotations
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of long shifts to compress work into shorter
duration than would otherwise be the case.
This led to the revision and enforcement of
the reasonable hours procedure for outages
and resulted in a measurable reduction

in fatigue levels. We also reviewed the
Workplace Support Officer roles and training
and continued alcohol and other drugs
training. Next year, Hydro Tasmania will
continue fatigue research in other areas of
the business and provide more training for
managers to increase their skills to identify
and deal with workplace stress.

Emergency response: we conducted a
number of power station drills, reviewed the
actions and improved emergency response
capability. During the HIN1 influenza
pandemic threat in the winter of 2009 we
successfullyimplemented a Pandemic
Influenza Management Plan which contained
sickness absenteeism to below three per cent
for the year. Next year we intend to continue
developing our emergency response
capability.

Overseas assignments: we reviewed our
overseas travel procedure and engaged a
new provider for overseas travel advice
and monitoring service. Next year we will
conduct an emergency response exercise
for overseas personnel.

Critical procedures: we reviewed several
procedures, including diving, hot work,

job safety analysis and permit to work.

The most significant achievement was

an improvement to high-risk diving and
retraining employees involved in this work.
We expect to have reviewed all procedures
during the coming year.

Incident management: safety is included in the cross-business project to integrate our
incident management systems which has completed the revision of incident procedures.
This project will continue in 2010-2011 and also links to our work on emergency response.

Performance indicators

The safety key performance indicator is lost time injury frequency rate (LTIFR).
At 30 June 2010, the rate was 2.1, down from 2.8 in 2008-2009.

Table 13: OHS data at 30 June?®

2006 2007 2008 2009 2010
Fatalities 0 0 0 0 0
Lost time injury frequency rate* 14 4.1 3.6 2.8 21
Medical treatment injury
frequency rate® 4,5 8.4 8.9 6.6 6.0
Severity frequency rate® 29.5 17.6 38.1 60.0 21.3
Allinjury frequency rate’ 347 49.1 49.8 42.0 394
Occupational diseases —number Not reported 0 e
Contractor lost time injuries 1 1 1 1 2

The drop in severity frequency rate was notable, and the overall drop in other indicators is
attributed to the work done as a result of the year’s Safety Improvement Plan. A business-wide
training program on manual handling, ‘love your back’, focused in particular on posture for
sitting and lifting. It was well received by staff as fun and informative and helped them become
aware of changes they can make in all their work and home activities to remain fit. We believe
this and the introduction of a preferred doctors scheme had an influence on lower severity

and injury rates.

30H&S data does not comply with GRI. Itis based on the
Australian Standard 1885, except that overtime hours are
notincluded and the number of employees is calculated
on full-time equivalents (FTE) not head count. Contractor
hours are not included in the calculations as we do not
record contractor work hours.

The calculation for frequency rate is:

No. of Incidents x 1,000,000

No of hours worked

4Lost timeinjury (LTI) is an absence due to workplace
injury from a complete shift (scheduled work day)

°*Medical treatment injury (MTI) is receiving medical

attention due to workplace injury and returning to work.

Severity frequency rate is the average number of work
days lost per lost time injury per million man hours

’Allinjury frequencyrate is LTls, MTIs and first aid
treatments.

8This relates to stress.

Contractors

We believe therise in contractor lost time
injuries for 2009-2010 is a result of better
reporting. This year we spent more time
with contractors holding seminars and
discussions on safety procedures and the
importance of reporting incidents.

All contractors are trained in our health and
safety procedures. They must complete an
online workplace induction which includes
reporting obligations and safety procedures
for all of our work sites. Field site contractors
must carry an electricity industry passport
which records their training qualifications
for specific tasks and which are checked by
the site manager before they can start work.
These conditions also apply to employees.
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Members of Hydro Tasmania’s team in the inaugural Run the Bridge event held in aid of the Variety Club of Tasmania

Health and wellbeing

This year we put considerable effort into managing stress and fatigue. We believe that thisis a
contributing cause of absenteeism although we have no data to explain the increase in the rate
over the past four years — see table 14.

Participation in the Healthy Hydro program rose during the year from 54.1 per cent to

76.2 per centon 30 June. The program is integrated with other health and safety programs
and provides support for staff to manage their own health and wellbeing and encourages

a fit-for-work philosophuy. It includes professional health assessments on an individual basis as
well as presentations on topical healthissues such as stress and fatigue.

Table 14: Absenteeism

2006 2007 2008 2009 2010
Days per employee 4.92 491 5.06 5.39 6.8

Absence rate % 1.93 1.92 197 2.1 2.67 ’
b

] )
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Safety procedure: Hydro Tasmania’s Lance Balco_mbé and Simon Krohn
observe lan Brooks from Diving Marine Services during a review of diving operations
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Employee sustainability self-assessment scores

Score 3.2 3.3

33 3.6 3.6 -

Target 3.0 3.5

3.5 3.8 4.0 3.8

See table 5 on page 25 for a summary of key issues that influenced this year's score.

Employee commitments

Leverage the learning from the
leadership and change agent training
to build a culture that enables the
business to respond to customers and
external drivers.

Some progress made and will continue
into the future.

Implement the revised Safety
Improvement Plan with a focus on
improving and communicating critical
safety procedures.

Develop a business-wide talent
management strategy (key skills).

The revised Safety Improvement Plan
implemented. Improvements made to

critical safety procedures and this, with other

priorities, will continue.

Concluded - a talent management pilot
program involving 24 employees was
conducted 2009-2010.

Implement recommendations from
2006-2007 EPA remuneration model
review.

Concluded —recommendations from the

2006-2007 remuneration review in the EPA
remuneration model were incorporated into

the 2009-2012 EPA.

Implement recommendations from
gender diversity review.

No further action. As our gender balance

is typical of the electricity industry and we
comply with equal employment opportunity
legislation, our future plans do not include

specific action on gender diversity.

Commitments for 2010-2011

Continue building skills for change
and responsiveness to customers
through the development programs
(Change Agent, Leadership Initiative
and Improving Service) by providing
training to more people.

Develop a strategy that integrates

key HR processes, including

talent management, training

and development, recruitment,
remuneration, and industrial relations,
to support Hydro Tasmania in being the
premier employer of the most capable
people.

Address actions identified in the Safety
Improvement Plan for 2010-2011.



External
Stakeholders

Mission: being easy to
do business with.

Hydro Tasmania believes that stakeholders
provide our social licence to operate and
develop and that it is good business to
engage in an open and inclusive way, to
reach an understanding of mutual points
of interest and to be accountable to
stakeholders and consider their views in
our decision-making.

We identify stakeholders as those who
may be impacted by or have an impact
upon our business and its operations.
Hydro Tasmania has identified categories
of stakeholders to act as a guide when
identifying who we should consult on
projects and issues. See table 15.
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Table 15: Hydro Tasmania's stakeholders and their attributes

Staff Our staff have a broad range of interests in the business, including the value of Conversations, both formal and informal
the work they do, working conditions and employment benefits, health and Performance development reviews
safety and learning and development opportunities Team meetings
Internal publications and the intranet
Annual Employee Feedback Survey
Enterprise agreement negotiations
Customers Our customers are interested in secure, reliable and cost-effective delivery Energy trading processes, principally telephone

of products and services

Entura and Momentum'’s account managers

Entura’s biennial client satisfaction survey; Momentum'’s call centre, sales
representatives and telesales team

Websites; advertising

Business partners

Our business partners are interested in aligning with a forward-thinking business

Board meetings; project meetings
Stakeholder survey

Suppliers

Our suppliers are interested in having the opportunity to supply, being paid on

time and ongoing business

Procurement and tender processes

Supplier survey

Regular reviews of goods/services provided (if allowed for in the contract)
Sustainability conversations

Shareholder Ministers,
Government of Tasmania

Successful operation of the business, delivering a commercial return to the
people of Tasmania, responsible custodian of environment

Corporate Plan
Monthly ministerial meetings about business issues
Quarterly reporting

Government agencies

Meeting statutory requirements, impact on the Tasmanian and Australian
community and economy

Regular meetings and written communication on issues of shared interest
Stakeholder survey

Proactive advice, communication and assisting with policy development
Collaborative projects and sustainable developments

Regulators

Meeting statutory requirements

Meetings, submissions, reporting and provision of information as required

Community and special

interest groups and bodies

Water management, environmental issues
Regular, quality communication on community and social issues

Formal liaison groups; collaboration on projects
Memoranda of understanding
Stakeholder survey

Industry associations

Industry debate, discussion and policy development on issues of mutual interest

atinternational, national and local level

Formal structures of associations
Participation in conferences, forums and events

Academic and scientific
communities

Educational support and employment opportunities for graduates
Research

Collaborative research
Memoranda of understanding
Scholarships; graduate program

State and federal
parliamentarians

Impact on the Tasmanian community and economy, energy policy,
renewable energy projects

Briefing sessions and written information
GBE Scrutiny Committees
Stakeholder survey

Local Government

Land and water management, impact on the Tasmanian community

Community forums; correspondence

Local and national media

Provide information to the public and question our operations and motives

Press releases, interviews, briefings

Tasmanian community

As our ultimate owners, the Tasmanian community has a direct interest in
the successful and sustainable operation of our business, the impact of our

generation operations, and use of the land and water resources that we manage

Website
Mediareleases
Stakeholder survey




Membership of associations

Hydro Tasmania is a financial member of the
following industry bodies and associations
that represent our strategic interests.

They are valuable forums for exchange with
our industry peers on many areas of interest,
such as technical skills and knowledge,
standards, national policies and customer
issues. They also provide an industry voice
to government and the public on many
issues.

A more complete list of our industry
memberships is on our website.

Engaging with stakeholders

This year, we developed and started
implementing a business-wide stakeholder
engagement framework which will provide a
framework for engaging in a consistent way.

Most of our interaction with stakeholders

on projects for the year received a positive
response. We anticipate that the framework
will help embed continual learning and
improvements and help us with consistency.

Our work with the Australian Centre for
Corporate Social Responsibility (ACCSR)
to help us identify the issues that matter
most to our stakeholders concluded early
in the financial year. We invited all those
who responded to the ACCSR survey of
the previous year to meet and discuss our
understanding of the issues they raised
and how we could best engage with them.
Following this, a workshop for stakeholder
relationship managers considered how
we would develop an engagementplanin
2010-2011 based on this information.

In our survey of 95 stakeholders to assess
material issues for this report we included
questions on our sustainability performance.
Inresponse to ‘Hydro Tasmania actively
engages with the community and
stakeholders’, 89 per cent of the
31respondents agreed, five per cent mildly
disagreed and five per cent were unsure.
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Education

In May 2010 we ended school visits to
the Hands On Energy Discovery Centre.
These visits had been very successful

but the time was right to refocus our
limited resources onimproving the way
we communicate with our customers and
stakeholders as well as our own people.
Hydro Tasmania will continue to have a
connection with the education sector.

In June, we announced that we willbe a
foundation corporate sponsor of Greening
Australia's planned Science and Ecology
Learning Centre aimed at kindergarten
to grade 12 students to be built onland
near the Mt Nelson campus in Hobart.

Charities and sponsorship

Hydro Tasmania and our employees are
generous supporters of several charities.
This year Hydro Tasmania supported,

among others, the Cancer Council and

Camp Quality, while employees’ fundraising
activities included support for the Leukaemia
Foundation, the Salvation Army Christmas
Appeal, Movember, the Cancer Council Relay
for LIfe and the School of St Jude in Tanzania.

Hydro Tasmania sponsors events and
organisations that enhance the quality

of life for the Tasmanian community or
promote Tasmanian skills and expertise to
awider audience. Principal sponsorships in
2009-2010 were the Tasmanian Symphony
Orchestra, Greening Australia’s River
Recovery program and the Three Peaks
Race. Hydro Tasmania’s total sponsorship
amounted to $362 145. More information on
sponsorships is available on our website.

)
Computer donations: back row, frorﬁ-]ef_t, are Hydro Tasmania's
and Ted Bilstein with Stuart Clark fromthe Department o‘fE_guc
Rokeby Primary School and Hydro Tast ania’s Tony Kerstan, frg




Award winners: Business Sustainability Manager Andrew Scanlon and Sustainability Programs Manager Laravan den
Berg with the Large Business Sustainability award won at the Tasmanian Environment Protection Authority’s
2010 awards for environmental excellence

Suppliers and Partners

Hydro Tasmania is endeavouring to develop
a consistent way of dealing with suppliers.
This means relationship-building as well
asimproving systems and processes that
support procurement. We see effective
relationships with suppliers as crucial for a
sustainable business.

To improve procurement, this year we
identified eight categories of highest value
procurement. We began reviewing tender
proposals to establish greater efficiencies in
four of these categories. When these new
contracts are established, we will review the
process and proceed with the remaining
four categories.

Anissue raised during 2009-2010 by some
suppliers was that we were not always
meeting account payment terms. This
prompted an investigation which found the
payment system was difficult to use and
processes were not well defined and were
applied inconsistently. We rectified both the
system and processes and trained staff.

We expect a muchimproved payment record
early in 2010-2011. The results of this work
have already made significant improvement
to the volume of outstanding invoice
payments.
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Encouraging sustainability
in the supply chain

Last year, Hydro Tasmania implemented
two annual surveys of suppliers to assess
their satisfaction with dealing with us
andto encourage a two-way dialogue on
sustainability in the supply chain to raise
awareness among suppliersandto learn
more about being sustainable ourselves.

This year, we sent the first survey to

1532 businesses and received 248 responses.
The returns represented a good cross-
section of our supplier categories. The survey
had two components — our sustainability
performance and our performance as a
customer. Suppliers rated us with an overall
score of 80 per cent. A significant topicin
follow-up conversations where requested
was ‘what constitutes good supply chain
relationships’.

In June we invited a different set of

20 suppliers and two partners to assess their
own sustainability performance to last year.
We asked senior executives to complete

the survey and to substantiate their rating
with references to policies, procedures

and systems. The overall score from the
respondents (12 suppliers and one partner)
was between 75 and 80 per cent on all six
principles. The drop of eight per centin the
score from last year is likely to be due to
including smaller businesses which are still
building their sustainability awareness and
practices. We take this view because

in follow-up discussions there was interest

in sustainability from those who had
previously not considered this as part of their
business plans.
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Hydro Tasmania intends to repeat these two surveys next year. We believe the results
support our endeavour to encourage sustainability practices and to build and maintain good
relationships with our suppliers and partners.

Table 16: Supplier satisfaction with Hydro Tasmania

2010 2009
Result% Target% Result% Target%
Key supplier and partner satisfaction
ratings of Hydro Tasmania. 80 75 80 75
Supplier and partner sustainability
performance self-assessment rating. 77 75 85 75

Procurement value

In 2009/10, Hydro Tasmania spent $156.4 million on procuring goods and services, and

53 per cent of this amount was from local Tasmanian firms. Tasmanian firms are defined as:
businesses operating in Tasmania, which have a permanent office or presence in Tasmania and
employ Tasmanian workers. These figures exclude utility costs such as electricity, transmission
and fixed telephony.

Table 17: Procurement value at 30 June

P[] 2007 2008 2009 2010
Number of suppliers 230.0 298.0 1648.0 1703.0 1363.0
TOTAL value ($M) 198.0 130.4 190.8 207.7 156.4
Number of suppliers Tasmania 110.0 151.0 935.0 918.0 740.0
Value ($M) 65.0 82.1 79.1 93.2 83.1
% of spend* 41.5 449 53.0
Number of suppliers rest of
Australia/overseas 120.0 147.0 713.0 785.0 623.0
Value ($M) 133.0 48.3 111.7 1145 73.3
% of spend 58.5 55.1 47.0

Note: In 2006 and 2007 calculations were limited to expenditure greater than $50 000. From 2008 the calculations were
made on the total expenditure. Towards the end of 2009 gas purchases ceased for the Bell Bay Power Station as it was
decommissioned, resulting in a significant drop in total expenditure for 2010.

*This calculation complies with the GRI protocol for local expenditure.

External stakeholder sustainability self-assessment scores

Score 3.5 3.0
Target 3.0 3.5

34 33 3.6 -
3.6 3.5 3.5 3.7

See table 5 on page 25 for a summary of key issues that influenced this year’s score.

External Stakeholders commitments

Develop and implement stakeholder
engagement model across the
business.

Develop collaborative relationships

with stakeholders who share an

interest in water managementin ‘
Tasmania.

Develop a plan for recreational access
to Hydro Tasmania land and water
which reflects the strategic interests
of stakeholders.

Extend our encouragement to our
wider group of suppliers and partners .
to be sustainable in their practices.

Stakeholder framework developed and
stakeholder plan scheduled for development.

Developed and embedded in business
process. Collaborative relationships include
the Tasmanian Irrigation Development
Board, water customers, Entura clients, the
proponents of the Macquarie Settlement
pipeline and angling associations.

Complete. Resulted in the Boating
Infrastructure Plan which is now a model for
identifying future multiple-use management
and development of infrastructure required for
recreational activities.

Second annual survey complete. This is now
embedded into normal business practice.

Establish an appropriate sourcing
strategy for key categories of supply
and then develop suitable measures
to drive improvements over time.

Commitments for 2010-2011

Complete - we identified eight categories of
the highest value procurement and began
reviewing tender proposals to establish
greater efficiencies in four of these categories.

« Prepare a‘good neighbour’ plan to target 10 000 hours per annum of community

support provided by our people.

Achieve buy-in and commitment from employees to the stakeholder engagement

framework.

Develop a model to understand and strategically manage our supplier relationships
and communicate this internally and with our suppliers.
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Ecosystems and heritage

Mission: becoming
the first carbon neutral
generator in Australia.

Hydro Tasmania’s operations have the
potential to affect the ecosystems in six of
Tasmania's major water catchments which
cover 111 600 hectares of land. Our aim is
to effectively manage, protect and enhance
our environmental and heritage values.

Environment management
approach

Hydro Tasmania's Environment

Policy states our overall approach to
environmental responsibilities. We
endeavour to carefully manage natural
resources, comply with regulatory
requirements and work cooperatively with
stakeholders. See the policy on our website.

The Business Sustainability Manager is
responsible for overall management of
environmental risks for the business.
However responsibility to assess risks and
introduce mitigation measures is spread
across the business.

The environment and sustainability
management system (ESMS) helps us to
identify and manage the environmental
risks of our operations, including potential
impacts on biodiversity, heritage values and
water quality. It also allows us to monitor
and reduce waste and ensure compliance
with legal and regulatory obligations.
Hydro Tasmania is systematically replacing
PCB-contaminated transformers and

will complete this in the next two years.
Training in use of ESMS is ongoing,

as is continuous improvement of the
system itself. The ESMS was reaccredited to
1S014001 in May 2010.

We have programs that cover the
management of water, land, cultural
heritage and greenhouse gas emissions
risks and mitigations.




Hydro Tasmania Annual and Sustainability Report 2010

Impact on biodiversity

Our operations have the potential to
impact upon the biodiversity of aquatic
environments due to changes to water flow
and lake levels.

Storage operating rules that govern water
management include measures based

on monitoring and research to minimise
negative environmental impacts. Inflows
during winter and early spring of 2009 were
amongst the highest onrecord, allowing
many lakes to recover with associated
improvements in water quality.

The monitoring program for lakes is aimed at
addressing risks in the aquatic environment
and mitigating these risks where possible.
We monitored four major storages to comply
with our water licence and a further six
‘priority’ lakes which either have the highest
biodiversity value or where the impact of
our operations is potentially greater for the
environment, or for other stakeholders.

In all, Hydro Tasmania is responsible for
managing 53 lakes. Our challengeisto find a
cost-effective way to better understand the
impact on water quality and ecosystems of
more of these lakes.

Operations also affect the patterns of
migratory fish. An example of this is eels.
Between late November and mid February,
elvers (juvenile eels) come from breeding
grounds in the Coral Sea to mature in
Tasmania’s inland waters. At Meadowbank
Dam, elvers are captured and transported
up-river and into other catchments.

At Trevallyn Dam, we had installed a ladder
for migratory seasons that allows elvers to

climb into the cavity of the dam wall and up
gallery drains to a trap near the top of the
wall. From here they are now automatically
released into Lake Trevallyn upstream

of the dam. We made improvements to
the infrastructure before last season and
had no reported elver deaths since the
improvements. See the full story on

our website.

Threatened species

Over several years we have collected
extensive data in Great Lake on the impact
of fluctuating lake levels on charophyte
beds (a type of aquatic plant) which provide
critical habitat for threatened fish species
(galaxiids). In this financial year we have
continued the research on the biology of
threatened fish species in Great and Arthurs
lakes to improve our understanding of their
lifecycle requirements. The results of this
research will be applicable to several other
priority lakes where the species are found.
Using this data, we willimprove water

level management strategies to protect
and enhance these threatened galaxiid
populations. The research will be completed
by the end of the 2010-11 financial year.
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Environmental flows

Hydro Tasmania maintains environmental
flows in some rivers to support aquatic
biodiversity and to comply with our water
licence.

This year we continued the review of the
environmental flow downstream of the
Trevallyn Dam through Cataract Gorge in
Launceston. We surveyed stakeholders to
find views on values and issues associated
with the Gorge. We held a workshop to
discuss these values and issues with
stakeholders as well as potential flow options.
Following the workshop, additional scientific
studies were conducted to determine which
flow releases protect the identified values.
One of the studies examined how anincrease
in flow would affect threatened flora and
fauna species. Surveys found a total of

13 threatened flora species occur within the
Gorge, with six species located between the
current 1.5 cumecs flow level and the

3 cumecs flow level. Anincrease in flow could
mean that habitat areas increase for some
species and decrease for others. Please refer
to details on our website.

World Heritage Area
protection

Hydro Tasmania has significant assets in
the Tasmanian Wilderness World Heritage
Area (WHA). We continued to work with the
Parks and Wildlife Service (PWS), Aurora
Energy and Transend Networks during the
year to develop an agreement on how we
carry out our operations to ensure that our
management practices continue to help
minimise impacts on the environment.
This agreement recognises the well-
established assessment and management
processes of Hydro Tasmania’s ESMS.

Before Basslink was commissioned a specific
and extensive monitoring program was
putin place on the Gordon River as it was
expected that the Gordon Power Station
would be operated differently from the past.
Negative impacts were expected on erosion,
riparian vegetation and aquatic biodiversity.
Mitigations were introduced in anticipation—
an environmental flow to address river fauna
and aramp-down rule to address sudden
changes in level that would cause erosion
through seepage. Results show anincrease
in the numbers of macroinvertebrates in

the river indicating that the environmental
flow has been beneficial. Additional work is
required on the ramp-down rule to reduce
the seepage effect. Information on the
Gordon River Basslink monitoring program,
including detailed environmental annual
reports on the Gordon River and a three-year
report on trends, is available on our website.

Environmental Incidents

Hydro Tasmania had no major environmental
incidents during 2009-2010, meaning that
noincidents resulted in fines or regulatory
discipline.

However, there were 31 environmental
incidents involving breaches of Hydro
Tasmania procedures. One met our rating
of severity 3 meaning there was a moderate
impact. The incident occurred in October
2009 when vegetation clearance around
aHydro Tasmania helicopter landing pad,
used to gain access to aremote Basslink
monitoring site, exceeded that specifiedin
the project plan for the work. The cleared
vegetation caused a visual impactina
sensitive area at Mt Fincham on the Franklin
River and the PWS was notified by a rafter.
We responded rapidly to ameliorate the
site and collaborated closely with PWS

to meet its expectations. This resulted

in significant process improvements for
planning vegetation clearance. We have
also incorporated greater consideration

of stakeholder requirements and more
structured assessments of WHA and
National Parks values into our environmental
assessment processes.
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Vegetation

Hydro Tasmania's vegetation management
primarily consists of maintenance around
operational assets such as power stations,
switch yards, canals and access roads.

We also share the management of invasive
vegetation and disease hygiene across our
operational footprint in Tasmania with other
land management stakeholders such as
government agencies, local councils and
not-for-profit environmental organisations.
Hydro Tasmania is working with these bodies
to establish statewide protocols for hygiene
practices to manage land and water weeds
and diseases. These will provide a consistent
management approach for Hydro Tasmania
contractors. In June 2010, Hydro Tasmania
initiated the development of an awareness
program for vegetation contractors about
weed and disease protocols. A training
program will be implemented in August
2010 and Hydro Tasmania is among several
stakeholders who have committed to its
rollout.

Our partnership with Greening Australia
hasimproved environmental values in the
Derwent catchment and will continue to do
so over the next 12 months. Together we will
also develop nature conservation plans for
areas in the central highlands adjacent to
Arthurs and Great lakes.

Environmental expenditure

In 2009-2010, Hydro Tasmania spent

$5.6 million on the environment of

which $302 000 was on waste removal

and rehabilitation and the balance on
environmental management and prevention.
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Heritage

Hydro Tasmania is custodian of significant
cultural heritage sites for the hydropower
industry. The two heritage power stations
at Lake Margaret on the west coast near
Queenstown are prime examples.

In redeveloping the site we considered its
heritage value as a high priority.

It was important to the west coast
community that we replace the woodstave
pipeline to the upper power station.

We were able to do that cost effectively.

It was completed last financial year and
now delivers water to the refurbished upper
power station which was recommissioned
in October 2009. Sections of the original
woodstave pipeline have been preserved
onsite. A walking track from the hilltop

to the dam was also restored and visitors
can admire the beautiful and rugged west
coast terrain along with the new woodstave
pipeline from a number of viewing platforms.

During 2009-2010, the lower power station
building was also extended to accommodate
anew turbine. The extension was designed
to match the detailing of the existing building
and a new visitor gallery provides a view of
the original generating equipment which has
been leftinits original place.

Hydro Tasmania has also been working with
the West Coast Council and community
groups to explore options for tourism
developments for the upper power station
and the village. A feasibility study for private
tourism options will be conducted by the
Department of Economic Developmentin
2010-2011.

Carbon status

Emissions intensity provides a measure to

compare emissions of electricity generators.

Hydro Tasmania's emissions intensity
includes all scope 1, 2 and 3 emissions
and total generation, shownin table 18.
The reduction this year is predominantly
due to the closure of our only gas-fired
power stationin the previous reporting
period.

Table 18: Emissions intensity at 30 June

Emissions intensity

Year tCO.-e/GWh
2006 38.0
2007 68.6
2008 85.3
2009 43.0
2010 35
Emissions

In 2009-2010, Hydro Tasmania was
responsible for 29 419 tonnes of carbon
dioxide equivalent (tCO,-e) emissions.
Slightly less than half of these emissions
were indirect scope 2 emissions from grid-
purchased electricity. Scope 1 emissions
from generation on the Bass Straitislands,
vehicle fleet use and sulphur hexafluoride
(SF6) release made up 43 per cent. The rest
were indirect Scope 3 emissions from other
sources such as commercial flights and
staff commuting. The breakdown of total
emissions into scope 1, 2 and 3 is shown in
figure 11 and emissions by source for
2009-2010 are shownin figure 12.
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Figure 11: Total emissions by tCO,-e
of scope1,2and3

The reduction of annual emissions reflects
the decreasing use of gas generation
—seefigure 13.
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Figure 13: Annual emission by tCO,-e
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Figure 12: Total emissions by source at
30 June 2010 for scopes 1,2 and 3

Climate change

Climate change has significant implications
for Hydro Tasmania. In the long term,
changes expected to water inflows may
adversely affect electricity generation.

In the short and medium terms our
renewable energy generation may provide
opportunities to assist efforts to reduce
national carbon emissions.

Climate Futures

Hydro Tasmania s a partner in the three-year
Climate Futures for Tasmania project being
undertaken by ACE-CRC, due to be completed
in December 2010. The project models data
to 2100 at a local scale for Tasmania.

Using this data, Hydro Tasmania's
hydrological models are estimating
inflow into our catchments up to 2100.
This information will be used to manage
risks to long-term storage yields and
associated environmental impacts.



Climate change
response strategy

In 2007, we established a climate change
response strategy with the aim to be

Australia’s first carbon neutral generator
by 2012. The strategy has four elements:

« advocate for a favourable climate
change legislative and regulatory
framework

« develop additional renewable energy

« develop products and services to help
customers meet their climate change
mitigation obligations

« reduce our own carbon footprint.

This year we reviewed our carbon neutral aim
because of various factors that have changed
since 2007. The delay in the introduction

of an emissions trading scheme has had a
negative impact on developing renewable
energy and products for climate change
mitigation. Energy and emissions reporting
requirements, the regulatory environment
and public perception of carbon neutrality
have changed which may influence whether
the aim is appropriate.

As part of our review we sought help to verify
our data, assess our reporting processes and
assess the scope and boundary of our carbon
neutral aim. Hydro Tasmania recognises that
the aspiration to achieve carbon neutrality
may need to be re-evaluated in the near
future.

For now, Hydro Tasmania remains committed
to the strategy and to ensuring a credible

and genuine climate change response by
reducing our carbon footprint, acting on

energy efficiency opportunities and meeting
offset commitments. We will continue to
report our progress and periodically review
our commitments. We will also continue to
advocate for a favourable climate change
legislative framework.

Advocacy

During 2009-2010, Hydro Tasmania played
an active role in key public policy
developments and advocacy, in particular
relating to climate change and renewable
energy. Thisincluded the design and
implementation of enhancements to

the Australian Government’s 20 per cent
Renewable Energy Target (RET) by 2020
and the debate surrounding the need for

a design of an emissions trading scheme.
We undertook comprehensive analysis of
these policies and associated government
programs and advocated our views
accordingly. This included advocacy through
key energy sector industry associations,
seeking support for policies which best
supported the increased development,
deployment and use of renewable energy in
Australia. We also participated in the ongoing
refinement of the national energy and
greenhouse gas reporting requirements, the
development of energy efficiency policy and
reviews of electricity market, network and
investment regulation throughout the year.

Reducing our footprint

Inthe three areas where we can make a
difference to our emissions — the Bass Strait
islands, vehicles, buildings and facilities —
Hydro Tasmania continues to pursue energy
efficiencies and emission reductions.

Bass Strait islands

The Bass Straitislands were the biggest
source of emissions for Hydro Tasmania
this year, accounting for 36 per cent of
emissions. This is in the context that the
diesel generators produce 0.2 per cent of
Hydro Tasmania's total energy production.
This year we continued the five-year program
to deploy renewable energy, storage and
enabling technologies and biodiesel fuel to
replace the high reliance on mineral diesel.
King Island is to benefit from an Australian
Government grant under the Renewable
Energy Demonstration Program that is
expected to deliver a significant reduction
intheisland’s greenhouse gas emissions.

Buildings and facilities

Several projects were scoped and
implemented in the Hobart office this

year, such as installing Ajenti meters to
accurately monitor water consumption

and installing carbon dioxide sensorsin the
air-conditioning. We continued to change to
more energy-efficient lighting.

Vehicle fleet

This year we engaged staff in discussions on
reducing fuel use and encouraging greater
ownership and accountability towards
vehicle maintenance, safety and fuel
consumption. There has been a downward
trend in fleet fuel consumption over the
past four years, principally from changes

to the fleet composition. Hydro Tasmania
received the Australasian Fleet Managers
Association’s Fleet Environment Award
2009 which recognised our achievements in
reducing emissions from vehicular fuel use.
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Purchasing offsets

Hydro Tasmania confirmed the emissions
resulting from staff commercial travel and
Entura’s operations and undertook an
assessment of carbon offsets that meet our
stringent offset policy. We aim to purchase
offsets that are real, additional, verifiable
and permanent and which are not counted
towards any greenhouse gas emission
reduction caps specified in mandatory
renewable energy targets.

Due diligence was completed and

2526 tonnes of offsets were purchased by
30 June 2010 that meet offset commitments
for 2007-2009 financial years, outlined in
table 19.

Table 19: Offsets purchased 2009-2010

Year ending Offset Offset
30 June Commitment Quantity
Commercial
business
2008 flights 452tC0,-e
Commercial
business
flights 7741C0,-e
Entura
2009 operations* 1182tC0O,-e
Commercial
business
flights 925tC0,-e
Entura
2010 operations*™™  1713tCO,-e

*2009 Entura emissions include: electricity, vehicle fleet,
hire cars, shuttle bus, Cambridge staff commuting and
aircraft hire.

**2010 Entura emissions include all of the 2009 items as
well as waste and paper.
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Ecosystems and heritage sustainability self-assessment scores

Score 3.5 34 3.4 3.5 3.8 -
Target 3.5 35 3.8 4.0 3.8 4.0

See table 5 on page 25 for a summary of key issues that influenced this year's score.

Ecosystems and heritage commitments

Performance against 2009-2010 commitments

Improve ESMS and integrate more Ongoing. Systems integration improved
with safety system. through the alignment of assessment and
‘ planning processes such as Job Hazard
Analysis, training and strategic environmental
assessment and planning and review through
the Executive Leadership Team.

Undertake the Basslink monitoring Completed. Published on our website.
three-year review process for

Gordon River.

Start purchasing offsets for Hydro Due diligence was completed and offsets were

Tasmania Consulting (Entura) . purchased by 30 June 2010 that meet offset

operations. commitments for 2008-2009 financial year,
1182 tCO,-e were purchased.

10% reduction in energy use was achieved.
The target was not met due to planned
energy reduction projects not going ahead
on the Bass Strait islands and in buildings
and facilities.

Reduce energy use by 22%
from 2005-2006 base.

Draft of protocol complete. Awaiting legislative
change to World Heritage Area Management
Plan to enable agreement to be signed.

Finalise protocol for asset
maintenance in WHA, adding
additional requirements for 2009-10.

Areporting process has been initiated to
assess trends in environmental health,
focusing on water quality.

Revise the aquatic environment
monitoring program to include an
assessment of environmental health
and to improve reporting.

Initiate the Lagoon of Islands
Rehabilitation Plan.

Rehabilitation of Lagoon of Islands is part
of the Ouse/Shannon-Clyde River Project
that is waiting for approval and funding.

Review the carbon neutral
commitment, boundaries, baseline,
scope and targets.

Complete — a continual review process is to
be embedded as normal business operation.

Opportunities were scoped and implemented
(refer to Reducing our footprint).

Pursue energy efficiency
opportunities.

Complete — an external review assured our
preparedness for NGERS.

Improve internal processes
for NGERS compliance.

Commitments for 2010-2011

« Evaluate the development of a new and more efficient ramp-down rule for the
Gordon River.

« Initiate the Mersey-Forth water management review.

« Establish a systematic, rotational environmental monitoring and assessment
program for Hydro Tasmania’s priority lakes.

« Define and develop measures to track improvements in energy efficiency.



Financial report






STATEMENT OF COMPREHENSIVE INCOME

BALANCE SHEET

CASH FLOW STATEMENT

STATEMENT OF CHANGES IN EQUITY

11 DETAILS OF REPORTING ENTITY

1.2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
2. REVENUE AND EXPENSES

3. MOVEMENTS IN FAIR VALUE GAINS/LOSSES
4. INCOME TAX EQUIVALENT

5. NOTE TO THE CASH FLOW STATEMENT

6. RECEIVABLES

7. INVESTMENTS

8. INVENTORIES

9. PROPERTY, PLANT AND EQUIPMENT

10. OTHER FINANCIAL ASSETS

11 GOODWILL

12. PAYABLES

13. INTEREST-BEARING LIABILITIES

14. PROVISIONS

15. OTHER FINANCIAL LIABILITIES

16. RBF PROVISION

17. FINANCIAL INSTRUMENTS DISCLOSURES
18. COMMITMENTS FOR EXPENDITURE

19. CONTINGENT LIABILITIES AND ASSETS
20. AUDITOR'S REMUNERATION

21. KEY MANAGEMENT PERSONNEL COMPENSATION
22. RELATED PARTY INFORMATION

23. EVENTS SUBSEQUENT TO BALANCE DATE
24, GOVERNMENT GRANTS

25. CONTROLLED ENTITIES

26. INTERESTS IN JOINT VENTURES

27. JOINT VENTURE OPERATIONS

28. INCORPORATED JOINT VENTURES

DIVIDEND

74
75
76
77
78
78
85
86
87
90
91
91
91
92
95
96
96
97
98
99

101

104

115

116

116

116

117

118

118

119

120

121

122

124

":- ' 2,

ﬂydro Iqs nh‘:nu'al ar{% SustalnabJIrtI

"“'H!"

y Report 2020,




Hydro Tasmania Annual and Sustainability Report 2010

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 30 JUNE 2010

CONSOLIDATED PARENT

2010 2009

$'000 $’000
Revenue 2(a) 726,933 625,737 619,877 535,451
Operating expenses 2(b) 567,666 498,348 451,212 397,357
Finance costs 2(c) 80,337 86,684 80,337 86,674
Share of loss of joint venture entities 28 6,044 2,092
Total expenses 654,047 587,124 531,549 484,031
Profit (loss) before fair value movements and share of profit
of joint venture from asset sale 72,886 38,613 88,328 51,420
Movements in fair value 2(d) 259,194 372,563 259,772 380,867
Share of profit of joint venture from asset sale - 6,715 - -
Profit before income tax equivalent expense 332,080 417,891 348,100 432,287
Income tax equivalent expense 4(a) 95,646 126,685 101,578 131,422
Profit after tax for the year attributable to owners of the parent 236,434 291,206 246,522 300,865

Other comprehensive income

Foreign currency translation gain/(loss) 95 (87) - -
Fair value gain on cash flow hedges taken to equity 1,660 (22,327) 1,659 (22,327)
Actuarial (losses) on RBF provision (24,302) (4,446) (24,302) (4,446)
Income tax relating to components of other comprehensive income 6,793 8,033 6,793 8,033
Other comprehensive income (15,754) (18,827) (15,850) (18,740)
Total comprehensive income attributable to the owners of the parent 220,680 272,379 230,672 282,125

The Statement of Comprehensive Income is to be read in conjunction with the notes to and forming part of the Financial Report included on pages 78 to 125.
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BALANCE SHEET AS AT 30 JUNE 2010

CONSOLIDATED PARENT
2010 2009
$'000 $'000

Current assets

Cash and cash equivalents 2,791 4,315 1,533 595

Receivables 6 82,657 154,356 68,583 143,634

Investments 7(a) 247 26,247 - 25,690

Inventories 8 57,168 51,869 55,684 51,864

Tax refund receivable 4(c) - 16,948 - 16,948

Other financial assets 10(a) 119,159 165,951 120,754 182,825
Total current assets 262,022 419,686 246,554 421,556
Non-current assets

Investments 7(b) 121,790 122,826 190,278 187,928

Property, plant and equipment 9 4,161,631 4,146,346 4,158,532 4,143,481

Other financial assets 10(b) 537,368 476,245 536,940 475,881

Goodwill 11 47,796 47,796 - -
Total non-current assets 4,868,585 4,793,213 4,885,750 4,807,290
TOTAL ASSETS 5,130,607 5,212,899 5,132,304 5,228,846
Current liabilities

Payables 12 69,935 170,785 61,311 162,467

Interest-bearing liabilities 13(a) 206,835 146,241 206,835 146,241

Provisions 14(a) 36,017 71,175 27,470 70,094

Provision for income tax 4(c) 11,392 - 11,392 -

Other financial liabilities 15(a) 150,142 152,916 150,012 154,657
Total current liabilities 474,321 541,117 457,020 533,459
Non-current liabilities

Interest-bearing liabilities 13(a) 666,029 794,994 666,029 794,994

Deferred tax liabilities 4(d) 737,707 677,681 741,317 691,296

Provisions 14(b) 327444 295,195 315,727 289,837

Other financial liabilities 15(b) 1,043,176 1,238,430 1,043,176 1,236,665
Total non-current liabilities 2,774,356 3,006,300 2,766,249 3,012,792
TOTAL LIABILITIES 3,248,677 3,547,417 3,223,269 3,546,251
NET ASSETS 1,881,930 1,665,482 1,909,035 1,682,595
EQUITY

Contributed equity 271,100 270,000 271,100 270,000

Reserves (7,965) (9,720) (7,981) (9,640)

Retained earnings 1,618,795 1,405,202 1,645,916 1,422,235
TOTAL EQUITY 1,881,930 1,665,482 1,909,035 1,682,595

The Balance Sheet is to be read in conjunction with the notes to and forming part of the Financial Report included on pages 78 to 125.
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CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2010

CONSOLIDATED

2010

2009

PARENT

CASH FLOWS FROM OPERATING ACTIVITIES
Inflows:
Receipts from customers
Operating grants and subsidies received
Interest received

Outflows:
Payments to suppliers and employees
Interest paid
Government guarantee fee
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Inflows:
Proceeds from sale of property, plant and equipment
Proceeds from loan to associate
Proceeds from financial derivatives
Loan to subsidiaries

Outflows:

Investmentin joint venture

Loans to subsidiaries

Business acquisition

Payments for property, plant and equipment
NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Inflows:
Proceeds from Tascorp loans
Equity contribution received
Cash balances aquired in business acquisition

Outflows:
Repayments of Tascorp loans
Repayment of shareholder loans of acquired business
Repayment of finance lease
Dividend paid
NET CASH USED IN FINANCING ACTIVITIES

NET DECREASE IN CASH
CASH AT BEGINNING OF THE YEAR
CASH AT END OF THE YEAR

$'000

$'000

788,460 491,430 684,777 392,966
7,450 8,530 7,450 8,530
652 4,252 563 4,224
(555,463) (394,779) (449,490) (292,518)
(58,103) (61,113) (57,885) (61,780)
(4,954 (4,477) (4,954) (4,477)
5(b) 178,042 43,843 180,461 46,945
859 15,659 859 15,659
800 1,026 800 1,026
476 10,838 476 10,838
= 5,155 =
(5,000) (10,000) (5,000) (10,000)
- = (500) (5,000)
(34,500) (17,763) (39,500) (17,763)
(94,748) (78,032) (94,050) (78,454)
(132,113) (78,272) (131,760) (83,694)
101,300 101,300
1,100 = 1,100
g 7,037 =
(170,000) (30,000) (170,000) (30,000)
- (5,165) - -
(521) (183) (521) (183)
(5,332 = (5,332 5
(73,453) (28,311) (73,453) (30,183)
(27,524) (62,740) (24,752) (66,932)
30,562 93,302 26,285 93,217
5() 3,038 30,562 1,533 26,285

The Cash Flow Statement is to be read in conjunction with the notes to and forming part of the Financial Report included on pages 78 to 125.
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 30 JUNE 2010
CONSOLIDATED PARENT

2010 2009
$'000 $'000

CONTRIBUTED EQUITY

Balance at the beginning of the year 270,000 270,000 270,000 270,000
Equity contributions from the State of Tasmania” 1,100 - 1,100 -
Balance at the end of the year 271,100 270,000 271,100 270,000
RESERVES
Derivative revaluation reserve 1.2(j), 1.2(r)
Balance at the beginning of the year (9,640) 12,687 (9,640) 12,687
Forward exchange contracts (26) (89) (27) (89)
Interest rate swaps 1,686 (22,238) 1,686 (22,238)
Balance at the end of the year (7,980) (9,640) (7,981) (9,640)
Foreign currency translation reserve
Balance at the beginning of the year (80) 7 -
Foreign currency translation 95 (87) -
Balance at the end of the year 15 (80) -
RETAINED EARNINGS
Balance at the beginning of the year 1,405,202 1,113,746 1,422,235 1,117,789
Net profit for the year 236,434 291,206 246,522 300,865
Dividend paid (5,332) - (5,332) -
Deferred income tax benefit recognised directly in equity 4(b) 6,793 8,033 6,793 8,033
Actuarial loss on RBF defined benefit plan 16 (24,302) (4,446) (24,302) (4,446)
Pre-acquisition retained losses of business acquired - (3,337) - -
Other - - - 6)
Balance at the end of the year 1,618,795 1,405,202 1,645,916 1,422,235
TOTAL EQUITY 1,881,930 1,665,482 1,909,035 1,682,595

"The $1.1 million equity contribution was received in relation to water infrastructure funding.

The Statement of Changes in Equity is to be read in conjunction with the notes to and forming part of the Financial Report included on pages 78 to 125.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

1.1 DETAILS OF REPORTING ENTITY

The financial statements and notes thereto
relate to Hydro-Electric Corporation

(the Corporation), which is a Tasmanian
Government Business Enterprise and

a consolidated reporting entity.

The Corporation was established as the
Hydro-Electric Commission by the
Hydro-Electric Commission Act 1944,

and was incorporated by the Hydro-Electric
Corporation Act 1995. The Corporation
trades using the business name Hydro
Tasmania.

The Corporation’s Australian Business

Numberis 48 072 377 158. Its principal
place of business is 4 Elizabeth Street,

Hobart, Tasmania.

The Corporation owns 64 major dams and
28 operating hydro power stations, supplies
electricity to Bass Strait islands via diesel
and wind power generation and operates a
consulting business. The Corporation owns
aretail electricity company, Momentum
Energy Pty Ltd, trading in the Victorian,
NSW, ACT and South Australian regions.

At 30 June 2010 the Corporation had 914
full-time equivalent employees (FTEs)
including 7 directors (2009: 873 FTEs).

The Corporation holds Australian Financial
Services Licence number 279796 and
Momentum Energy Pty Ltd holds licence
number 253085. These licences authorise
the Corporation to carry on a financial
services business in accordance with the
licence conditions.

The financial report for the year ended
30 June 2010 was adopted by the directors
on 12 August 2010.

1.2 SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The accounting policies which have been
adopted in the preparation of these financial
statements have been consistently applied
by each entity in the consolidated group.

(a) Basis of preparation

The financial report is a general purpose
financial report prepared on an accrual basis
under the historical cost convention except
for derivative financial assets and liabilities,
inventory of environmental energy products
and generation assets which are carried at
fair value.

The carrying values of recognised assets and
liabilities that are hedged are adjusted to
record changes in the fair value attributable
to the risks that are being hedged.

The financial report is prepared in
accordance with:

» Hydro-Electric Corporation Act 1995;

« Government Business Enterprises Act
1995 (GBE Act) and related Treasurer’s
Instructions;

« Australian Accounting Standards and
interpretations;

o Otherauthoritative pronouncements of
the professional accounting bodies; and

« Financial disclosure requirements of the

Corporations Act 2001, where applicable to

the operations of the Corporation and its
subsidiaries, and other requirements
of the law.

(b) Statement of compliance

The financial report is compliant with Australian Accounting Standards including the Australian

equivalents to International Financial Reporting Standards (AIFRS).

In complying with AIFRS the Corporation is ensuring that the consolidated financial
statements and accompanying notes are also compliant with International Financial
Reporting Standards (IFRS).

The following Australian Accounting Standards are applicable to the Corporation and have
recently been issued oramended but as they are not yet effective the Corporation has chosen
not to adopt them for the year ended 30 June 2010:

AASB Affected Nature of Change to Reporting Application
Amendment Standard Accounting Policy periods date for the
commencing Corporation
on or after
AASB9 Financial New standard partially replacing 1 January 30June 2014
Instruments AASB 139 Financial Instruments 2013
Recognition and Measurement
—accounting policy under
review
AASB 124 Related Party Simplification of the definition 1 January 30June 2012
Disclosures of arelated party —accounting 2011
policy under review
AASB 2009-5 Further Changes for presentation, 1 January 30June 2011
Amendments recognition or measurement 2010
to Australian purposes —minimal effect of
Accounting accounting policies expected
Standards arising
from the Annual
Improvements
Project
AASB 2009-14 Amendments Amendments to remove 1 January 30June 2012
to Australian unintended consequence 2011
Interpretation— arising from treatment of
Prepaymentsofa  prepaymentswhere thereisa
Minimum Funding ~ minimum funding requirement
Requirement —nochange to accounting
policy
AASB 1053 Application of New standard introducing Tier1 1 July 2009 1July 2013

Tiers of Australian
Accounting
Standards

and Tier 2 disclosures —minimal
effect of accounting policies
expected
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

(c) Principles of consolidation

The consolidated financial reportincludes
the Corporation, being the parent entity,
and its controlled entities.

The financial report includes the information
and results of each controlled entity

from the date on which the Corporation
obtained control and until such time as the
Corporation ceased to control the entity.
The financial reports of subsidiaries are
prepared for the same reporting period as
the Corporation.

In preparing the consolidated financial
report, the effects of all transactions
between entities in the group have been
eliminated.

(d) Significant accounting judgements

In the process of applying the Corporation'’s
accounting policies, management has made
the following judgements, apart from those
involving estimates, which have a significant
effect on the amount recognised in the
financial report.

Fairvalue of generation assets

Note 1.2(m) describes the judgement
process adopted to estimate the recoverable
amount of property, plant and equipment
when an indication of impairment exists or
when a previous indicator of impairment has
reversed. Note 9 describes the judgement
process adopted in assessing fair value of
generation assets.

Financial liabilities and financial assets

Notes 1.2 (j) and (r) describe the valuation
methods applied to the Corporation’s
financial liabilities and financial assets which
include judgements about market conditions
and activity.

(e) Significant accounting estimates and
assumptions

The Retirement Benefits Fund provision
detailed in note 16 has been assessed by
the State Actuary and various actuarial
assumptions have been applied to arrive at
the carrying value reported.

(f) Receivables

Current trade receivables include amounts
receivable on 30 day terms from Australian
Energy Market Operator (AEMO) for
electricity sales and amounts receivable on
30to 90 day terms for consulting services.
They also include amounts receivable

on terms varying from 14 to 90 days for
retail sales of electricity. Receivables are
recognised and carried at the invoiced
amount less an allowance for impairment.
Such an allowance is only recognised when
there is objective evidence that the debt
isimpaired. Any bad debts are written off
as an expense or against the provision for
impairment.

Alltrade receivables are non-interest bearing
except for consulting receivables which,

if past due, are charged interestin
accordance with the contract.

Non-current receivables are recognised
and carried at amortised cost. Amortisation
of receivables is calculated using the
effective interest method. Any allowance
forimpairment is deducted from the
carrying value.

Prior to extending credit to new consulting
clients and retail customers, credit checks
are undertaken by referencing external
credit reports and contacting credit referees.
Additional risks are reviewed in relation to
new international clients.

(g) Inventories

Inventory of environmental energy products
(EEPs) is carried at fair value. Fair value
represents prices under forward sales
contracts and, to the extent that inventory is
not covered by forward contracts, spot prices
at balance date. Inventory of generated
renewable energy certificates is recognised
once the yearis past and the certification
process has been completed. This is a change
in accounting treatment from 1 July 2009.
Inventory at 30 June 2009 is stated at the
lower of cost and net realisable value and
includes only registered renewable energy
certificates.

Other inventories are carried at the lower of
cost and net realisable value.

Net realisable value is the estimated selling
price in the ordinary course of business
less the estimated costs necessary to
make the sale.

(h) Cash and cash equivalents

Cash and cash equivalents reported in the
Balance Sheet and Cash Flow Statement
comprises cash on hand and in banks and
short-term deposits. Short-term deposits
have an original maturity of three months
or less, are readily convertible to known
amounts of cash and are subject to an
insignificant risk of change in value.

(i) Property, plant and equipment

The Corporation carries its generation assets
at fair value. The basis for the fair value
calculationis described in note 9.

The Corporation’s other assets are carried
at cost less accumulated depreciation and
impairment.

The remaining useful life of property, plant
and equipment and the residual value at the
end of the useful life are reviewed annually.

Depreciation of property, plant and
equipment, other thanland, is based on
remaining useful life using the straight-line
method. Useful lives applicable to each class
are as follows:

2010 2009

Generation 3-150years 3-150years
Auxiliary 3-50years 3-50years
Motor Vehicles 4—33years 4-33years
Minor Assets  1-10years 1-10uyears
Buildings 5-50years 5-50uyears

Property, plant and equipment is written

off upon disposal or when there are no
future economic benefits expected fromiits
continued use. Any gain or loss is reported in
the Statement of Comprehensive Income.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

(j) Other financial assets

Financial assets in the scope of AASB 139
Financial Instruments: Recognition and
Measurement are classified as held-to-
maturity investments, loans and receivables,
at fair value through profit or loss or available
for sale investments. When financial

assets areinitially recognised they are
measured at fair value. Directly attributable
transaction costs are included in the carrying
value of investments classified as held to
maturity. The Corporation determines the
classification of its financial assets after initial
recognition and, where appropriate,
re-evaluates this designation at each
financial year end. All routine purchases

and sales of financial assets are recognised
on the trade date being the date that the
Corporation commits to purchase the assets.

o Held-to-maturity investments

Non-derivative financial assets with fixed

or determinable payments and fixed
maturity are classified as held-to-maturity
investments when the Corporation has

the intention and ability to hold them to
maturity. Investments intended to be held
for an undefined period are not included

in this classification. Investments that are
intended to be held to maturity are measured
at amortised cost. This cost is computed

as the amount initially recognised minus
principal repayments plus or minus the
cumulative amortisation of any difference
between the initially recognised amount and
the maturity amount, calculated using the
effective interest method. This calculation
includes all fees and margins paid or received
between parties to the contract that are an
integral part of the effective interest rate, all

transaction costs and all other premiums
and discounts. For investments carried

at amortised cost, gains and losses

are recognised in the Statement of
Comprehensive Income when the
investments are derecognised or impaired,
as well as through the amortisation process.

« Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not quoted in an active
market. Such assets are carried at amortised
cost using the effective interest method.
Gains and losses are recognised in the
Statement of Comprehensive Income when
the loans and receivables are derecognised
orimpaired, as well as through the
amortisation process.

« At fair value through profit or loss

Financial assets are classified as being at
fair value through profit or loss where the
financial asset has been acquired principally
forresale in the near future, is part of an
identified portfolio of financial instruments
that the Corporation manages together,
has arecent actual pattern of trading and

is a derivative that is not designated and
effective as a hedging instrument.

(k) Goodwill

Goodwill represents the excess of the cost of
the acquisition over the net fair value of the
identifiable assets, liabilities and contingent
liabilities of the subsidiary. Goodwill

is measured at cost less accumulated
impairment losses. Refer note 1.2(m).

(1) Research and Development

Research expenditure is expensed when
incurred. Expenditure incurred during the
development phase of an internal project is
recognised as an asset only when all of the
following criteria are met:

« technical feasibility demonstrates
the asset to be available for use or
sale currently or after completion of
development;

« thereisanintention, and the ability, to use
or sell the asset upon completion;

« generation of probable future economic
benefits can be demonstrated;

« adequate technical, financial and other
resources are available to develop the
asset to a state where it can be used or
sold; and

« expenditure incurred in the development
phase can be reliably measured and
attributed to the asset.

Following initial recognition of development
expenditure, the asset is valued in
accordance with note 1.2(i).

(m) Asset impairment

At each reporting date the Corporation
assesses whether there is an indication
that an asset may be impaired. If any such
indication exists the Corporation makes

an estimate of the asset’s recoverable
amount. For goodwill that has indefinite life
the recoverable amount is estimated each
year. An asset’s recoverable amount is the
higher of its fair value less costs to selland
its value in use. Value in use is determined
for eachindividual asset, unless the asset
does not generate cashinflows that are
largely independent of those from other
assets or groups of assets. In such cases
the asset is tested for impairment as part
of the cash generating unit (CGU) to which
it belongs. Goodwill acquired in a business
combination, for the purpose of impairment
testing, is allocated to the CGUs that are
expected to benefit from the synergies of the
combination.

When the carrying amount of an asset or
CGU exceeds its recoverable amount, the
asset or CGU is considered impaired and

is written down to its recoverable amount.
Impairment losses are allocated first to
reduce the carrying amount of any goodwill
allocated to the CGU and then to reduce the
carrying amount of the other assetsin the
CGU on a prorata basis. The Corporation
classifies all its hydro generating assets as
one CGU.

In assessing value in use, the estimated
future cash flows are discounted to their
present value using the pre-tax nominal
weighted average cost of capital rate that
reflects current market assessment of the
time value of money and the expected life of
the asset.
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An assessment is also made at each
reporting date as to whether there is any
indication that the cause of previously
recognised impairment losses may no
longer exist or have decreased. A previously
recognised impairment loss is only reversed
if there has been a change in the estimates
used to determine the asset’s recoverable
amount since the last impairment loss was
recognised. If that is the case the carrying
amount of the asset is increased to its
recoverable amount and a gain is recognised
in the Statement of Comprehensive Income.
The impairment reversal cannot resultin

a carrying amount exceeding the amount
that would have been determined, net

of depreciation or amortisation, had no
impairment loss been recognised for the
assetin prior years. Animpairmentlossin
respect of goodwill is not reversed.

(n) Payables

Alltrade payables and accrued expenses
are unsecured and non-interest bearing, are
normally settled within supplier credit terms
and are carried at the invoiced amount.

(o) Provisions

A provision is recognised when there is a legal
or constructive obligation as a result of a past
event, it is probable that a future sacrifice of
economic benefits will be required to settle
the obligation and a reliable estimate can be
made of the obligation.

Provisions relating to a liability that is
expected to be settled more than 12 months
after the balance date are discounted using
a pre-tax rate that reflects the risks of the
underlying liability.

An onerous contract is considered to exist
when the Corporation is party to a contract
under which the unavoidable cost of
meeting contractual obligations exceeds
the economic benefits to be received. Net
obligations arising under onerous contracts
are recognised as a provision.

(p) Employee benefits
» Wages, salaries and annual leave

Liabilities for wages, salaries and annual leave
are recognised as the present obligations
resulting from employees’ services provided
tothe reporting date. These liabilities include
related on-costs and are expected to be
settled within 12 months. Accordingly they
are undiscounted and based on wage and
salary rates that the Corporation expects to
apply at the time of settlement.

For 2010, the on-costs attributable to the
annual leave provision were $0.8 million
(2009: $0.9 million). Sick leave is non-
accumulating and is recognised as an
expense when the leave is taken.

e Longservice leave

The provision for long service leave
represents the present value of the expected
future cash payments for entitlements
earned through employees’ services
provided to reporting date.

The provision is calculated using expected
future increases in wage and salary rates
including related on-costs and the expected
rate of utilisation based on historical patterns
and is discounted using Commonwealth
Bond rates at reporting date. The provision

is segregated into current and non-current
portions based on expected utilisation of
entitlements in the next 12 months.

For 2010, the on-costs attributable to the
long service leave provision were $1.2 million
(2009: $1.0 million).

« Defined benefit plan

The Retirement Benefits Fund (RBF) is a
defined benefit plan funded by employee
and employer contributions. Employee
contributions to the fund are transferred
toindependent RBF administrators while
employer obligations are raised as a
provision. The defined benefit planis closed
to new members.

Aninterest charge, calculated by the
application of market-related interest rates, is
added to this provision each year after advice
from the State Actuary. Thisis reported in the
Statement of Comprehensive Income as part
of finance costs.

« Defined contribution plans

Contributions to defined contribution
superannuation plans are made as directed
by the employee and are expensed when
the employee has rendered service entitling
them to the contribution.

(q) Taxation
« Income tax equivalent

Under the Government Business Enterprises
Act 1995 the Corporation is required to

pay anincome tax equivalent to the State

of Tasmania as if it were a company under
Commonwealth income tax laws. As a result
the Corporation applies tax effect accounting
principles prescribed in AASB 112 Income
Taxes.

Current tax assets and liabilities for the
current and prior periods are measured at the
amount expected to be paid or recovered.
The tax rates and tax laws used to compute
the amount are those that are enacted or
substantively enacted by the balance

sheet date.

Subject to the condition noted below,
deferred income tax assets and liabilities

are recorded for all temporary differences at
balance date between the tax bases of assets
and liabilities and their carrying amounts for
financial reporting purposes.

Deferred tax assets are recognised to the
extent that it is probable that sufficient
taxable income will be available against
which deductible temporary differences can
be utilised. However, deferred tax assets and
liabilities are not recognised if the temporary
differences giving rise to them arise from

the initial recognition of assets and liabilities
which affect neither taxable income nor
accounting profit.
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Deferred tax liabilities are recognised for
taxable temporary differences associated
with investments in subsidiaries and
interestin joint ventures except where the
Corporationis able to control the reversal of
the temporary differences and it is probable
that the temporary differences will not
reverse in the foreseeable future.

Income taxes relating to items recognised
directly in equity are recognised as other

comprehensive income or expense in the
Statement of Comprehensive Income.

Deferred tax assets and deferred tax
liabilities are offset only if a legally
enforceable right of set-off exists and they
relate to the same taxable entity and the
same taxation authority.

« Tax consolidation

Income tax legislation allows groups,
comprising a parent entity and its Australian
wholly-owned entities, to elect to consolidate
and be treated as a single entity forincome
tax purposes.

The Corporation and its wholly-owned
Australian resident subsidiaries have
consolidated for tax purposes under this
legislation and have elected to be taxed as
asingle entity. The head entity within the
tax consolidation group is Hydro-Electric
Corporation.

Tax sharing agreements between the
Corporation as head entity and its
subsidiaries define the liability for tax of
each member of the group and the process
by which members can exit the group.

As aresult of these agreements amounts
equivalent to the deferred tax assets and
liabilities are disclosed by each subsidiary at
30 June 2010 as intercompany loan balances

as if the subsidiary were a stand-alone
tax entity.

Each of the entities in the tax consolidated
group has agreed to make a tax equivalent
payment to the head entity based on that
entity’s tax payable on a stand-alone basis.
Such amounts are reflected as amounts
receivable or payable to other entities in the
tax consolidated group.

¢ Other taxes

Revenues, expenses, assets and liabilities are
recognised net of the amount of goods and
services tax (GST) except:

« Whenthe GST incurred on a purchase of
goods or services is not recoverable from
the taxation authority, in which case the
GST is recognised as part of the cost of
acquisition of the asset or as part of the
expense item as applicable; and

* Receivables and payables, which are
stated with the amount of GST included.

Cash flows are included in the Cash Flow
Statement on a gross basis. The GST
component of cash flows arising from
investing and financing activities, which is
recoverable from, or payable to, the taxation
authority, is classified as operating cash flow.

Commitments and contingencies are
disclosed net of the amount of GST
recoverable from, or payable to, the taxation
authority.

(r) Other financial liabilities

Financial liabilities include trade payables,
interest-bearing liabilities and derivative
financial instruments such as energy
contracts, credit swaps, interest rate swaps,
forward foreign exchange contracts and the
Basslink contracts.

The Corporation enters into derivative
financial instruments to manage financial
exposure to electricity prices, exchange rates
and interest rates.

Derivatives are initially recognised at fair
value on the date the Corporation becomes
party to a contract. At subsequent reporting
dates the fair value is remeasured and

any gain or loss (with the exception of

cash flow hedges qualifying for hedge
accounting) is recognised in the Statement
of Comprehensive Income.

The Corporation designates certain
derivatives as effective hedges to allow
hedge accounting rules to be applied.
Ahedge is effective if it demonstrates
changes in fair value or cash flows that offset
those attributable to the hedged risk over
the designated hedging period. At inception
of a hedge relationship the Corporation
formally designates and documents the
hedge relationship to which the Corporation
wishes to apply hedge accounting and the
alignment of the hedge to the Corporation’s
risk management objectives and strategies.
The documentation includes identification
of the hedging instrument, the hedged item
or transaction, the nature of the risk being
hedged and how the Corporation will assess
the hedging instrument’s effectiveness

in offsetting the exposure to changesin

the hedged item’s fair values or cash flows
attributable to the hedged risk.

Such hedges are assessed on an ongoing
basis to determine that they have been
highly effective throughout the financial
reporting periods for which they were
designated.

Cash flow hedges are hedges of the
Corporation’s exposure to variability in

cash flows attributable to a particular risk
associated with arecognised asset or liability
or a highly probable forecast transaction
that could affect profit or loss. The effective
portion of the gain or loss on the hedging
instrument is recognised directly in equity,
while the ineffective portion is recognised as
a gain or loss from current year operations in
the Statement of Comprehensive Income.

Amounts taken to equity are transferred to
the Statement of Comprehensive Income
when the hedged transaction affects profit
orloss, such as when hedged income or
expenses are recognised or when a forecast
transaction occurs. When the hedged item
is the cost of a non-financial asset or liability,
the amounts taken to equity are transferred
to the initial carrying amount of the non-
financial asset or liability.

If the forecast transaction is no longer
expected to occur,amounts previously
recognised in equity are recognised as gains
or losses from current year operationsin
the Statement of Comprehensive Income.

If the hedging instrument expires or is sold,
terminated or exercised without replacement
or rollover, or if its designation as a hedge

is revoked, amounts previously recognised
in equity remain in equity until the forecast
transaction occurs.
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(s) Leases

The determination of whetheran
arrangement is or contains a lease is based
on the substance of the arrangement and
requires an assessment of whether the
fulfilment of the arrangement is dependent
on the use of a specific asset and the
arrangement conveys a right to use

the asset.

« Corporation as alessee

When the Corporation assumes substantially
all the risks and rewards of ownership under
aleaseitis classified as a finance lease.

Upon initial recognition the leased asset is
measured at the lower of its fair value and
the present value of the minimum lease
payments. Subsequent to initial recognition,
the asset is accounted for in accordance

with the accounting policy applicable to

the class of asset to which it is assigned.
Lease payments under a finance lease are
apportioned between the finance expense
and the reduction of the outstanding liability.

Other leases are operating leases. Payments
under operating leases are recognised as an
expense in the Statement of Comprehensive
Income on a straight-line basis over the lease
term. Lease incentives are recognised in the
Statement of Comprehensive Income as an
integral part of the total lease expense.

o Corporation as alessor

Leases in which the Corporation retains
substantially all the risks and benefits of
ownership of the leased asset are classified
as operating leases. Initial direct costs
incurred in negotiating an operating lease
are added to the carrying amount of the
leased asset.

(t) Borrowing expenses

Borrowing costs associated with the raising
of loans are expensed when incurred except
those borrowing costs directly attributable to
an asset. Borrowing costs attributable to an
asset are included in the capital cost of

the asset.

(u) Interest-bearing liabilities

Loans are recognised initially at the fair value
of the consideration received. Subsequent
to initial recognition loans are measured at
amortised cost using the effective interest
method.

(v) Foreign currency

The consolidated statements of the
Corporation are presented in the functional
currency which is Australian dollars.

All foreign currency transactions are brought
to account using the spot exchange rate

in effect at the date of the transaction.
Foreign currency amounts at balance date
are translated to Australian dollars using the
exchange rate in effect at that date.

Foreign currency transactions that are
hedged are accounted for as detailed in note
1.2(j) or 1.2(r).

Exchange variances resulting from the
translation of balances of foreign subsidiaries
are recognised in the foreign currency
translation reserve in equity.

All other exchange differences in the

consolidated financial report are reported as
gains or losses from current year operations
in the Statement of Comprehensive Income.

(w) Joint ventures

Ajointventure is a contractual arrangement
whereby two or more parties undertake an
economic activity which is subject to joint
control.

Interests in incorporated joint venture
entities are reported in the consolidated
financial report using the equity method and
in the parent entity financial report using
the cost method. If the carrying amount of
aninvestmentin ajoint venture is zero, the
Corporation’s share of aloss by the joint
venture is reported as a loss against the
current year operations in the Statement
of Comprehensive Income and accrued

as a provision for later offset against any
investments.

Unincorporated joint ventures which operate
jointly controlled assets are accounted for

by recognising the Corporation’s share of
the venture's assets, liabilities, revenues and
expenses.

(x) Business Acquisitions

Acquisitions of subsidiaries and businesses
are accounted for using the purchase
method. The cost of the business
combination is measured as the aggregate
of the fair values of net assets at acquisition,
plus any costs directly attributable to the
business combination. The acquiree’s
identifiable assets, liabilities and contingent
liabilities are recognised at their fair values at
the acquisition date.

(y) Contributed Equity

Contributed equity from the State of
Tasmaniais recorded when received.

(z) Government grants

Government grants are recognised as
revenue when there is reasonable assurance
that the Corporation is able to meet the
qualifying conditions.

Where a grant is received as compensation
for certain expenditure, the grantis
recognised as revenue in the Statement

of Comprehensive Income on a basis that
matches the timing of the expenditure.
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(aa) Revenue recognition

Revenue is recognised when the amount
can be measured reliably, it is probable that
the economic benefits associated with the
transaction will flow to the Corporation,
control over any goods and the associated
risks and rewards of ownership have flowed
to the buyer and any costs associated with
the transaction can be reliably measured.

o Electricity sales

Revenue from generated electricity is earned
from the Australian Energy Market Operator
(AEMO) at market price and is recognised at
the time the electricity is provided. Revenue
from sale of retail electricity is earned at
contract prices and is recognised at the
time of delivery to the customer. Retail
electricity sold is purchased from AEMO at
market price. Exposure to fluctuations in
market price is managed through the use of
derivative contracts executed principally in
the Tasmanian and Victorian regions.

The realised gain or loss on settlement of
these contracts against market price is
included in electricity revenue or cost of
electricity as applicable.

« Environmental energy products

Revenue from sale of environmental energy
products is recognised at the time of
settlement.

« Consulting services

Consulting revenue is recognised on the
basis of work completed and with regard to
the contractual agreements that exist with
the client.

¢ Interestincome

Revenue is recognised as interest accrues
using the effective interest method. This is
based on the amortised cost of a financial
assetand the allocation of the interest
income over the relevant period using the
effective interest rate. The effective interest
rate is the rate that exactly discounts
estimated future cash receipts through the
expected life of the financial asset to the net
carrying amount of the financial asset.

« Dividends

Revenue is recognised when the
Corporation’s right to receive the payment
is established.

+ Rental revenue

Rental income from land and buildings is
recognised on a straight-line basis over the
term of the lease.

(ab) Rounding

Amounts in the Financial Report have been
rounded to the nearest thousand dollars,
unless otherwise stated.

(ac) Comparative figures

Where necessary, the comparative figures
for the previous year have been reclassified
to facilitate comparison with the current year.
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2. REVENUE AND EXPENSES

(a) Revenue
Sale of goods and services
Other

(b) Operating expenses

Direct operating expenses
Labour

Depreciation

Other operating expenses

(c) Finance costs
Loaninterest

Government guarantee fee
RBF interest

Other finance costs

(d) Movements in fair value gains/(losses)
Energy price derivatives

Treasury derivatives

Basslink financial asset and liabilities
Impairment reversal on generation assets
Provision for demolition

Gain on inventory revaluation

Gain on provision for business acquisition

16

14

CONSOLIDATED PARENT
2010 2009
$'000 $'000
717,246 609,241 610,286 518,985
9,687 16,496 9,591 16,466
726,933 625,737 619,877 535,451
319,018 262,518 221,019 182,745
100,763 88,822 95,453 84,388
77,681 73,766 77,382 73,468
70,204 73,242 57,358 56,756
567,666 498,348 451,212 397,357
54,242 60,503 54,242 60,493
4,954 4,477 4,954 4,477
20,718 21,280 20,718 21,280
423 424 423 424
80,337 86,684 80,337 86,674
232,207 173,790 227,530 181,567
21 ®) 21 )
15,599 12,377 15,599 12,377
- 186,925 186,925
(12,905) (527) -
16,622 16,622
7,650 - - -
259,194 372,563 259,772 380,867
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3. MOVEMENTS IN FAIR VALUE
GAINS/LOSSES

Changes in the fair value of financial assets
and liabilities described below are presented
as gains or losses through the Statement of
Comprehensive Income and are calculated
based on the present value of projected
cash flows. None of the adjustments reflect
cash flow transactions during the year. In the
case of those financial liabilities valued using
published forward prices, while fair value
represents an estimate of the cost of closing
out the obligations at year end, the intention
of the Corporationis to let the obligations
run their course and deliver the associated
financial benefits.

Energy price derivatives

The Corporation trades in energy price
derivatives principally in the Victorian and
Tasmanian regions of the National Electricity
Market (NEM) as a means of securing the
value of future electricity revenue or the cost
of future electricity to be delivered under
retail contracts. In accordance with AASB
139 Financial Instruments: Recognition

and Measurement financial derivatives are
recorded at their fair value. Movement in

fair value is recorded as a gain or loss in the
Statement of Comprehensive Income as
detailed in note 2(d).

Victorian electricity contracts are valued
using published forward energy prices.
The Corporation has developed a model
to calculate the fair value of the Tasmanian
electricity contracts. Details of the
methodology adopted are provided
innote 17.

Basslink financial asset and liabilities

The financial asset and liabilities associated
with the Basslink agreements are recorded
at fair value in accordance with AASB 139.
The restatement of the net financial liability
to fair value at 30 June 2010 has resulted

in a gain being recorded in the Statement
of Comprehensive Income (note 2(d)).
Note 17(b) details the methodology used
to calculate the fair value of the Basslink
financial asset and liabilities.

Impairment reversal on generation assets

Conditions causing previous impairment
losses improved in 2009 resulting in reversal
of the remaining available impairment
provision. Note 9 details the impairment
reversal gain recognised in the Statement of
Comprehensive Income.

Provision for demolition

The Corporation has an obligation to
demolish the Bell Bay plant and, within
prescribed limits, remediate the site.
Accounting standards require an estimate
of this cost to be recognised when the
obligation arises and the cost can be
reliably determined. A provision had been
recognised in the 2009 financial report.
Since that time the prospects for sale of the
plant have diminished, some remediation
work is planned to be conducted at an earlier
date and the overall expected cost of the
work has increased. The provision has been
increased resulting in an expense in the
current year.

Gain on revaluation of inventory

As aresult of the increased level of trading
in environmental energy products (EEPs)
inventory of EEPs is now carried at fair value.
The impact of this change in carrying value
has been disclosed as a gain through the
Statement of Comprehensive Income.

Gain on provision for acquisition

A provision was raised in the 2009 financial
report for the estimated cost to purchase the
remaining 49% of the shares of Momentum
Energy Pty Ltd. The purchase was intended
at that time to occur by August 2011. The
purchase of the remaining shares took place
in September 2009 for a consideration less
than provided. This has been disclosed

as a gain through the Statement of
Comprehensive Income.



Hydro Tasmania Annual and Sustainability Report 2010

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
4. INCOME TAX EQUIVALENT

CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Income tax expense reported in Statement of Comprehensive Income
Currentincome tax liability 28,827 13,195 34,878 16,533

Adjustments in respect of income tax of prior years (456)
Income tax expense in relation to foreign operations - 5 - 5
Deferred income tax expense arising from origination and reversal of temporary differences 66,819 113,485 66,700 115,340
Income tax expense recognised in the Statement of Comprehensive Income 95,646 126,685 101,578 131,422
Areconciliation between income tax expense and accounting profit before income tax multiplied
by the Group’s income tax rate is as follows:
Accounting profit before income tax 332,080 417,891 348,100 432,287
Income tax expense calculated at 30% 99,624 125,367 104,430 129,686
Adjustment in respect of income tax of previous years (1,628) - (488) (456)
Income tax expense in relation to foreign operations - 5 - 5
Expenditure not allowable for income tax purposes 40 221 26 196
Deferred tax balances associated with investment in subsidiaries and joint ventures - 1,378 - 2,277
Research and development concession (225) (150) (225) (150)
General business tax break (2,165) (136) (2,165) (136)
Income tax expense recognised in the Statement of Comprehensive Income 95,646 126,685 101,578 131,422
(b) Income tax benefit/(expense) recognised directly in equity
Revaluation of effective hedges (498) 6,699 (498) 6,699
Actuarial assessment of RBF provision 7,291 1,334 7,291 1,334
Income tax benefit/(expense) recognised in equity 6,793 8,033 6,793 8,033
(c) Current tax assets and liabilities
Current tax assets:
Income tax receivable - 16,948 - 16,948

16,948 - 16,948
Current tax liabilities:
Income tax payable 11,392 - 11,392

11,392 - 11,392

(d) Deferred tax balances
Deferred tax assets comprise:
Deductible temporary differences 414,126 480,638 407,766 470,511
Deferred tax liabilities comprise:
Assessable temporary differences 1,151,833 1,158,319 1,149,083 1,161,807

Net deferred tax liabilities 737,707 677,681 741,317 691,296
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4. INCOME TAX EQUIVALENT (continued)

The tax effect of taxable and deductible temporary differences arises from the following:
2010 CONSOLIDATED

Opening balance Chargedtolncome Charged to Equity Adjustments Closing balance
$'000 $'000 $'000 $'000 $'000

Deferred tax liabilities:

Property, plant and equipment 1,011,414 (3,234) - - 1,008,180
Financial assets 133,827 (8,793) 498 125,532
Other 13,078 5,043 - 18,121
1,158,319 (6,984) 498 1,151,833

Deferred tax assets:
Provisions for employee entitlements 95,611 355 7,291 103,257
Basslink and other financial liabilities 319,588 (2,716) 316,872
Electricity derivatives 52,860 (69,536) (16,676)
Provision for demolition 1,607 4,416 6,023
Tax losses 9,485 (6,322) 3,163
Other 1,487 - - 1,487
480,638 (73,803) 7,291 414,126
Net deferred tax liabilities 677,681 66,819 (6,793) 737,707

Opening balance
$'000

Charged to Income

$'000

2010 PARENT
Charged to Equity

$'000

Adjustments

$'000

Closing balance

$'000

Deferred tax liabilities:

Property, plant and equipment 1,016,591 (5,753) - (2,697) 1,008,141
Financial assets 133,827 (8,793) 498 - 125,532
Other 11,389 4,465 - (444) 15,410
1,161,807 (10,081) 498 (3,141) 1,149,083

Deferred tax assets:
Provisions for employee entitlements 95,537 (3,499) 7,291 1) 99,328
Basslink and other financial liabilities 319,587 (2,716) 316,871
Electricity derivatives 51,457 (68,133) (16,676)
Provision for demolition - 4,416 - 4,416
Tax losses 2,739 (6,322) 6,746 3,163
Other 1,191 (527) - - 664
470,511 (76,781) 7,291 6,745 407,766
Net deferred tax liabilities 691,296 66,700 (6,793) (9,886) 741,317
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4.INCOME TAX EQUIVALENT (continued)
2009 CONSOLIDATED

Opening balance Chargedtolncome Charged to Equity Adjustments Closing balance
$'000 $'000 $'000 $'000 $'000

Deferred tax liabilities:

Property, plant and equipment 995,007 16,407 - 1,011,414
Financial assets 125,849 14,677 (6,699) - 133,827
Other 9,448 1,372 - 2,258 13,078
1,130,304 32,456 (6,699) 2,258 1,158,319

Deferred tax assets:
Provisions for employee entitlements 95,702 (1,472) 1,334 47 95,611
Basslink and other financial liabilities 320,480 (892) - - 319,588
Electricity derivatives 133,211 (78,731) - (1,620) 52,860
Provision for demolition 1,449 158 - - 1,607
Tax losses 19,359 (12,017) - 2,143 9,485
Other 1,070 107 - 310 1,487
571,271 (92,847) 1,334 880 480,638
Net deferred tax liabilities 559,033 125,303 (8,033) 1,378 677,681

2009 PARENT

Opening balance Chargedtolncome Charged to Equity Adjustments Closing balance
$'000 $'000 $'000 $'000 $'000

Deferred tax liabilities:

Property, plant and equipment 1,000,272 16,319 - 1,016,591
Financial assets 125,849 14,677 (6,699) 133,827
Other 9,891 1,498 - 11,389
1,136,012 32,494 (6,699) 1,161,807

Deferred tax assets:
Provisions for employee entitlements 95,702 (1,499) 1,334 95,537
Basslink and other financial liabilities 320,479 (892) - 319,587
Electricity derivatives 133,211 (81,754) 51,457
Tax losses 15,934 (13,195) 2,739
Other 1,072 119 - 1,191
566,398 (97,221) 1,334 470,511
Net deferred tax liabilities 569,614 129,715 (8,033) 691,296

All deferred tax balances relate to continuing operations. The Group has no unrecognised tax losses arising in Australia for offset against future taxable profits.

At 30 June 2010, there is no recognised or unrecognised deferred income tax liability (2009: nil) for taxes that would be payable on the unremitted earnings of certain of the Group'’s subsidiaries or
joint ventures. The Group has no liability for additional taxation should such amounts be remitted.
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5.NOTE TO THE CASH FLOW STATEMENT
CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Cash Reconciliation

For the purposes of the Cash Flow Statement, cash includes cash on hand and in banks and short-term
money market investments net of outstanding bank overdrafts. Cash at the end of the reporting period
as shown in the Cash Flow Statement is reconciled to the related items in the Balance Sheet as follows:

Cash 2,791 4,315 1,533 595
Money market investments 247 26,247 - 25,690
3,038 30,562 1,533 26,285
(b) Reconciliation of net cash provided by operating activities to net profit for the year
Profit after income tax equivalent expense 236,434 291,206 246,522 300,865
Adjusted for non-cash items of income and expense:
Depreciation of property, plant and equipment 77,681 73,766 77,382 73,468
Impairment reversal on generation assets - (186,925) - (186,925)
Loss on derecognition of property, plant and equipment 1,708 1,283 1,668 1,283
Gain on business acquisition (7,650) - - -
Change in fair value of inventories (16,622) - (16,622) -
Change in fair value of energy derivatives (232,207) (173,790) (227,530) (181,567)
Change in fair value of treasury derivatives (21) 2 (21) 2
Change in fair value of Basslink financial instruments (15,599) (12,377) (15,599) (12,377)
Provision for demolition 12,905 527 - -
Equity accounted share of joint venture (profit)/ loss 6,044 (3,273) - -
Income tax expense 95,646 126,685 101,578 131,422
Cash from operating profit before changes in working capital 158,319 117,104 167,378 126,171
(Increase)/decrease in receivables 71,699 (94,359) 75,051 (90,771)
(Increase)/decrease in inventories 11,323 (33,451) 12,801 (33,448)
(Decrease)/increase in other financial assets and liabilities 34,236 (51,280) 26,662 (55,514)
(Decrease)/increase in payables (101,153) 106,752 (99,876) 105,215
(Decrease)/increase in provisions 3,618 (4,439) (1,555) (4,708)
Working capital acquired through business acquisition - 3,516

NET CASH PROVIDED BY OPERATING ACTIVITIES 178,042 43,843 180,461 46,945
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6. RECEIVABLES

CONSOLIDATED PARENT

2010 2009

$'000 $'000
Trade receivables 83,537 155,284 68,583 143,634
Provision forimpairment 880 928 = =
82,657 154,356 68,583 143,634

Ageing of past due trade receivables:

60-90 days 489 762 193 718
Over 90 days 1,883 967 517 457
2,372 1,729 710 1,175

The amount past due trade receivables is predominantly attributable to consulting services clients and retail customers. A provision forimpairment has been recorded following assessment of the
credit quality of the clients or customers with overdue accounts. This provision represents those accounts considered to be wholly or partially non-recoverable. The Corporation expensed $1.0m of

bad debts during the year (2009: $0.9m). The Corporation does not hold any security over the balances past due.

7.INVESTMENTS

CONSOLIDATED PARENT

2010 2009

$'000 $'000
(a) Current investments
Money market investments 247 26,247 - 25,690
(b) Non-current investments
Investment in joint ventures 28 121,774 122,810 132,998 127,998
Investment in associates 16 16 16 16
Investment in subsidiaries 25 - - 57,264 59,914

121,790 122,826 190,278 187,928

8.INVENTORIES

CONSOLIDATED PARENT
2010 2009
$'000 $'000
Maintenance stores 2,689 1,095 1,205 1,085
Environmental energy products 54,479 50,774 54,479 50,779
57,168 51,869 55,684 51,864
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

9. PROPERTY, PLANT AND
EQUIPMENT

Asset valuation

The generation class of assets is carried at
fair value. The fair value calculation is based
on aninternally generated Tasmanian energy
price curve derived from the published three-
year Victorian energy price curve. These
prices are determined by market assessment
of the many variables that may influence
future prices including impending regulation
and legislation. Projected revenue over the
next three years also reflects the agreement
signed subsequent to year end for pricing

of non-contestable load with Aurora Energy
Pty Ltd. Price projections beyond the period
of the published curves are based on the
long-run marginal cost of new generation.
The price curve has been validated by
comparison to other published price trend
predictions in the National Electricity Market
(NEM). The long term price assumptions
include a conservative uplift in the energy
price through introduction of a carbon
pollution reduction scheme. The valuation
also includes projected revenue under the
existing large-scale mandatory renewable
energy target until 2030.

The other principal inputs to the fair value of
generation assets are forecast generation
capacity and total energy demand.

The Corporation meets forecast contractual
obligations from hydro generation or

by purchasing energy from the market.
Opportunities for export of generation over
Basslink will also be taken into account.

The volume of energy generated from hydro
assets is principally determined by actual
and forecast water storage positions.

These are in turn affected by the expected
annual inflows to water storages from rainfall
over catchments. Based on experience over
the previous ten years, the Corporation
reduced the forecast annual inflows from
9000 GWh to 8700 GWh during 2009 which
remains unchangedin 2010.

Revenue and expenses in the fair value
calculation are inflated at the forecast CPI
and are discounted using the Corporation’s
pre-tax nominal weighted average cost of
capital of 10.90%. This has been validated
against Australian financial and equity
market data.

As disclosed in note 17, the financial assets
and liabilities representing the Basslink and
energy price derivatives are also carried

at fair value. In both cases forecast energy
prices are a key input to determination of fair
value. The sensitivity of the fair value of these
financial assets and liabilities to changes in
forecast energy prices is disclosed in note

17. Movements in fair value of generation
assets will offset movement in the fair value
of financial assets and liabilities for the

same forecast price change. Fair value of
generation assets is estimated to increase

by $470 million for a 10% increase in forecast
prices and decrease by a similar amount
fora 10% reductionin forecast prices.

In both scenarios prices have been uniformly
changed across all years of the fair value
calculation.

AASB 116 Property, Plant and Equipment
requires that, when an asset class is carried
at fair value, disclosure must be made of the
carrying amount that would be recognised
had it been carried under the cost method.

If the generation assets had remained under
the cost method their carrying amount would
be unchanged (2009: unchanged).

Impairment of assets

Note 1.2(m) details the Corporation’s
impairment policy with respect to assets.
Impairment triggers have been assessed

for indication of impairment or reversal of
previous impairment of the carrying value of
property, plant and equipment.

An asset impairment expense was previously
recorded based on lower forecast electricity
pool prices. The assessment of the fair value
of generation assets in 2009 based on higher
forecast prices resulted in the reversal of
$186.9 million of the previously recognised
impairment. The previous impairment was
fully reversed.

An assessment of impairment triggers in
2010 has not indicated any impairment of
the generation class of assets.

Fair value has been assessedin 2010 and
remains unchanged.
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9. PROPERTY, PLANT AND EQUIPMENT (continued)

2010 CONSOLIDATED
Generation at Auxiliary Motor Vehicles Land & Minor Assets  Capital Work in

fair value at cost at cost Buildings at cost at cost Progress at cost
$'000 $'000 $'000 $'000 $'000 $'000

Gross Carrying Amount

Balance at the beginning of the year 4,019,568 24,877 9,628 26,779 72,530 82,158 4,235,540
Additions 8 85 2,784 16 2,313 90,327 95,533
Disposals (270) - (2,036) (553) (1,004) (1,478) (5,341)
Transfers 96,029 - - 305 3,736 (100,070) -
Balance at the end of the year 4,115,335 24,962 10,376 26,547 77,575 70,937 4,325,732
Accumulated Depreciation

Balance at the beginning of the year 7,560 17,009 4,237 6,110 54,278 - 89,194
Disposals (60) - (1,383) (507) (824) - (2,774)
Depreciation expense 67,161 431 1,678 1,470 6,941 - 77,681
Balance at the end of the year 74,661 17,440 4,532 7,073 60,395 - 164,101
Net book value at the end of the year 4,040,674 7,522 5,844 19,474 17,180 70,937 4,161,631

2010 PARENT
Generation at Auxiliary Motor Vehicles Land & Minor Assets  Capital Work in

fair value at cost at cost Buildings at cost at cost Progress at cost
$'000 $'000 $'000 $'000 $'000 $'000

Gross Carrying Amount

Balance at the beginning of the year 4,010,856 24,869 9,511 26,466 70,915 81,230 4,223,847
Additions 8 85 2,725 12 1,682 90,324 94,836
Disposals (270) - (2,002) (553) (661) (1,478) (4,964)
Transfers 96,029 - - 305 3,736 (100,070) -
Balance at the end of the year 4,106,623 24,954 10,234 26,230 75,672 70,006 4,313,719
Accumulated Depreciation

Balance at the beginning of the year - 17,002 4,149 5,815 53,400 - 80,366
Disposals (60) - (1,371) (507) (623) - (2,561)
Depreciation expense 67,139 431 1,668 1,461 6,683 - 77,382
Balance at the end of the year 67,079 17,433 4,446 6,769 59,460 - 155,187

Net book value at the end of the year 4,039,544 7,521 5,788 19,461 16,212 70,006 4,158,532
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9. PROPERTY, PLANT AND EQUIPMENT (continued)

2009 CONSOLIDATED
Generation at Auxiliary Motor Vehicles Land & Minor Assets  Capital Work in

fair value at cost at cost Buildings at cost at cost Progress at cost
$'000 $'000 $'000 $'000 $'000 $'000

Gross Carrying Amount

Balance at the beginning of the year 4,179,772 23,349 9,925 26,227 68,262 32,304 4,339,839
Additions - 170 1,807 - 2,440 76,830 81,247
Disposals (1,120) 1,258 (2,225) (377) (1,299) (341) (4,104)
Transfers 22,358 100 121 929 3,127 (26,635) -
Net revaluation adjustment (181,442) - - - - - (181,442)
Balance at the end of the year 4,019,568 24,877 9,628 26,779 72,530 82,158 4,235,540
Accumulated Depreciation & Impairment

Balance at the beginning of the year 211,950 15,368 4,154 4921 47,074 - 283,467
Disposals (111) 1,027 (1,556) (427) (389) - (1,456)
Impairment loss/(reversal) (186,865) (50) - (10) - - (186,925)
Net revaluation adjustment (79,658) - - - - - (79,658)
Depreciation expense 62,244 664 1,639 1,626 7,593 - 73,766
Balance at the end of the year 7,560 17,009 4,237 6,110 54,278 - 89,194
Net book value at the end of the year 4,012,008 7,868 5,391 20,669 18,252 82,158 4,146,346

2009 PARENT
Generation at Auxiliary Motor Vehicles Land & Minor Assets  Capital Work in

fair value at cost at cost Buildings at cost at cost Progress at cost
$'000 $'000 $'000 $'000 $'000 $'000

Gross Carrying Amount

Balance at the beginning of the year 4,171,060 23,341 9,776 25,914 67,423 31,398 4,328,912
Additions - 170 1,807 - 1,660 76,808 80,445
Disposals (1,120) 1,258 (2,193) (377) (1,295) (341) (4,068)
Transfers 22,358 100 121 929 3,127 (26,635) -
Net revaluation adjustment (181,442) - - - - - (181,442)
Balance at the end of the year 4,010,856 24,869 9,511 26,466 70,915 81,230 4,223,847
Accumulated Depreciation & Impairment

Balance at the beginning of the year 204,413 15,361 4,039 4,753 46,563 - 275,129
Disposals (112) 1,027 (1,523) (427) (614) - (1,648)
Impairment loss/(reversal) (186,865) (50) - (10) - - (186,925)
Net revaluation adjustment (79,658) - - - - (79,658)
Depreciation expense 62,221 664 1,633 1,499 7,451 - 73,468
Balance at the end of the year - 17,002 4,149 5,815 53,400 - 80,366
Net book value at the end of the year 4,010,856 7,867 5,362 20,651 17,515 81,230 4,143,481

Net revaluation adjustment represents the impact of recognition of Tasmanian energy derivatives offset by the reversal of accumulated depreciation required upon determination of fair value
of the generation asset class and the diminution of accumulated impairment available for reversal.
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10. OTHER FINANCIAL ASSETS
CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Current other financial assets

Prepayments 1,893 3,579 1,885 3,546
Loans to subsidiaries (iv) - - 5,690 5,000
Tax equivalent loans (from)/to subsidiaries (i) - - (4,030) 11,906
Loans tojoint ventures (ii) 170 973 170 973
Other 8 8 9 9
Energy price derivatives 15 74,275 104,522 74,217 104,522
Basslink financial asset (iii) 15 42,813 56,869 42,813 56,869
119,159 165,951 120,754 182,825
Movement in provision for impaired financial assets (ii)
Balance at the beginning of the year 36 1,536 36 1,536
Amount forgiven during the year - (1,500) - (1,500)
Balance at the end of the year 36 36 36 36
(b) Non-current other financial assets
Basslink financial asset (iii) 15 383,305 398,581 383,305 398,581
Basslink security deposit (v) 50,000 50,000 50,000 50,000
Energy price derivatives 15 103,635 27,300 103,635 27,300
Prepayments 428 364 - -
537,368 476,245 536,940 475,881

(i) Loanstojoint ventures and tax equivalent loans to subsidiaries are interest free and on-call.

(ii) Loans to joint ventures represents loans to Cathedral Rocks Wind Farm Pty Ltd (CRWF) and
Cathedral Rocks Construction and Management Pty Ltd (CRCM). The loan to CRWF attracts
interest on a daily basis at the bank bill rate plus a margin. The loan to CRCM was partially forgiven
in addition to a partial repayment during 2009 resulting in reversal of $1.5 million of the provision for
impairment. The remaining loan to CRCM is presented net of the provision for impairment.

(iii) The Basslink financial asset represents the fair value of the contractual rights to receive revenue
under the Basslink Services Agreement (note 17).

(iv) Momentum facility

Facility limit - - 20,000 20,000
Less: used/committed - - 5,500 5,000
Balance - - 14,500 15,000

(v) Basslink security deposit represents the contribution made to the cable owner upon commissioning.
This wil be recovered via lower facility fee payments over the final 3 years of the agreement and is
carried at the present value of the reduced cash flows at the effective interest rate inherent in the
Basslink agreement.
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11. GOODWILL

CONSOLIDATED PARENT
2010 2009

$'000 $'000

Balance at the beginning of the year 47,796 -
Recognised from business combinations occurring during the year - 47,796
Balance at the end of the year 47,796 47,796

Goodwill has been assessed forimpairment with no indicators present for this year.

12. PAYABLES
CONSOLIDATED PARENT
2010 2009

$'000 $'000

Trade creditors 32,529 132,249 29,568 131,307
Accrued expenses 23,413 21,745 17,750 14,369
Accrued interest payable 13,993 16,791 13,993 16,791

69,935 170,785 61,311 162,467
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13. INTEREST-BEARING LIABILITIES
CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Interest-bearing liabilities

Current
Loans from Tascorp 206,300 145,769 206,300 145,769
Finance lease liability 535 472 535 472
206,835 146,241 206,835 146,241
Non-current
Loans from Tascorp 660,000 789,231 660,000 789,231
Finance lease liability 6,029 5,763 6,029 5,763
666,029 794,994 666,029 794,994
(b) Loan facilities
Master loan facility
Facility limit 1,185,000 1,185,000 1,185,000 1,185,000
Less: used/committed 866,300 935,000 866,300 935,000
Balance 318,700 250,000 318,700 250,000
Revolving credit facility
Facility limit - 50,000 - 50,000
Less: used/committed - -
Balance - 50,000 - 50,000
Standby revolving credit facility
Facility limit 30,000 50,000 30,000 50,000
Less: used/committed - - - -
Balance 30,000 50,000 30,000 50,000
Bank overdraft
Facility limit 1,000 1,000 1,000 1,000
Less: used/committed - - - -
Balance 1,000 1,000 1,000 1,000
Corporate purchasing card
Facility limit 7,515 7,515 7,500 7,500
Less: used/committed 5,038 5,230 5,038 5,230

Balance 2,477 2,285 2,462 2,270
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13. INTEREST-BEARING LIABILITIES (continued)

CONSOLIDATED & PARENT

2010 2010 2010
$'000 $'000 $'000

Less than Between one Later than five
one year and five years years

(c) Finance lease liabilities

Future minimum lease payments 535 2,643 6,993 10,171
Interest - 456 3,151 3,607
Presentvalue of future minimum lease payments 535 2,187 3,842 6,564

CONSOLIDATED & PARENT

2009 2009 2009

$’°000 $’000 $’000

Less than Between one Later than five

one year and five years years
Future minimum lease payments 472 2,414 7,679 10,565
Interest - 490 3,840 4,330
Presentvalue of future minimum lease payments 472 1,924 3,839 6,235

(d) Fair value disclosures
Details of the fair value of the Corporation’s interest-bearing liabilities are set out in note 17.

14. PROVISIONS

CONSOLIDATED PARENT
2010 2009

$'000 $'000

(a) Current provisions

Employee entitlements 10,148 10,572 9,740 10,282
Business acquisition provision - 42,150 - 42,150
RBF provision 16 17,730 17,662 17,730 17,662
Regulatory environmental schemes liability 1,773 791 - -
Demolition provision 6,366 - - -
36,017 71,175 27,470 70,094
(b) Non-current provisions
Employee entitlements 10,137 9,851 10,137 9,851
RBF provision 16 305,590 279,986 305,590 279,986
Demolition provision 11,717 5,358

327444 295,195 315,727 289,837
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15. OTHER FINANCIAL LIABILITIES
CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Current other financial liabilities

Income received in advance 3,702 8,610 3,630 8,601
Basslink Services Agreement 111,626 87,614 111,626 87,614
Basslink Facility Fee Swap (8,880) 11,119 (8,880) 11,119
Interest rate swaps 7,743 9,424 7,743 9,424
Energy price derivatives 35,951 36,149 35,893 33,237
Loans from subsidiaries (i) - - - 4,662
150,142 152,916 150,012 154,657

(b) Non-current other financial liabilities
Basslink Services Agreement 729,283 782,649 729,283 782,649
Basslink Facility Fee Swap 224,206 183,908 224,206 183,908
Energy price derivatives 89,687 271,873 89,687 270,108
1,043,176 1,238,430 1,043,176 1,236,665

(i) Loans from subsidiaries are interest free and on-call.
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15. OTHER FINANCIAL LIABILITIES (continued)
CONSOLIDATED PARENT

2010 2009
$'000 $'000

Energy price derivatives movement reconciliation:

Balance at the beginning of the year 176,200 444,037 171,523 444,037
Amount included in electricity revenue due to settlement during the year (172,643) (171,255) (172,643) (152,218)
Initial recognition of Tasmanian energy contracts - (101,784) - (101,784)
Initial recognition of Momentum energy contracts - (3,101) - -
Net cash receipts/(payments) on futures margin account 476 10,838 476 10,838
Fair value loss/(gain) on continuing and new contracts as at 30 June (56,305) (2,535) (51,628) (29,350)
Balance at the end of the year (52,272) 176,200 (52,272) 171,523
Represented by;
Current energy price derivative liability 35,951 36,149 35,893 33,237
Non-current energy price derivative liability 89,687 271,873 89,687 270,108
125,638 308,022 125,580 303,345
Current energy price derivative asset 10 74,275 104,522 74,217 104,522
Non-current energy price derivative asset 10 103,635 27,300 103,635 27,300
177910 131,822 177,852 131,822
Net energy price derivatives liabilities/(assets) (52,272) 176,200 (52,272) 171,523
Net Basslink financial liability reconciliation:
Balance at the beginning of the year 609,840 654,692 609,840 654,692
Current year revenue and operating expenses realised during the year and included in the
opening valuation (41,864) (59,167) (41,864) (59,167)
Increase in present value of projected rights and obligations of later years as at 30 June 26,424 63,100 26,424 63,100
Loss/(gain) arising on re-measurement of fair value of contract rights and obligations over
the remaining contract term as at 30 June 35,717 (48,785) 35,717 (48,785)
Balance at the end of the year 630,117 609,840 630,117 609,840
Represented by;
Current Basslink financial liability 102,746 98,733 102,746 98,733
Non-current Basslink finanical liability 953,489 966,557 953,489 966,557
1,056,235 1,065,290 1,056,235 1,065,290
Current Basslink financial asset 10 42,813 56,869 42,813 56,869
Non-current Basslink financial asset 10 383,305 398,581 383,305 398,581
426,118 455,450 426,118 455,450

Net Basslink financial liability 630,117 609,840 630,117 609,840
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16. RBF PROVISION

Plan Information

The Retirement Benefits Fund (RBF) is a defined benefit fund which pays lump sum benefits on resignation and lump sum or pension benefits on retirement, death or invalidity.
The defined benefit section of RBF is closed to new members.

Information in this note applies equally to the parent and consolidated entities.

Principal actuarial assumptions as at balance date

2010 2009
% %
Discount rate 5.35 570
Expected salary increase rate 4.50 4.50
Expected rate of return on plan assets 7.00 7.00
Expected pension increase rate 2.50 2.50
Expected rate of increase in compulsory preserved amounts 4.50 4.50

The expected return on assets assumption is determined by weighting the expected long-term return for each asset class by the target allocation of assets to each class and allowing for the
correlations of the investment returns between asset classes. The returns used for each asset class are net of estimated investment tax and investment fees.

The discount rate is based on the market yields on the longest dated Government bonds as at 30 June 2010 extrapolated to allow for the fact that the term of the liablity exceeds the term of the
longest Government bond. The decrement rates for mortality and retirement have been updated since the last valuation.

Operating costs for the Fund as a whole have been assumed to be incurred at the rate of 1.5% of salaries. This cost has then been allocated to each authority in proportion to assets.
The cost of temporary invalidity benefits has been assumed to be 0.38% of salaries of current contributory members.
The percentage invested in each asset class:

30June 2010 30June 2009
% %

Australian equity 26 20
International equity 22 13
Fixed income 12 11
Property 20 31
Alternatives/other 14 19
Cash 6 6

100 100
Reconciliation of the present value of the defined benefit obligation:

2010 2009
$°000 $'000

Present value of defined benefit obligations at the beginning of the year* 375,483 385,627
Current service cost » 5,040 3,951
Interest cost 20,718 21,280
Estimated contributions by plan participants 1,681 1,849
Actuarial (gains)/losses » 24,236 (5,825)
Estimated benefits paid (26,017) (30,559)
Estimated taxes, premiums and expenses paid (741) (840)
Present value of defined benefit obligations at the end of the year 400,400 375,483

“includes contributions tax provision/change in contributions tax provision.
The defined benefit obligation consists entirely of amounts from plans that are wholly or partly funded.
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16. RBF PROVISION (continued)

Reconciliation of the fair value of scheme assets:

2010 2009

$'000 $'000
Fair value of plan assets at beginning of the year 77,835 86,399
Expectedreturn on plan assets 5,259 5,901
Actuarial gains/(losses) (66) (10,272)
Estimated employer contributions 19,128 25,357
Estimated contributions by plan participants 1,681 1,849
Estimated benefits paid (26,017) (30,559)
Estimated taxes, premiums and expenses paid (740) (840)
Fair value of plan assets at end of the year 77,080 77,835

Assets are not held separately for each authority but are held for the Fund as a whole. The fair value of Fund assets was estimated by allocating the total Fund assets to each authority in

proportion to the value of each authority's funded liabilities, calculated using assumptions outlined in this note.

The fair value of Fund assets includes no amounts relating to:
- any of the authority’s own financial instruments
-any property occupied by, or other assets used by, the authority.

Actual return on Fund assets:

2010 2009

$'000 $'000
Actual return on plan assets 5,193 (4,370)
As separate assets are not held for each authority, the actual return includes any difference in the allocation to each authority.
Reconciliation of the net liability recognised in the Balance Sheet

2010 2009

$'000 $'000
Defined benefit obligation 400,400 375,483
Fair value of plan assets (77,080) (77,835)
Deficit 323,320 297,648
Comprising:
Current net liability 17,730 17,662
Non-current net liability 305,590 279,986
Net superannuation liability 323,320 297,648
Expense recognised in the Statement of Comprehensive Income

2010 2009

$'000 $'000
Service cost 5,040 3,951
Interest cost 20,718 21,280
Expected return on assets (5,259) (5,901)
Total expense recognised 20,499 19,330
Loss recognised in retained earnings
Actuarial losses 24,302 4,446




Hydro Tasmania Annual and Sustainability Report 2010

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
16. RBF PROVISION (continued)

Historical Information

2010 2009 2008 2007 2006

$'000 $'000 $'000 $'000 $'000
Present value of defined benefit obligation 400,400 375,483 385,627 407,259 367,346
Fair value of plan assets 77,080 77,835 86,399 96,990 87,798
Deficitin plan 323,320 297,648 299,228 310,269 279,548
Experience adjustments (gain)/loss - plan liabilities 2,311 4,734 (7,767) 2,595 1,605
Experience adjustments (gain)/loss - plan assets 66 10,285 10,754 (8,987) 4,904

The experience adjustment for Fund liabilities represents the actuarial loss/(gain) due to a change in the liabilities arising from the Fund'’s experience (eg membership movements, salary
increases and indexation rates) and excludes the effect of changes in assumptions (eg movements in the bond rate).

Expected contributions:

Financial year ending 30 June 2011
$'000

Expected employer contributions 17,730




Hydro Tasmania Annual and Sustainability Report 2010

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
17. FINANCIAL INSTRUMENTS DISCLOSURES

The Corporation’s primary purpose for holding financial instruments is to fund its operations and manage its financial risks.

The Corporation’s principal financial instruments, other than derivatives, comprise loans, bank overdraft, cash and short-term investments. The Corporation has other financial assets and liabilities
such as trade receivables and payables which arise directly from its operations.

The main risks arising from the Corporation’s operations which are managed through financial instruments are electricity price risk, interest rate risk, liquidity risk, foreign currency risk and credit risk.

(a) Financial instrument categories

The categories and fair value of financial instruments the Corporation holds are detailed in the following table:

Financial Assets

Carrying

Amount

2010
$'000

CONSOLIDATED

Net Fair

Value
2010
$’000

Carrying
Amount

2009
$'000

Net Fair
Value
2009
$'000

Carrying
Amount
2010
$'000

Net Fair

Value
2010
$’000

PARENT
Carrying
Amount
2009
$'000

Net Fair
Value
2009
$'000

Cash 2,791 2,791 4,315 4,315 1,533 1,533 595 595
Loans and receivables
Receivables 82,657 82,657 154,356 154,356 68,583 68,583 143,634 143,634
Held to maturity
Investments 247 2 26,247 26,247 2 25,690 25,690
Designated hedge accounting derivatives
Forward foreign exchange contracts 3 3 7 7 3 3 7 7
Fair value through profit or loss
Credit swaps 3,494 68,605 5,594 45,667 3,494 68,605 5,594 45,667
Basslink financial asset 426,118 426,118 455,450 455,450 426,118 426,118 455,450 455,450
Energy price derivatives 177,910 177,910 131,822 131,822 177,852 177,852 131,822 131,822
Other assets 52,499 52,499 54,924 54,924 52,499 52,499 59,527 59,527
745,719 810,585 832,715 872,788 730,082 795,195 822,319 862,392
Financial Liabilities
Loans and receivables
Accounts payable 69,935 69,935 170,785 170,785 61,311 61,311 162,467 162,467
Tascorp loans 880,293 897,533 951,791 966,794 880,293 897,533 951,791 966,794
Designated hedge accounting derivatives
Interest rate swaps 1,141 8,821 2,426 11,691 1,141 8,821 2,426 11,691
Forward foreign exchange contracts 46 46 96 96 46 46 96 96
Fair value through profit or loss
Credit swaps 3,494 68,605 5,594 45,677 3,494 68,605 5,594 45,677
Basslink Services Agreement 840,909 840,909 870,263 870,263 840,909 840,909 870,263 870,263
Basslink Facility Fee Swap 215,326 215,326 195,027 195,027 215,326 215,326 195,027 195,027
Energy price deriviatives 125,638 125,638 308,022 308,022 125,580 125,580 303,346 303,346
Other liabilities 7,016 7,016 8,599 8,599 7,016 7,016 8,599 8,599
2,143,798 2,233,829 2,512,603 2,576,954 2,135,116 2,225,147 2,499,609 2,563,960
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17. FINANCIAL INSTRUMENTS
DISCLOSURES (CONTINUED)

(b) Financial risk management objectives
and policies

The Corporation enters into derivative
contracts being principally energy price
contracts, interest rate swaps and forward
currency exchange contracts. The risk
management objective is to manage
exposure to market electricity prices, interest
rates and foreign currency rates arising from
operations and funding. The Corporation
enters into these derivatives in accordance
with the policies approved by the Board.

All hedges are cash flow hedges (refer note
1.2(r)).

The Basslink contracts including the Basslink
Services Agreement (BSA), Floating Facility
Fee Instrument (FFFI) and Basslink Facility
Fee Swap (BFFS) have been designated as
derivatives.

Details of the significant accounting policies
and methods adopted, including the criteria
for recognition, the basis for measurement
and the basis on which income and expenses
are recognised, in respect to each class

of financial asset and financial liability are
disclosed in notes 1.2(j) and (r).

The Corporation’s objectives, policies and
processes for managing its risk exposures are
consistent with previous years.

(i) Capital risk management

The Corporation’s policy is to maintain an
appropriate capital structure to ensure

it will continue as a going concern while
maximising the return to stakeholders
through an appropriate balance of debt
and equity.

The capital structure of the Corporation
includes loans disclosed in note 13,
contributed equity and cash and cash
equivalents disclosed in note 5.

The Corporation is subject to financial
covenants on its borrowings and the Basslink
Facility Fee Swap. The latter requires a
minimum level of equity, sets a maximum
level of debt and requires a minimum of

50 per cent of debt to be held with the
Tasmanian Government’s central borrowing
authority, Tascorp. The loan agreement with
Tascorp sets a maximum financial leverage
ratio and a minimum interest coverage ratio.

The Corporation reviews its capital risk and
performance against these covenants on a
monthly basis.

The Corporation has been compliant with all
financial covenants.

(i) Market risk management

The Corporation’s activities primarily expose
it to electricity price risk and interest rate

risk. In addition, the Corporation operates
consulting businesses in foreign countries
and enters into foreign currency transactions
which expose it to foreign currency risk.

(A) Energy prices

The Corporation is exposed to fluctuations
in the market price of electricity in Tasmania.
In addition the Corporation is exposed

to fluctuations in the Victorian market

price to the extent of electricity flows over
Basslink, through the variable portion of
the Basslink facility fee and in relation to its
retail operationin Victoria and other NEM
regions. Exposure to these fluctuationsin
market price is managed through the use of
derivative contracts executed principally in
the Tasmanian and Victorian regions of the
NEM in accordance with Board approved
policy. Contract volumes for many of the
Corporation’s current Tasmanian forward
contracts are determined by the actual load
consumed in the contract period.

Board approved policies prescribe the
management of electricity trading risk in line
with an asset-backed trading model.

Hydro Tasmania Annual and Sustainability Report 2010
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)

The Corporation assesses its electricity price risk exposure through sensitivity analysis. The following table shows the effect on the Statement of Comprehensive Income of a feasible movement

(10%) in forecast electricity prices.

Increase/ (decrease)
Electricity forward price +10%

CONSOLIDATED

Income Equity
$'000 $'000

Income
$°000

PARENT

Income
$’000

Equity
$'000

CONSOLIDATED
Equity
$'000

PARENT

Income
$’000

Equity
$'000

Basslink net liability 25,064 - 25,064 31,242 31,242
Energy derivative net asset (50,525) - (50,801) (22,915) (29,102)
Electricity forward price -10%
Basslink net liability (12,724) - (12,724) (32,072) (32,072)
Energy derivative net asset 48,825 - 49,100 20,110 26,297
The sensitivity of the fair value of the Cash flow hedges Basslink The Corporation entered into the Basslink

Basslink Services Agreement to energy price
movements has been based on adjustments
to forecast price differences between the
Tasmanian and Victorian regions. The
sensitivity of the fair value of energy price
derivatives to energy price movements

has been determined by adjusting the
forecast prices for the Tasmanian and
Victorian regions. The forecasts are based
on published Victorian price curves in the
shorter term and forecast marginal cost

of new generation in the longer term. The
fair value movements in the energy trading
derivatives arising from variation in forecast
prices are offset by movements in the fair
value of the generation assets to the extent
that they hedge generation revenue.

(B) Interest rates

The Corporation’s exposure to changes

in market interest rates arises primarily
from the Corporation’s borrowings and the
Basslink contracts.

The Corporation has entered into interest
rate swap contracts to achieve an interest
rate risk exposure profile that is consistent
with the long-term cash flow stability and
the debt management strategy of the
Corporation. All interest rate swaps hedge
specific loans using highly effective hedge
derivatives. The Corporation applies hedge
accounting treatment to these hedges as
describedin note 1.2(r).

In pursuit of these objectives, the
Corporation manages its debt through
setting and achieving benchmarks for the
key portfolio indicator of weighted average
termtorepricing.

At 30 June 2010 fixed rate loans varied from
5.5% to 7.4% (2009: 5.5% to 7.4%). Floating
rates were based on bank bill rates and
these varied from 4.2% t0 6.3%

(2009: 2.7% to 3.5%).

The Government Guarantee Fee rate varied
from 0.5% to 2.9% for this financial year
(2009: 0.5% to0 2.01%).

The Basslink Services Agreement (BSA)

and Floating Facility Fee Instrument (FFFI)
between the Corporation and Basslink Pty
Ltd (BPL) establish the rights and obligations
of both parties with respect to the operation
of Basslink including the monthly payment
of the Basslink Facility Fee (BFF) by the
Corporation to BPL. These agreements

are financial assets and financial liabilities
whereby the Corporation is committed to
make payments to BPL over the term of the
contract should BPL meet its obligations

to keep Basslink available in exchange for
the right to receive Inter Regional Revenues
(IRRs). The latter has been recognised as a
financial asset.

The BSA commenced upon successful
commissioning of Basslink on 28 April 2006
and was for a term of 25 years, with an option
forafurther 15 years. By entering into the
BSA, the Corporation effectively gained
physical access to the NEM.

Facility Fee Swap (BFFS) in 2002 to eliminate
the interest rate and foreign exchange risk
arising from the Basslink construction and
operational agreements. The BFFS hedged
the interest rate and foreign exchange

risk during construction and swapped the
floating interest rate exposure in the BFF for
an inherent fixed interest rate of 7.41% for a
25 year term.

The Corporation assesses its interest rate
risk exposure through sensitivity analysis.
The following table shows the effect on the
Statement of Comprehensive Income of a
movement of 1 basis point (bps) in forecast
interest rates.
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17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)

CONSOLIDATED PARENT CONSOLIDATED PARENT

Income Equity Equity Income Equity Income Equity
$'000 $'000 $'000 $'000 $'000 $'000 $'000

Forward interest rates +0.1 bps

Financial assets 737 - 737 - 718 - 718 -

Financial liabilities (904) (82) (904) (82) (892) (61) (892) (61)
Forward interest rates-0.1 bps

Financial assets (737) - (737) - (718) - (718)

Financial liabilities 904 82 904 82 892 61 892 61

The sensitivity of the fair value of financial assets and liabilities to interest rates has been determined by adjusting closing published forward market rates. The impact on the fair value of financial
instruments is calculated using standard Australian treasury valuation formulae.

The weighted average cost of debt for 2010 for both the parent and consolidated entities is 6.98% (2009: 6.62%). This incorporates both loans and interest rate swaps as at the reporting date and
also includes the average government guarantee fee of 0.70% (2009: 0.51%).

(C) Foreign currency rates

The Corporation owns and operates a consulting company in India and is exposed to foreign exchange rate risks upon translation into Australian dollars. This risk is considered to be insignificant
relative to the Corporation as a whole.

The Corporation transacts in foreign currency for operational and capital requirements and enters into forward foreign exchange contracts to eliminate currency exposure in accordance with Board
approved policy. Due to the relatively small size of the transactions the Corporation considers the risk exposure to be insignificant.

The Corporation ensures that the term of the hedge derivatives matches the term of the currency exposure in order to maximise hedge effectiveness and enable application of hedge accounting.

The settlement dates and principal amounts of the Corporation’s outstanding foreign exchange hedge contracts were:

CONSOLIDATED PARENT
2010 2009 2010
$'000 $'000 $'000
Receivables
Not later than one year 744 - 744
Later than one year but not later than two years 441 - 441
Later than two years - - -
Total 1,185 - 1,185
Payables
Not later than one year 914 3,472 914 3,472
Later than one year but not later than two years 439 93 439 93
Later than two years - 439 - 439

Total 1,353 4,004 1,353 4,004
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(iiii) Credit Risk

Credit risk represents the loss that would

be recognised at the reporting date

if counterparties failed to meet their
contractual obligations. The Corporation
measures credit risk on non-derivative
financial instruments as the carrying amount
of any instruments that represent an asset to
the Corporation.

Derivative Financial Instruments

The credit exposure on a derivative financial
instrument is its positive market valuation
at the reporting date. In addition a potential
exposure, calculated broadly in accordance
with Reserve Bank guidelines, is included
for allinterest rate swaps. These include the
BFFS and the Basslink credit swaps.

Inthe main, the Corporation reduces
credit risk on derivative financial assets by
only transacting with high credit quality
counterparties up to a pre-determined
counterparty limit or by limiting credit
exposure to unrated counterparties. The
Corporation also obtains credit support
for counterparties of low credit quality.
Interest rate swaps and energy contracts
are subject to the industry recommended
International Swap Dealers Association
(ISDA) documentation. Where possible this
documentation contains clauses enabling
the netting of exposures.

Receivables

Receivables represent AEMO, electricity,
treasury and environmental energy product
counterparties, consulting service clients and
retail electricity customers.

The Corporation’s credit exposure to AEMO
is mitigated by the provisions of the National
Electricity Rules (NER). The NER define the
rules for conduct of the wholesale electricity
market.

Consulting services clients are spread
across diverse industries and geographical
locations. Ongoing credit evaluation is
performed on the financial condition of
debtors and where necessary recovery
actionis undertaken and contract penalty
clauses activated.

Appropriate credit management practices
are adopted to protect against exposure to
non-payment by retail customers.

Basslink credit swaps

While the BFFS transaction has been
executed with a single counterparty,

the Corporation has also entered into
supplementary interest rate swap
transactions with other counterparties to
mitigate the potential credit risk associated
with a single counterparty. These swaps are
readily tradeable financial instruments.
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17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)
CONSOLIDATED PARENT

2010 2009
$'000 $'000

Credit risk exposure by instrument type
Financial Assets

Investments and bank balances 3,038 30,562 1,533 26,286
Receivables 82,657 154,356 68,583 143,634
Basslink financial asset 1,623 37,496 1,623 37,496
Derivative Financial Instruments
Interest rate swaps 80,980 76,631 80,980 76,631
Forward foreign exchange contracts 316 213 316 213
Basslink Facility Fee Swap 29,990 29,990 29,990 29,990
Energy price derivatives 177,910 131,822 177,852 131,822
Total credit risk exposure 376,514 461,070 360,877 446,072

Credit risk exposure by institution ratings
Australian based institutions

AA+to AA- ratings 78,532 173,025 78,532 168,749
A+to Aratings 65,490 92,014 65,490 92,014
BBB+ to BBB- ratings 10,819 8,824 10,819 8,824
Unrated 190,033 162,054 174,396 151,332
344,874 435,917 329,237 420,919

Overseas based institutions
AA+to AA-ratings 5,270 2,413 5,270 2,413
A+to Aratings 26,226 20,608 26,226 20,608
Unrated 144 2,132 144 2,132
31,640 25,153 31,640 25,153
Total credit risk exposure 376,514 461,070 360,877 446,072

(iv) Liquidity Risk
Liquidity risk represents the possibility that the Corporation may be unable to settle an obligation on the due date.
To manage this risk, the Corporation maintains adequate stand-by funding facilities and other arrangements as detailed in note 13.

The Corporation’s exposure at 30 June 2010 is detailed in the tables below. The tables are based on the undiscounted cash flows of the financial assets and liabilities based on the date on which the
payments fall due. The tables include principal and interest cash flows.

The Corporation has issued a guarantee in favour of Cathedral Rocks Wind Farm Pty Ltd in relation to the construction contract for Cathedral Rocks Wind Farm. The probability of the guarantee
being called has been assessed as nil. The Corporation has issued a performance guarantee in favour of ETSA in relation to Co-ordination Agreement obligations of Momentum Energy Pty Ltd.
The probability of the guarantee being called has been assessed as nil.

The Corporation monitors its liquidity risk on a daily basis. The following table details the Corporation’s liquidity exposure.
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17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)

Financial Assets
Loans and Receivables
Cash
Receivables
Held to maturity
Investments
Designated hedge accounting derivatives
Forward foreign exchange contracts
Fair value through profit or loss
Credit swaps
Forward foreign exchange contracts
Energy price derviatives
Basslink financial asset
Other assets

Financial Liabilities
Loans and Receivables
Accounts payable
Tascorp loans
Designated hedge accounting derivatives
Interest rate swaps
Forward foreign exchange contracts
Fair value through profit or loss
Credit swaps
Forward foreign exchange contracts
Basslink Services Agreement
Basslink Facility Fee Swap
Gas Pipeline Capacity Agreement
Energy price derivatives
Other liabilities

CONSOLIDATED

Less than 6-12 1-5 Over5

6 months months years years
$'000 $'000 $'000 $'000

Less than
6 months
$’000

6-12
months
$’000

PARENT

2,791 1,533
82,657 68,583
247
2 3 2 (3)
6,317 5,613 31,583 60,500 6,317 5,613 31,583 60,500
37 - - - 37 - - -
43,409 34,710 116,506 14,931 43,349 34,710 116,506 14,931
21,407 21,407 196,290 944,673 21,407 21,407 196,290 944,673
2,071 - = 50,428 2,071 - = 50,428
158,938 61,727 344,379 1,070,532 143,299 61,727 344,379 1,070,532
69,935 = = - 61,311 - - -
135,826 114,858 597,769 165,947 135,826 114,858 597,769 165,947
2,199 3,583 11,228 (35) 2,199 3,583 11,228 (35)
13 19 58 - 13 19 58
6,317 5,613 31,583 60,500 6,317 5,613 31,583 60,500
4 @ (14) - 4 @ (14) -
38,032 38,032 323,594 1,723,978 38,032 38,032 323,594 1,723,978
(333) (333) 76 203 (333) (333) 76 203
16,250 26,277 94,586 18,192 15,661 26,277 94,586 18,192
7,016 - = - 7,016 - - =
275,259 188,048 1,058,880 1,968,785 266,046 188,048 1,058,880 1,968,785
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17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)

Less than
6 months

CONSOLIDATED

6-12

months

)
years

Less than
6 months

PARENT
6-12
months

Financial Assets
Loans and Receivables
Cash
Receivables
Held to maturity
Investments
Designated hedge accounting derivatives
Forward Foreign Exchange Contracts
Fair value through profit or loss
Credit swaps
Forward foreign exchange contracts
Basslink Financial Asset
Other assets

Financial Liabilities
Loans and Receivables
Accounts payable
Tascorp loans
Designated hedge accounting derivatives
Interest rate swaps
Forward foreign exchange contracts
Fair value through profit or loss
Credit swaps
Forward foreign exchange contracts
Basslink Services Agreement
Basslink Facility Fee Swap
Gas Pipeline Capacity Agreement
Energy price derivatives
Other liabilities

$'000

$'000

$'000

$'000

$'000

4,315 595

154,356 143,634

26,247 25,690

(11) (11) (11) (11)

11,172 10,111 15,323 30,326 11,172 10,111 15,323 30,326
28,435 28,435 274,503 1,000,227 28,435 28,435 274,503 1,000,227
4,560 = = 50,364 9,527 = = 50,000
229,074 38,535 289,826 1,080,917 219,042 38,535 289,826 1,080,553
170,785 = = = 162,467 = = =
93,716 52,053 721,954 261,056 93,716 52,053 721,954 261,056
4,366 4,178 10,334 (312) 4,366 4,178 10,334 (312)
95 46 95 = 46 =
11,172 10,111 15,323 30,326 11,172 10,111 15,323 30,326
32,301 33,281 459,103 1,853,368 32,301 33,281 459,103 1,853,368
16,586 15,425 65,066 235,715 16,586 15,425 65,066 235,715
(64,583) 1,738 186,999 174,302 (69,244) 3,286 185,137 174,302
8,599 = = = 8,599 = = .
273,037 116,786 1,458,825 2,554,455 260,058 118,334 1,456,963 2,554,455
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17. FINANCIAL INSTRUMENTS DISCLOSURES (continued)

(c) Fair values
AASB 139 Financial Instruments: Recognition and Measurement requires recognition of some financial assets and financial liabilities at fair value on the Balance Sheet.
Where possible this fair value is determined from prices quoted for the financial instrument on an active market.

In the event of a lack of quoted market prices, the fair value of financial instruments has been calculated using valuation models that make maximum use of available market inputs to produce a
reasonable estimate of the price that would be determined by the market. In many cases this entails projecting future cash flows that are then discounted to present value using the Corporation’s
weighted average cost of capital or cost of debt as appropriate.

The fair values of financial assets and liabilities carried at fair value through profit or loss are determined using the following valuation inputs:

CONSOLIDATED

Financial Assets
Designated hedge accounting derivatives

Quoted market
prices
$'000

2010

Valuation
technique

- market
observable
inputs
$'000

Valuation
technique -
non market
observable

inputs
$’000

Quoted market
prices
$’000

2009
Valuation Valuation
technique technique -
- market
observable observable
inputs inputs
$°000 $’000

non market

Forward foreign exchange contracts 3 - 3 7 7
Fair value through profit or loss
Credit swaps 3,494 - 3,494 5,594 5,594
Forward foreign exchange contracts 31 - 31 -
Basslink financial asset - - 426,118 426,118 455,450 455,450
Energy price derivatives 60,518 117,392 - 177910 11,422 120,400 131,822
64,046 117,392 426,118 607,556 17,023 120,400 455,450 592,873
Financial Liabilities
Designated hedge accounting derivatives
Interest rate swaps 1,141 - 1,141 2,426 - 2,426
Forward foreign exchange contracts 46 - 46 96 - 96
Fair value through profit or loss
Credit swaps 3,494 - 3,494 5,594 - 5,594
Forward Foreign Exchange Contracts 16 - 16 - - -
Basslink Services Agreement 840,909 840,909 870,263 870,263
Basslink Facility Fee Swap - - 215,326 215,326 - 195,027 195,027
Energy price derivatives 36,416 89,222 - 125,638 43,039 264,983 - 308,022
41,113 89,222 1,056,235 1,186,570 51,155 264,983 1,065,290 1,381,428
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PARENT
2010 2009

Valuation Valuation Valuation Valuation
technique technique - technique technique -

- market non market - market non market

Quoted market observable observable Quoted market observable observable
prices inputs inputs prices inputs inputs
$'000 $'000 $'000 $'000 $'000 $'000

Financial Assets
Designated hedge accounting derivatives

Forward foreign exchange contracts 3 - - 3 7 - - 7

Fair value through profit or loss
Credit swaps 3,494 - - 3,494 5,594 - - 5,594
Forward foreign exchange contracts 31 - 31 - - - -
Basslink financial asset - - 426,118 426,118 - 455,450 455,450
Energy price derivatives 56,357 121,495 - 177,852 15,426 116,396 - 131,822
59,885 121,495 426,118 607,498 21,027 116,396 455,450 592,873

Financial Liabilities
Designated hedge accounting derivatives

Interest rate swaps 1,141 - - 1,141 2,426 - - 2,426
Forward foreign exchange contracts 46 - - 46 96 - - 96
Fair value through profit or loss

Credit swaps 3,494 - - 3,494 5,594 - - 5,594
Forward Foreign Exchange Contracts 16 - - 16 - = = =
Basslink Services Agreement - - 840,909 840,909 - - 870,263 870,263
Basslink Facility Fee Swap - - 215,326 215,326 - 195,027 195,027
Energy price derivatives 36,358 89,222 - 125,580 38,363 264,983 - 303,346

41,055 89,222 1,056,235 1,186,512 46,479 264,983 1,065,290 1,376,752

Basslink financial instruments

The Basslink financial instruments comprise the Basslink Services Agreement (BSA), Floating Facility Fee Instrument (FFFI) and Basslink Facility Fee Swap (BFFS). The fair value of the Basslink
financial instruments has been calculated using a valuation model based on the present value of expected contractual cash flows. The fair value of expected receipts of inter regional revenues
under the BSA has been separately calculated based on experience to date and projected operating conditions and reported as a financial asset. The expected contractual payments under the
BSA, FFFl and BFFS have been reported as financial liabilities. These represent the Basslink facility fees and interest rate swap settlements payable under these contracts.

The fair value of the BSA has been calculated using the pre-tax weighted average cost of capital as the nominal discount rate. The fair values of the FFFl and BFFS have been calculated using a
21 year forward market interest rate.

The BSA, FFFl and BFFS are not readily tradeable financial instruments.
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Tasmanian energy price derivatives
The Corporation has entered into energy contracts in the Tasmanian market to manage its exposure to market price risks. While many of these contracts have been transacted since Tasmania
entered the NEM, a number were in place prior to that date and reflect the vesting of contracts with major industrial clients in place at the time of entry to the NEM.

The Corporation has developed a model to value the Tasmanian energy contracts. To the extent that each contract incorporates special term, load or other conditions the price at commencement
of the contract will be at a discount from the spot price at that time. Fair value at balance date has been calculated as the present value of the difference between the projected market price and
each contract price, taking into account any discount provided on inception. Projected market price is based on an internally generated long term Tasmanian energy price curve. The Corporation’s
nominal pre-tax weighted average cost of capital has been applied to derive the present value of the Tasmanian energy price derivatives.

Investments

The carrying amount of the investments recorded in the financial statements represents the Corporation’s maximum exposure to market risk.

Movements in fair values in 2010 are not attributable to changes in credit risk.

Fair values are disclosed in table 17(a).
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18. COMMITMENTS FOR EXPENDITURE
CONSOLIDATED PARENT

2010 2009
$'000 $'000

(a) Capital expenditure commitments

Not later than 1 year 27,704 26,822 7,552 26,822
Over 1 yearand up to 2 years 450 4,233 450 4,233
Over 2 yearsand up to 5 years 231 2,349 231 2,349

28,385 33,404 8,233 33,404

(b) Operating lease commitments
Future minimum lease payments

Not later than 1 year 8,532 3,472 3,934 3,110
Over 1 yearand up to 2 years 4,639 3,441 3,623 3,078
Over 2 yearsand up to 5 years 9,724 8,129 7,355 8,129
Later than 5 years 32,188 23,070 21,010 23,070

55,083 38,112 35,922 37,387

The majority of the Corporation’s leases are for office accommodation.
Payments made under operating leases are expensed as incurred over the term of the lease, except
where an alternative basis is more representative of the pattern of benefits to be derived from the leased

property.

(c) Other commitments

Not later than 1 year 37,515 26,741 31,384 21,768

Over 1 yearand up to 2 years 17,043 32,771 12,580 19,467

Over 2 yearsand up to 5 years 44,652 34,694 33,905 34,694

Later than 5 years 25,729 16,293 - 1,714
124,939 110,499 77,869 77,643

The other commitments relate to pass-through costs for consulting work, energy transmission charges and
supply of general goods and services.

Commitments include those relating to the jointly controlled entities detailed in note 26.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

19. CONTINGENT LIABILITIES AND ASSETS
Contingent liability

The Corporation reached an agreement for the sale of the assets of subsidiaries Bell Bay Power Pty Ltd and Bell Bay Three Pty Ltd during 2007. Included in the sale agreement is a regime for the
indemnification of the purchaser in respect of contamination of the Bell Bay Power Station site, particularly in respect of personal injury and latent contamination on the site. The Corporation
has capped certain indemnities and continues to seek to mitigate any potential contingent liability by committing to sound environmental and safety practices on the site.

Contingent Asset
The Corporation currently has a disagreement with the owner of Basslink, Basslink Pty Ltd relating to charges associated with the Basslink Services Agreement.

The Corporation is continuing to negotiate a resolution to this disagreement with Basslink Pty Ltd and may benefit from a reduction in the charges under dispute.

20. AUDITOR'’S REMUNERATION

CONSOLIDATED PARENT
2010 2009
$'000 $'000
Amounts received, or due and receivable, by the Auditor-General from the Corporation for auditing the
financial statements of the Corporation. 308 251 246 214
Amounts received, or due and receivable, for compliance audits. 7 20 7 20

21. KEY MANAGEMENT PERSONNEL COMPENSATION

Short-term employee

benefits Post-employment benefits  Other long-term benefits Termination benefits Total
2010 2009 2010 2009 2010 2009 2010 2009 2010 2009
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Directors 416 409 73 74 - - - - 489 483
Management 3,621 3,333 338 415 1 30 3,960 3,778
Total 4,037 3,742 411 489 1 30 4,449 4,261

For the year ended 30 June 2010 the Corporation identified eleven employees (2009: eleven employees) as key management personnel in accordance with AASB 124 Related Party Disclosure.

Note 22 lists the Directors of the Corporation as at 30 June 2010.



Hydro Tasmania Annual and Sustainability Report 2010

NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
22. RELATED PARTY INFORMATION

Sales to Purchases from Amounts owed by Amounts owed to
related parties related parties related parties related parties
2010 2009 2010 2009 2010 2009 2010 2009
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
CONSOLIDATED
Roaring 40s Renewable Energy Pty Ltd 1,680 5,619 7 - - -
Cathedral Rocks Construction and Management Pty Ltd - 16
PARENT
Roaring 40s Renewable Energy Pty Ltd 1,690 5,619 7 - - - -
Cathedral Rocks Construction and Management Pty Ltd - 16 - - - - - -
Bell Bay Power Pty Ltd 120 241 - - - - 5,146 3,184
Bell Bay Three Pty Ltd - - - - 444 7,009 4,783 1,473
Lofty Ranges Power Pty Ltd - - - - 755 971 126 -
Hydro Tasmania Consulting (Holding) Pty Ltd - - - - 4,299 2,122 -
Hydro Tasmania Consulting India Pvt Ltd 308 143 - - 38 - -
RE Storage Project Holding Pty Ltd - - - - 930 928 -
Momentum Energy Pty Ltd 43,611 6,923 - 4,840 9,973 5,000 -

Transactions with related parties are made at arm’s length at normal market prices and on normal commercial terms.

Outstanding balances at year end are unsecured and interest free apart from the parent company loan to Momentum Energy Pty Ltd in 2009 which carried interest at market rates on the balance
over $2 million. The first $2 million of the loan was interest free. Following full acquisition of the remaining shares of Momentum Energy Pty Ltd, this loan became interest free. Settlement with
related parties not wholly owned occurs in cash. Cash settlement does not occur between wholly-owned subsidiaries and the parent.

The Directors of the Corporation as at 30 June 2010 were:

Dr D M Crean, Chairman

Mr R Adair, Chief Executive Officer
Mr S R Eslake

Ms S M Farrier

Ms J M Healey

Mr S S Kalinko

Ms C Munro

Mr V J Hawksworth resigned as a Director on 15 April 2010

Mr R Adair commenced as Executive Director on 21 June 2010

Mr M M Cavell completed his term as a Director on 5 November 2009
Ms C Munro was appointed as a Director on 1 March 2010

Transactions with director related entities are made at arm'’s length at normal market prices and on normal commercial terms.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

23.EVENTS SUBSEQUENT TO
BALANCE DATE

Since the end of the financial year, Hydro
Tasmania and Aurora Energy Pty Ltd have
reached commercial agreement on the terms
and conditions of a contract under which
Hydro Tasmania will sell electricity to Aurora
for supply of a portion of the non-contestable
load. The term of the contract will coincide
with the new regulated retail price period
from 1 July 2010 to 30 June 2013.

After due enquiry, there have been no

other matters or circumstances since the end
of the financial year that have significantly
affected or may have significantly affected
the operations of the Corporation, the

results of those operations or the state of
affairs of the Corporation in subsequent
financial years.

24. GOVERNMENT GRANTS

The Corporation has recognised $8 million
of grant revenue during the year
(2009: $9 million) as detailed below:

Community Service Obligations

On 1 June 1999, the State Government
agreed to formally recognise the cost of
concessions to eligible customers living on
Bass Strait islands as Community Service
Obligations (CS0s), as defined under the
Government Business Enterprises Act 1995.

During the year ended 30 June 2010, the
State paid the Corporation $6.9 million
(2009: $7.9 million) as reimbursement of the
cost of providing CSOs.

Australian Government Water Fund —
Ajenti Project

During the year ended 30 June 2007, the
Commonwealth Government entered a
funding agreement with the Corporation
under the auspices of the Water Smart
Australia program.

Under this agreement the Corporation will
receive $8.7 million over the three-year term
of the agreement for the collection and
management of water use data for irrigation
licensees through the installation of 3,000
telemetry units for on-farm water metering
across the State. The water data is being
stored on a central web-based database from
which licensees access their own daily water
use, total use and use compared to their
allocation. In addition, training in the use of
the equipment and data will be provided.

During the year ended June 2010, the
Corporation received $0.08 million

(2009: nil) and recognised $0.7 million
(2009: $0.2 million) in the Statement of
Comprehensive Income on the basis of the
extent of work completed at 30 June.

Australian Government Bureau of
Meteorology—Modernisation and Extension
of Hydrologic Monitoring Systems

During the year ended 30 June 2010

the Corporation entered into a funding
agreement with the Bureau of Meteorology
(Bureau) under the Federal Water Act 2007.
Under this agreement the Corporation

will receive $0.4 million over one year for a
Collaborative Automated Trial of the Quality
Assurance and Quality Control (QAQC)
algorithms and software application.

Also under the same funding agreement,
the Corporation will be replacing old type
rain gauges with the Bureau standard
gauges at 14 sites.

During the year ended 30 June 2010, the
Corporation received $0.4 million of the grant
funds and recognised $0.4 million of that
receipt in the Statement of Comprehensive
Income on the basis of completion of

the project.

Australian Government Bureau of
Meteorology— Quality Control and Quality
Assurance Processes

During the year ended 30 June 2009

the Corporation entered into a funding
agreement with the Bureau of Meteorology
under the Federal Water Act 2007.

Under the agreement the Corporation
received $0.5 million over one year to
develop quality control and quality
assurance processes on water data
transfer to the Bureau.

During the year ended 30 June 2010

the Corporation recognised $0.1 million
(2009 $0.3 million) in the Statement of
Comprehensive Income on the basis of the
work completed. The grant was received in
fullin 2008/009.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
25. CONTROLLED ENTITIES

Percentage of Shares
Held by Hydro-Electric Corporation

Country of
Footnote Incorporation 2010 2009

Parent Entity
Hydro-Electric Corporation

Controlled Entities

Bell Bay Power Pty Ltd 1 Australia 100 100
Lofty Ranges Power Pty Ltd 2 Australia 100 100
Bell Bay Three Pty Ltd 3 Australia 100 100
RE Storage Project Holding Pty Ltd 4 Australia 100 100
Hydro Tasmania Consulting (Holding) Pty Ltd 5 Australia 100 100
Hydro Tasmania Consulting India Private Limited 6 India 0.01 0.01
Momentum Energy Pty Ltd 7 Australia 100 51
Footnotes

1. BellBay Power Pty Ltd was incorporated on 20 December 2001.

2. LoftyRanges Power Pty Ltd was incorporated on 26 April 2002.

3. BellBay Three Pty Ltd was incorporated on 7 December 2005.

4. RE Storage Project Holding Pty Ltd was incorporated on 11 April 2006.
5

Hydro Tasmania Consulting (Holding) Pty Ltd was incorporated on 20 October 2006. It holds 9,999 shares in Hydo Tasmania Consulting India Private Limited with Hydro Electric Corporation
holding 1 share.

6. Hydro Tasmania Consulting India Private Limited was incorporated on 20 December 2006 in India.

7. Hydro Tasmania acquired 51% of the issued capital of Momentum Energy Pty Ltd on 31 August 2008. The remaining 49% of the issued capital was acquired on 30 September 2009.
Momentum was incorporated on 8 July 2002.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
26. INTERESTS IN JOINT VENTURES

CONSOLIDATED PARENT

Ordinary Share Ownership Joint Venture Agreement Ordinary Share Ownership Joint Venture Agreement
Interest Voting Rights Interest

Voting Rights
Joint

Venture
Balance 2009 2010 2009 2010 2009 2010 2009

Principal Activity Date % % % % % % %

Roaring 40s Renewable Energy Wind farm
Pty Ltd developmentand

operation 30June 50 50 50 50 50 50 50 50
Cathedral Rocks Construction Wind farm
and Management Pty Ltd construction and

operation 30June 50 50 50 50 50 50 50 50
SA Water Corporation & Lofty Mini hydro operation
Ranges Power Pty Ltd Joint
Venture 30June 50 50 50 50 50 50 50 50
RE Storage Pty Ltd Investigation of

renewable energy

commercial

opportunities 30June 50 50 50 50 50 50 50 50
Integrated Energy Solutions Implementation of 30June 50 50 50 50 =

Pty Ltd

renewable energy
project

The Corporation holds a 50% interest in a joint venture with CLP Asia Renewable Projects Limited through equal ownership of Roaring 40s Renewable Energy Pty Ltd. The purpose of the joint
venture is to pursue domestic renewable energy opportunities, including construction of wind farms (note 28).

The Corporation holds a 50% interest in a joint venture (Cathedral Rocks Construction and Management Pty Ltd) with Acciona Energy Oceania Pty Ltd. The joint venture was established to manage
the construction and operation of a wind farm at Cathedral Rocks, South Australia (note 28).

A subsidiary of the Corporation, Lofty Ranges Power Pty Ltd, holds a 50% interest in an unincorporated joint venture operation named SA Water Corporation & Lofty Ranges Power Pty Ltd Joint
Venture. The principal activity of the joint venture is the operation of mini hydro facilities (note 27).

The Corporation holds a 50% interest in an incorporated joint venture operation with CBD Energy Limited, named RE Storage Pty Ltd. The principal activity of the joint venture is the investigation of
renewable energy commercial opportunities.

A subsidiary of the Corporation, RE Storage Project Holding Pty Ltd holds a 50% interest in an incorporated joint venture with CBD Project Holdings Pty Ltd, a 100% owned subsidiary of CBD Energy
Limited, named Integrated Energy Solutions Pty Ltd. The principal activity of the joint venture is the implementation of a renewable energy project on King Island.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
27.JOINT VENTURE OPERATIONS

The share of assets and liabilities of the unincorporated jointly controlled operation, SA Water Corporation & Lofty Ranges Pty Ltd Joint Venture, which is included in the financial statements,
is as follows as at 30 June.

CONSOLIDATED

2009 2008
$'000 $’000
Current assets
Cash 58 48
Receivables 3 3
Total current assets 61 51

Non-current assets

Property, plant and equipment 1,298 1,320
Total non-current assets 1,298 1,320
TOTAL ASSETS 1,359 1,371
Current liabilities

Payables 34 21
Total current liabilities 34 21

TOTAL LIABILITIES 34 21
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
28.INCORPORATED JOINT VENTURES

The income statements and balance sheets of the following incorporated joint ventures are not consolidated but are instead accounted for under the equity method.

CONSOLIDATED
Cathedral Rocks

Roaring 40s Construction and
Renewable Energy Management
Pty Ltd Pty Ltd
2010 2010
$'000 $'000
Income Statement
Revenue 37,108 18 37,126
Expenses 50,249 33 50,282
Loss before income tax (13,141) (15) (13,156)
Income tax benefit 3,337 5 3,342
Net loss after tax (9,804) (10) (9,814)
Balance Sheet
Current assets 91,506 403 91,909
Non-current assets 517,997 - 517,997
Total assets 609,503 403 609,906
Current liabilities 28,972 302 29,274
Non-current liabilities 325,481 - 325,481
Total liabilities 354,453 302 354,755
Net assets 255,050 101 255,151
Share of accumulated losses
Share of accumulated losses at the beginning of the year 5,438 37 5,475
Share of loss before income tax expense 6,036 8 6,044
Share of accumulated losses at the end of the year 11,474 45 11,519

Movements in carrying amount of investment in joint ventures

Carrying amount at the beginning of the year 122,810 - 122,810
Contributions during the year 5,000 - 5,000
Share of profit before income tax for the year (6,036) - (6,036)

Carrying amount at the end of the year 121,774 - 121,774
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010
28.INCORPORATED JOINT VENTURES (continued)

CONSOLIDATED
Cathedral Rocks

Roaring 40s Construction and
Renewable Energy Management
Pty Ltd Pty Ltd
2009 2009
$'000 $'000
Income Statement
Revenue 58,963 3,668 62,631
Expenses 66,730 445 67,175
Profit/(loss) before share of profit on asset sale and income tax benefit/(expense) (7,767) 3,223 (4,544)
Profit on asset sale 16,112 - 16,112
Income tax benefit/(expense) 1,808 (986) 822
Net loss after tax 10,153 2,237 12,390
Balance Sheet
Current assets 158,549 2,015 160,564
Non-current assets 292,451 - 292,451
Total assets 451,000 2,015 453,015
Current liabilities 22,891 1,888 24,779
Non-current liabilities 168,809 - 168,809
Total liabilities 191,700 1,888 193,588
Net assets 259,300 127 259,427
Share of accumulated losses
Share of accumulated losses at the beginning of the year 9,800 1,647 11,447
Share of profit before income tax expense (4,362) (1,610) (5,972)
Share of accumulated losses at the end of the year 5,438 37 5,475
Movements in carrying amount of investment in joint ventures
Carrying amount at the beginning of the year 108,448 - 108,448
Contributions during the year 10,000 - 10,000
Share of profit before income tax for the year 4,362 - 4,362

Carrying amount at the end of the year 122,810 - 122,810
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

28.INCORPORATED JOINT VENTURES (continued)
In 2009 the Corporation adopted a different accounting policy for the recognition of revenue from REC sales than Roaring 40s Renewable Energy Pty Ltd. The Income Statement has been

amended to reflect the Corporation’s policy.

The investmentinjoint ventures is carried at cost in the parent.
PARENT

Carrying amount at the beginning of the year 128,567 118,567
Contributions during the year 5,000 10,000
133,567 128,567

Carrying amount at the end of the year
Contingent liabilities and capital expenditure commitments relating to the joint ventures are included in notes 18 and 19.

29.DIVIDEND
CONSOLIDATED PARENT

2010 2009

$'000 $'000

Proposed for approval (not recognised as a liability as at 30 June)
Statutory dividend 10,204 5,332 10,204 5,332
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SUPERANNUATION DECLARATION

| hereby certify that the Hydro-Electric Corporation has met its obligations under the Commonwealth’s Superannuation Guarantee (Administration) Act 1992 in respect of
any employee who is amember of a complying superannuation scheme to which the Hydro-Electric Corporation contributes.

ot~

R. Adair
Chief Executive Officer
12/08/2010

STATEMENT OF CERTIFICATION

In the opinion of the directors of the Hydro-Electric Corporation (the ‘Corporation’):

a) thefinancial statements and notes of the Corporation and of the consolidated entity are in accordance with the Government Business Enterprises Act 1995, including:
(i) givingatrue and fair view of the results and cash flows for the year ended 30 June 2010 and the financial position at 30 June 2010 of the Corporation and its subsidiaries;
(i) subjecttothe Treasurer’s Instructions, complying with the Australian Accounting Standards and Interpretations; and
(iii) complying with Australian equivalents to International Financial Reporting Standards.

b) there arereasonable grounds to believe that the Corporation will be able to pay its debts as and when they fall due.

This declaration has been made after receiving the following declaration from the Chief Executive Officer and General Manager Strategy and Finance of the Corporation:
a) thefinancial records of the Corporation for the year ended 30 June 2010 have been properly maintained in accordance with Section 51 of the Government Business Enterprises Act 1995;
b) thefinancial statements and notes for the year ended 30 June 2010 have been prepared in accordance with Section 52 of the Government Business Enterprises Act 1995; and
c) thefinancial statements and notes for the year ended 30 June 2010 give a true and fair view.

Signed in accordance with a resolution of the directors:

i

Chairman Chief Executive Officer

12/08/2010 12/08/2010

DrD.M. Crean R. Adair
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As at June 30 2010 2009 2008 2007 2006
Mainland Tasmania

Power stations

Hydro No. 30° 28 28 28 29
Thermal No. 0 1 1 2 1
TOTAL No. 30 29 29 30 30
Installed capacity

Hydro MW 2281 2270 2270 2270 2278
Thermal —gas MW 0 240 240 345 240
Wind MW 0 0 0 0 0
TOTAL MW 2281 2510 2510 2615 2518
Energy Generated™

Hydro GWh 8184 7203 7100 8128 9688
Thermal —gas — Bell Bay 1-2 GWh 0 608 1169 899 585
Thermal —gas — Bell Bay 3 GWh 0 0 0% 378 0
Wind GWh 0 0 0 0 78
TOTAL GWh 8184 7811 8269 9064 10351
Generation peak load MW 2131 2248 2290 2395 2086
Generation load factor* % 44 40 41 43 57

Bass Strait Islands

King Island

Diesel MWh 10480 10221 10297 10600 10598
Wind MWh 4724 5516 5949 5319 5243
Flinders Island — diesel MWh 4340 4404 4201 4220 4278
TOTAL MWh 19544 20141 20447 20139 20119

9The number of hydro power stations differs from the number in the Statement of Corporate Intent on page 13 because this table includes power stations additional to main undertakings, being Parangana,
Mieterana (Butlers Gorge mini-hydro) and lower Lake Margaret (operating June 2010). Lake Margaret (upper) is included because it was re-commissioned in October 2009.

10 Mainland Tasmania energy generated s calculated as the net energy measured at the market and distribution connection points.
1Bell Bay 1and 2 were shut down on 1 April 2009.

2Three gas tubines (Bell Bay 3) were sold by Hydro Tasmania.

BThree 35 MW gas turbines (Bell Bay 3) were bought and installed.

¥ Calculated as average MW divided by peak MW. Average MW calculated from total energy generated divided by number of hours in ayear.
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Five Year Profile — Statement of Comprehensive Income

Year Ending 30 June

Income

Sales of goods and services
Otherincome

TOTAL INCOME

Less Expenses

Labour

Direct operating expenses

Depreciation and amortisation of non-current assets
Impairment of non-current assets

Finance costs

Fair value movements

Other operating expenses

TOTAL EXPENSES

NET PROFIT/(LOSS) BEFORE TAX

2008

$'000s
717,246 609,241 456,818 482,676 460,101
9,687 16,496 13,190 8,905 9,555
726,933 625,737 470,008 491,581 469,656
100,763 88,822 88,574 84,868 83,260
319,018 262,518 199,648 157,720 73,438
77,681 73,766 68,043 69,014 87,945
- (186,925) (157,879) (153,799) 31,685
80,337 86,684 95,663 90,695 85,860
(259,194) (185,638) (124,309) 59,800 (37,961)
76,248 68,619 76,083 69,790 105,610
394,853 207,846 245,823 378,088 429,837
332,080 417,891 224,185 113,493 39,819
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Five Year Profile — Balance Sheet Year Ending 30 June
2008

$'000s
Assets
Cash and cash equivalents 3,038 30,562 93,302 51,615 15,751
Investments 121,790 122,826 108,464 88,365 80,005
Receivables 82,657 154,356 59,997 153,153 98,832
Property, plant and equipment 4,161,631 4,146,346 4,056,372 3,520,541 3,440,848
Financial and other assets 761,491 758,809 527,472 435,816 215,330
TOTAL ASSETS 5,130,607 5,212,899 4,845,607 4,249,490 3,850,766
Liabilities
Payables 69,935 171,576 67,333 121,591 102,866
Provisions 363,461 365,579 323,593 334,645 300,487
Interest bearing liabilities 872,864 941,235 971,374 1,192,200 1,077,000
Tax liabilities 749,099 677,681 559,033 482,380 478,830
Financial liabilities 1,193,318 1,391,346 1,527,834 1,160,484 973,801
TOTAL LIABILITIES 3,248,677 3,547,417 3,449,167 3,291,300 2,932,984
NET ASSETS 1,881,930 1,665,482 1,396,440 958,190 917,782
EQUITY 1,881,930 1,665,482 1,396,440 958,190 917,782

Five Year Profile — Capital Works Year Ending 30 June

2008
$'000s

Expenditure

Generation assets 78,423 69,662 34,974 39,761 90,868
Bass Straitislands 860 982 2,394 1,028 1,040
Communications 7 - 2,343 2,691 4,746
Land and buildings 973 1,977 1,152 2,563 3,351
Fleet 2,784 1,807 2,455 2,247 2,583
Information systems 10,299 4,591 2,260 4,930 7,093
Renewable developments - - - - 13,698
Other assets 2,187 2,228 9,284 952 4,504
TOTAL CAPITAL EXPENDITURE 95,533 81,247 54,862 54,172 127,883
EMPLOYEE NUMBERS 2010 2009 2008 2007 2006

Staff headcount (including directors) 923 (AUS) 907 (AUS) 819 (AUS) 825 886
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ACCC Australian Competition and Consumer Commission REC Renewable energy certificate

AEMO Australian Energy Market Operator RET Renewable Energy Target

AEU Australian Emissions Unit SPS System protection scheme

AER Australian Energy Regulator

AFMA Australian Financial Markets Association ere

AFSL Australian Financial Services Licence Additional measures

ANCOLD Australian National Committee on Large Dams kW —kilowatt One kW = 1000 watts. A watt is the rate at which electrical

ASIC Australian Securities and Investments Commission energy is produced or used.

CER Certified emission reduction MW —megawatt One MW = 1000 kilowatts or one million watts.

Co,-e Carbon dioxide equivalent kWh — kilowatt hour The standard unit of energy, equivalent to production or

CPRS Carbon Pollution Reduction Scheme consumption at the rate of one kilowatt for one hour.

cso Community Service Obligation MWh — megawatt hour One MWh = 1000 kiilowatt hours.

DPIPWE Department of Primary Industries, Parks, Water and Environment GWh — gigawatt hour One GWh = 1 million kilowatt hours, or 1000 megawatt hours.
DSM Demand-side management kV - kilovolt One kV—1000 volts. A voltis the unit of potential or electrical
EBITDA Earnings before interest, tax, depreciation, amortisation pressure.

ELT Executive Leadership Team km = kilometre

esaa Energy Supply Association of Australia m?3— cubic metre

ESMS Environment and sustainability management system $m— million

FCAS Frequency Control Ancillary Service(s)

GBE Government Business Enterprise

GFC Global financial crisis Measuring water storage levels

GW Gigawatt Hydro Tasmania’'s hydropower system is fully integrated and flexible in terms of producing
GWh Gigawatt hour —a consumption of 1 GW for 1 hour energy. We measure the water storage system in terms of the amount of electricity we could
HVDC High voltage di.rect cgrrent generate from the water stored or, put another way, the amount of energy in storage.

IBRM Integrat.ed businessrisk managemgnt We report the storage level as x% full in energy terms’ or ‘% full of energy’. Usually this applies
IHA International Hydropower Association . .

LTIFR Lost time injury frequency rate to the system as a whole, but sometimes we refer to the level of particular lakes.

MI Major industrial customer The figure isrelative to, but is not the same as, the actual level of water in the storage.

MRET Mandatory Renewable Energy Target Our preferred operating zone is a storage system level between 30 and 50 per cent full in

MW Megawatts energy. The lower amount, 30 per cent, represents an insurance amount that can be used to
MWh Megawatt hour —a consumption of 1 MW for 1 hour generate electricity during some years of drought. The higher level, 50 per cent, represents a
NEM National Electricity Market reasonable buffer that can be used to give us flexibility in our trading operations.

NEMMCO National Electricity Market Management Company (now AEMO) Generally, when identifying the level of individual lakes, these figures mean that significantly
NGERS National Greenhouse and Energy Reporting System less than 30 per cent full of energy means the lake will look low, and at 50 per cent full of energy,
NRM Natural Resources Management the lake is likely to be nearer full.

NSP Network service provider We publish available water storage data daily on our website. ‘Energy data’ provides energy in
ORER Office of the Renewable Energy Regulator storage in terms of per cent full. ‘Lake levels’ are reported as metres below full. We also supply
OTTER Office of the Tasmanian Economic Regulator (formerly Electricity Regulator) iriver levels’ which are measured in metres.

PCB Polychlorinated biphenyls




11 Chairman'’s review 9
1.2 Achievements and Challenges 7
Chairman'’s review 9
CEQ's report 11
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Table 5: Sustainability performance summary 25
Economic performance — Long-term business value 31
Ecosystems and heritage — Carbon status 70
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2.1,2.3-2.10 About Hydro Tasmania 5
2.2 About Hydro Tasmania 6
Website: Momentum website
Website: Entura website
EU1 About Hydro Tasmania 5
Statistical profile — Generation statistics 129
EU2 Statistical profile — Generation statistics 129
EU3, EU4, EUS Website: Hydro Tasmania— Publications — website

Annual report— GRI index — Long version

Report parameters
3.1,3.3,34 About this report 3
3.2 Website: Hydro Tasmania — Publications — website

Annual report— GRI index — Long version

Report scope and boundary

3539
310,311

GRI content index
3.12

313

About this report
Website: Hydro Tasmania — Publications —
Annual report— GRI index — Long version

Website; Hydro Tasmania— Publications —
Annual report— GRI index — Long version

Independent assurance statement

3,4
website

website

21
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At the time of printing the website was under construction. All endeavour has been made to provide accurate

web paths but paths provided here may not be exactly the same as the completed website.

Governance Page No.

4.1-43 Website: Hydro Tasmania — About us — Governance website
—Framework

44 Website: Hydro Tasmania — About us — website
Governance — Framework
Our employees 54
Website: Hydro Tasmania — About us — website
Governance — Framework — Roles and responsibilities
of the shareholder, board and management
Website: Hydro Tasmania - About us — Governance — website
Board committees

4.5-47 Website: Hydro Tasmania — About us — Governance website
—Framework

4.8 Website: Hydro Tasmania — About us website
Website: Hydro Tasmania — About us — Governance — website
Codes and policies
Website: Hydro Tasmania — Publications — website
Annual report— GRI index — Long version

49,410 Website: Hydro Tasmania — About us — Governance — website

Framework (committees)

Commitments to external initiatives

411 Website; Hydro Tasmania— Publications — website
Annual report— GRI index— Long version

412 About this report 3
Our employees — Management approach — Human 56
rights and labour practice

413 External Stakeholders — Memberships of 63
associations
Website: Hydro Tasmania—About us website

Stakeholder engagement

414-4.16 External stakeholders 62
417 About this report — Materiality 3
Economic performance — Growth and customers 33
Assets and resource use — Water resource 42
External stakeholders 62

Ecosystems and heritage 68,69
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Management approach Page No.
EC- Economic Economic performance 29
Assets and resource use 39
EN — Environmental Ecosystems and heritage 67
LA - Labour Practices  Our employees 56
HR —Human Rights Our employees 56
SO-Society Governance 45
Assets and resource use 42
External stakeholders 63
PR - Product Economic performance — Growth and customers 32

Responsibility

Electricity utility sector specific disclosures

EU6 Assets and resource use 40-41

EU7 Website: Hydro Tasmania — Publications — Annual website
report—GRlindex—Long version

EU8 Economic performance — Growth and customers — 33
Research and development

EU9 Website: Hydro Tasmania — Publications — Annual website

Economic performance

report—GRlindex—Long version

EC1 Economic performance — Financial performance 29
2009-10
Financial statements 73
External stakeholders 63

EC2 Economic performance 31
Ecosystems and heritage — Carbon status — 70
Climate change

EC3 Financial statements 77,79

EC4 Economic performance — Financial performance 30
Assets and resource use 43

EC7,EU10-EU12 Website: Hydro Tasmania — Publications — website

Annual report—GRIindex— Long version

EC6 External stakeholders — Suppliers and partners 66
Website: Hydro Tasmania — About us — Governance — website
Policies — Procurement

EC8 External stakeholders 64
Assets and resource use — Recreation 43
Website: Hydro Tasmania— Environment website

Environmental performance

EN1 Assets and resource use — Resource use — 44
Waste management
Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version

EN2 Website: Hydro Tasmania — Publications — website
Annual report— GRI index — Long version

EN3 Ecosystems and Heritage — Carbon status 70

EN4 Ecosystems and Heritage — Carbon status 70
Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version

ENS8 Website: Hydro Tasmania — Publications — website
Annual report— GRIindex — Long version

EN11 Website: Hydro Tasmania — Publications — website
Annual report— GRI index— Long version

EN12 Ecosystems and heritage 68
Website: Hydro Tasmania — Environment website

EU13 Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version

EN16,EN17 Ecosystems and heritage — Carbon status 70
Website: Hydro Tasmania — Publications — website
Annual report— GRI index — Long version

EN18 Ecosystems and heritage — Carbon status 70

EN19-EN22 Website: Hydro Tasmania — Publications — website
Annual report—GRI index — Long version

EN23 Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version

EN26 Ecosystems and heritage 68
Website: Hydro Tasmania — Environment website
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EN27 Website: Hydro Tasmania — Publications — website Society performance indicators
P e R uj1dex—Longver5|on S01 External stakeholders — Engaging with stakeholders 63
EN28 Governance—Comp'hance 45 Assets and resource use — Water resource 42
Ecosystems and heritage 69 Ecosystems and heritage — Impacts on biodiversity 68
Human rights performance indicators Website: Hydro Tasmania — Environment website
HR1, HR2, HR4, HR6, Website:; Hydro Tasmania— Publications — website EU22,502 S03, S04 Website: Hydro Tasmania— Publications — website
HR7 Annual report — GRI index — Long version Annual report— GRI index — Long version
HR5 Our employees — Enterprise partnership agreements 54 S05 Ecosystems and heritage — Carbon status 71
Labour practices decent work performance indicators 508 Governance — Compliance 46
LAL, LA2 Our Employees 52,55 Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version
LA3 r/ebsnle:Hgdtro 1G'a|qslmzn|a—fubllcat|qns— website EU19 Assets and resource use 42
nnualreport - A7 index— ~ong version Website: Hydro Tasmania— Publications — website
LA4,LAS Our employees — Enterprise partnership agreements 54 Annual report — GRI index — Long version
gl e Tasmama—Publlcatpns— MBS EU20 Website: Hydro Tasmania — Publications — website
Pl e ERlnee | e e Annualreport — GRI index — Long version
L7 Our employees — Safety, health and wellbeing Sl EU21 Assets and resource use — Emergency response 40
LA8 Our employees —Safety, health and wellbeing 57,59 Governance 46
LA10 Website: Hydro Tasmania — Publications — website Ouremployees —Safety health and wellbeing 58
Annual report — GRI index— Long version Website: Hydro Tasmania — Publications — website
LALL Our employees ED Annual report— GRI index — Long version
Product ibilit f indicat
L [c———— T
EU15 Annual report — GRI index — Long version PR1 Assets and resource use — Management approach 39
EUl6 Our employees —Safety, health and wellbeing 58 Asset§ andresource use'— Emerg'enc?g SRR 40.
Website: Hydro Tasmania — About us— Governance—  website XVebsrcle. Hgdtro glslmzma—ll_?ubhcatpns— website
Codes and policies — OH&S policy nnus.ﬂ report—%Riin ?X_ ongver§|on .
EUL7 Website: Hydro Tasmania — Publications — website PR3, PR9, Website: Hgfjro Tasmama—Pgbllcat|ons—Annual website
. . EU23-EU27,EU30 report—GRIindex —Long version
Annual report — GRI index — Long version :
EU18 Our employees — Safety, health and wellbeing — 58 PR6 Economic performance — Growth and custqmgrs— 32
Management approach to product responsibility
contractors )
Website: Hydro Tasmania — Publications — website Ecosg.stemsand herltagg—Carb9n s.tatus 70-7,1
Annual report — GRI index — Long version Website: Hydro Tasmania — Publications — website
Annual report — GRI index — Long version
EU28, EU29 Assets and resource use — Energy reliability 40
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A
Absenteeism 59
Ancillary services 33
Asia Pacific 35,36
Asset management 26,27,39-40
Assurance statement 21-24
Auditor-General 126-127,128
Aurora Energy 12,69
Aurora Energy Tamar Valley Power 14,33
Australian Competition
and Consumer Commission (ACCC) 33,46
Awards 6
B
Banarra 4,19,21
Basslink Pty Ltd 41
Basslink availability 41
Basslink environmental monitoring 69
Bass Strait islands 7,10,14,71
Bell Bay Power Station 14
Biodiversity 68
Board 6,47
directors 47-49
committees 45, 46,49

C

Carbon Pollution Reduction

Scheme (CPRS) 14,31

Carbon status 70
footprint 71
offsets 70

Catchments 67
Great Lake-South Esk 42
Derwent 42,69
Ouse-Shannon 43

CBD Energy 10

Climate change 70
implications 70
modelling/research 70
response strategy 71

Cloud seeding 43

CLP Group 5,13,31

Community service obligation 14,30

Council of Australian

Governments (COAG) 42

D

Dams—
Catagunya 40
safety 37,40

E
Economy - global financial crisis 14,30
Electricity—
contracts —retail 32
contracts —wholesale 32
data 4,129
generation statistics 129
pricing 31.33
price regulation 33
reliability 41
Emissions 70
Scopes1,2and3 70
Emissions trading scheme 7,11
Employees
absenteeism 59
apprentices 40,53
capability 51,52
data 4,51,52,55,58,59
engagement 7,54
enterprise agreements 54
executive team 49
Gentech program 53
graduates 53
health and wellbeing 54,57
training 52
retirement 53
safety 51
turnover 55
Energy—
availability 41
products 5,32,34
reliability 41

renewable developments
7,10,13,31,35

Entura
Environment
biodiversity, impact on

carbon emissions
carbon footprint
environmental water flows
expenditure
greenhouse gas
impact

management system
migratory fish
monitoring

policy

risks

threatened species
vegetation

waste management

3,5,7,10,31, 32,35-37,50

68
70
71
69
69

4,23,67,71

68
67,69
68
68,69
67
67

7,33,42,68

69
44

Environment Protection Authority (EPA) 65

Executives 49-50

F

Feedback form 139

Finance— 29
capital expenditure 9,30,40
dividend 30
debt 11,29,30
forecasts 16
government grants 118
key financial indicators 16,31
revenue 30
statistical summary 130-131

Financial report 73

Flinders Island 14,10,129



G

Generation
asset management 7,39
cost per MWh 31
statistical summary 129

Global Reporting Initiative (GRI) —
application 4
guidelines 3,4
index—short 133-135
index —long: see website

Glossary 132

Governance —
board 6,47
board committees 45,46,49
compliance 45,46
risk management 46

Government of Tasmania 9,42,43

Greenhouse gas 4,23,67,71

Greening Australia 64,69

GreenPower 32

H

Health and safety 57

Healthy Hydro program 7,12,59

Heritage 70

Hydro Tasmania—
assets 13
awards 6
Board 46
business continuity 46
business structure 6,49
charter 13,15
community involvement 11,12,42,64
contractors 12,24, 36,56,58,69
controlled entities 6,49
corporate plan 11,13,14,29
customers 12,32
employee engagement 53
future 12
governance 47
holdings 6
humanrights 56
industry associations 63
jointventures 6,49
labour practice 56
markets 5,36
membership of associations 63
ministerial charter 13,15
products 5,32,34
research and development 33
retail 5,9,12,15, 30,32, 34
risk management 45,46
sponsorship 64
stakeholders 11,42,61

suppliers 65
water management 42-43
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Huxley Hill Wind Farm 14 (0]
Hydro Tasmania Consulting Occupational health and safety 58
See Entura
P
I Pandemic influenza management 46
India 36,37 Power Stations —
Influenza management 46 Bastyan 41
International Hydropower Association 3,19 Bell Bay 14
Irrigation 6,7,42,43 Gordon 69
Lake Margaret 7,12,40,41,70
K Poatina 40,41,43
Key performance indicators 10, 14, 16,40, 58 Tribute 41
King Island 10, 14, 16,40, 58 Procurement 65,66
L R
Lakes — Recreation 42,43
Arthurs 42,68, 69 Red Hills 12,41
Great 42,68, 69 Renewable energy
Meadowbank 43 credits 14,31, 35
Woods 42 developments 7,10,13,31, 35
technologies 10, 33,37
M wind farms 14,31
Materiality 3 Renewable Energy Target 31
Marketing 32 Research and development 33
Mini hydro 14,40, 41 Retail 5,9,12,15,30,32,34

Minister for Energy and Resources 6,13
Momentum (Energy Pty Ltd)
5,7,10,12,30,32,34,50

N

National Electricity Market (NEM)
11,12,14,29,32
Network services 41

Rivers —
Clyde 43
Franklin 69
Gordon 69
Lake 42
Lawrenny 42
Ouse 42,43
Shannon 43

Roaring 40s 4,13,14,18
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S
Safety 12,57,58
contractors 58
Sarawak 10, 36,37
Stakeholders 42,61-66
Stakeholder engagement framework
7,42,63
Statement of Corporate Intent 13
Sponsorship 64
Stress 57,59
Suppliers 65
Sustainability 7,19,67
Code 2
supply chain 65
performance 19
performance summary 25-28
T
Tasmanian Economic Regulator 33,46
Tasmanian Irrigation Development Board 43
Threatened species 7,33,42
Transend Networks Pty Ltd 41,69
Treasurer (of Tasmania) 13
U

University of Tasmania 53

'}
Water -
environmental flows
inflows
levels
license
management
measuring storage levels
operating rules
pricing
quality
storage
Waste management
West coast (Tasmania)
Wind farms —
Huxley Hill
Waterloo
Woodstave pipeline
Workforce planning
World Heritage Area

69
14,69

43
6,42,68
39

132

42

a4
42,43,68
7,41

44
41,43,70

14
31
40,41
55
58



Your view on our:

Reporting quality Excellent| |

Good|[ |

Fair[ |

Annvual and Sustainablility Report 2010

Poor[ |

Performance Excellent| |

Good[ |

Fair[ ]

Poor| |

If you ticked ‘Good’ or ‘Excellent’, what did we do best?

If you ticked ‘Fair’ or ‘Poor’, where do we need to improve most?

Was there any additional information you expected to receive in the annual report? Do you have any questions to be addressed in next year’s report?

Please specifuy.

Any other comments/suggestions?

Please send your comments to:

Manager
Communications
Hydro Tasmania

GPO Box 355

Hobart, Tasmania, 7001
Australia

Fax within Australia: 0362305363
Fax from outside Australia; +61 36230 5363

If you would like aresponse, please provide contact information

or send an email to contactus@hydro.com.au

Name:

Email;

Mailing address:
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Hydro
Tasmania

The power of natural thinking
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