LETTER OF SUBMISSION TO THE VOTING SHAREHOLDERS

Hon M Egan MLC Hon JJ Della Bosca MLC

Dear Shareholders

It is our pleasure to submit to you the annual report of Delta Electricity for the year ending 30 June 2002.
The annual report covers Delta’s activities and contains the statement of accounts for the financial year.

The annual report was prepared in accordance with Section 24A of the State Owned Corporations Act 1989
and the Annual Reports (Statutory Bodies) Act 1984. It is being submitted for presentation to Parliament.

e

Peter Dodd Jim Henness
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Three influences dominate
the electricity industry future.

The need for new long-life
energy assets, policy responses
to greenhouse emissions and
the review of the national
electricity market.

FOCAL POINT: STRATEGY

Our strategy supports a consistent approach to meeting the future
challenges of the electricity market and provides a framework for a
unified approach from all of us to develop the value of the business.

With the cultural flexibility to adapt to these changes, Delta will
continue to achieve sustainable growth.

JIM HENNESS

CHIEF EXECUTIVE
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Financial Performance

Environment

Plant Performance

Community Profile

Technology

Marketing

Maintenance

Safety

Profit (before tax) of $142.4 million -
Achieved despite mild weather conditions and lower electricity demand.

ISO 14001 accreditation -

A significant level of recognition that places Delta Electricity’s
environmental management approach at international standards.

Environmental compliance -

No environmental incidents or licence breaches shows investment in
environmental training and the development of environmental protection
systems and procedures is working.

Reduced outage rate and increased availability -

Exceptional performance achieved through expertise of Delta
Electricity’s people.

Increased awareness and support in local communities -
Reflects the effort in building relationships and communication with
local residents.

Successful implementation of key business enterprise
applications -

Using applications to foster business improvements and increase
productivity.

Preferred supplier to the Kurri Kurri aluminium smelter -

A 15 year electricity supply arrangement supports the future of the
smelter and the development and employment in regional areas.
Alliance formed with Toshiba -

External project work to overhaul turbines and generators recognises
the skills and expertise of maintenance workers.

Five star rating retained -

The focus on safety was again rewarded with this highest level of
assessment for the three business units.



The Electricity Industry

Delta operates in a sophisticated and complex
electricity market. The instantaneous matching of
electricity supply and demand presents unique
challenges to all participants. Further, in the pooled
arrangement of the National Electricity Market (NEM)
it is not possible to distinguish which generator
produced the electricity consumed by a particular
customer.

The NEM with its interconnecting grids includes
Queensland, New South Wales, Australian Capital Territory,
Victoria and South Australia. It commenced operation in
December 1998 as part of the process of deregulation of the
Australian power industry.

The National Electricity Market Management Company
(NEMMCO) operates the physical wholesale market for
supplying electricity between generators and electricity
retailers in the NEM. All electricity generated must be
supplied into the pooled market.

As a wholesale electricity generator, Delta competes against
a number of other generators for the supply of electricity
into this common pool.

Generators bid to supply energy into the market by offering
prices and associated quantities on a half-hour basis. All
offers submitted by generators are stacked in order of rising
price until consumer demand is met. As demand for
electricity increases, more expensive generators are
committed to produce energy into the pool. The spot

(or pool) price is the price where supply and demand

are matched.

Interconnectors in the NEM

— Existing Interconnector (export direction)
«---+Proposed Interconnector
<+— Existing Interconnector

3 Not presently part of the NEM

Generators are paid the spot price for the electricity they sell
into the pool and retailers pay the spot price for the
electricity they use from the pool. The spot price is set on a
five-minute basis and published as a half-hour average.

The spot price is capped at $10,000/MWh and has a floor

at -$1,000/MWh.

In parallel to and complementary to the NEM, a financial

‘Over the Counter’ (OTC) contract market has been

developed by the participants. In this market, participants

contract directly with each other to manage spot price

uncertainty. All financial derivative contracts reference the

published half-hour spot price.

The operation of the electricity market creates different risks

for the various participants. For wholesale generators like

Delta there are two sets of risks:

» Commercial risk for unmatched contracted sales and
production; and

*» Revenue risk to achieve price and volume on uncontracted
production.

These risks are exacerbated by price volatility in the market.

Delta manages these risks through its market activities.

Electricity supply pool

End End End End
User || User User || User
Retail Retail
Supplier Supplier End User
Gen Delta Gen
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Overview

Delta Electricity is an electricity generation company. We produce electricity from several facilities and a
diversified set of energy sources including coal, water and biomass materials.

Our generators produce around 13% of the electricity needed for the national electricity spot market, meeting the needs
of electricity consumers from Queensland to South Australia across the east coast of Australia.

Most of Delta’s generation derives from the coordinated operation of four coal-fired power stations located in NSW:
Mt Piper and Wallerawang near Lithgow, and Vales Point and Munmorah on the Central Coast. The total available generating
capacity is 4,240 MW.

Delta aims to achieve a lowest cost of overall production commensurate with the needs of managing the commercial risks of
our electricity hedge products. While coordinating the operation of the four power stations presents complex operating
challenges, we gain considerable benefits from our ability to respond rapidly to changing market and plant conditions.

The remainder of Delta’s generation is from renewable energy sources. The contribution from mini-hydro generators and
biomass materials is small at this time, but will grow as new projects are completed.

Delta Electricity operates under the Energy Services Corporations Act (1995) and the State Owned Corporations Act (1989).
The organisation was formed on 1 March 1996 as part of the NSW Government’s restructure of the state’s electricity
industry. This restructure was in response to large scale changes to the electricity supply industry in eastern Australia
following the program of competition reform by the States and Commonwealth.

Vision

Generating Performance Through Innovation

To be the supplier of first choice in the electricity market by ensuring that:

¢ Customers receive competitive prices and innovative, customised services.

e Staff work in a safe, challenging and creative workplace, receive a fair return for their
contribution, and have opportunities to develop.

e Community members welcome us as a valued, environmentally responsible organisation.

¢ Stakeholders are confident that we effectively manage the business and associated risks.

Shared Values

We value:
¢ productive relationships.
Maintaining productive relationships with customers, colleagues and suppliers.
¢ safety, health and welfare.
Providing for the safety, health and welfare of our people, visitors and the community.
e continuous improvement.
Demonstrating continuous improvement in all aspects of our business.
¢ learning and development.
Supporting the learning and development of our people for business success.
¢ environmental performance.
Caring for the environment for future generations.
¢ honesty, fairness and integrity.

Ensuring honesty, fairness and integrity in all that we do.



Map of Operations
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Location Unit Total Capacity
size units
Coal
Mt Piper 660MW 2 1320 MW
Vales Point 660MW 2 1320 MW
Wallerawang 500MW 2 1000 MW
Munmorah 300MW 2 600 MW
4240 MW
Hydro
Mt Piper 350kW 1 350 kW
Chichester Dam  110kW 1 110 kW
460 kW
New South
Wales
SYDNEY

Principal Functions and Objectives

Delta Electricity’s principal functions are to:

(a) establish, maintain and operate facilities for the
generation of electricity and other forms of energy;

(b) supply electricity and other forms of energy.

Guiding Delta in carrying out these functions are
the following principal objectives:
(a) to be a successful business and, to this end to:
(i) operate at least as efficiently as any other
comparable businesses;
(i1) to maximise the net worth of the state’s
investment in Delta; and
(iii) to exhibit a sense of social responsibility by
having regard to the interests of the
community in which it operates.

(b) to protect the environment by conducting its
operations in compliance with the principles of
ecologically sustainable development contained in
section 6 (2) of the Protection of the Environment
Administration Act 1991;

(c) to exhibit a sense of responsibility towards regional
development and decentralisation in the way in
which it operates;

(d) to operate efficient, safe and reliable facilities for the
generation of electricity;

(e) to be an efficient and responsible supplier of
electricity;

(f) to be a successful participant in the wholesale
market for electricity.
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Ensure Delta has the skills and resources
required to achieve its vision of the future.

Improve sales opportunities.

Improve plant capability and performance to
meet future market demands.

Ensure Delta has the systems and
processes required to achieve its vision of
the future.

Secure Delta’s position as a successful
supplier of new renewable energy.

Perform to the expectations of
environmental regulators and stakeholders.

Ensure business sustainability through
maintaining a licence to operate in local
communities.

Secure long-term fuel supplies at
competitive prices.

Succession planning programs implemented
including rotation and secondment
opportunities. Training programs for new
systems and business processes also
implemented.

Secured 15-year supply arrangement with
an aluminium smelter.

Excellent plant performance in the year.
Control and instrument upgrade
commenced at Vales Point.

Major upgrade of Delta’s enterprise
resource application and other significant
programs implemented.

Delta produced 3.5 GWh of renewable
energy in the year and progressed biomass
co-generation, co-firing and wind
developments.

Received ISO 14001 accreditation and no
licence breaches were recorded.

Structured approach to community relations
activities including a sponsorship program
for community-based events. Research
showed the community rates Delta
favourably.

Long-term competitive coal supply
contracts agreed with Powercoal.

Integration of performance management
principles through the Balanced Scorecard
approach.

Become the supplier of choice to targeted
customers across the market through
products.

Continue to have low cost, reliable and
environmentally sustainable plant ready to
respond to market requirements and
opportunities.

Improve the effective utilisation of Delta’s IT
systems.

Continue to identify and pursue
developments to reach a target of 1,200
GWh of renewable energy by 2010.

Expand Delta’s production capability with
low greenhouse gas intensive capacity.

Expand this approach to other communities
as Delta develops new sites for other forms
of electricity generation.

Maintain coal supply competitiveness and
security.
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Chief Executive’s
Report

The adaptability of Delta Electricity’s people in
developing business solutions to major challenges in
the external environment enabled Delta to again record
a successful year. Changing environmental
requirements, revaluation of the business, increased
competition with new generation capacity and greater
risk premiums all necessitated a reassessment of
strategy and operations.

Delta adopted the ‘balanced scorecard’ approach to meet
stakeholder expectations in operational performance,
environmental management and social contribution. The
scorecard measured and rewarded business performance.
Delta’s achievements for the year demonstrate a balance for
strong financial outcomes, management of operations to
preserve and better the environment and respectful relations
with local communities.

Plant and Systems

The performance of Delta’s four coal-fired power stations
was exceptional. The outage rate fell below one percent with
availability of plant in excess of ninety percent. Delta’s
ability to flexibly meet customer and market demands was
boosted by this outcome.

A number of major information technology developments
were implemented during the year. The most significant was
an upgrade of Delta’s Enterprise Resource Planning system,
Ellipse, which facilitated substantial improvements to asset
management, budgeting and procurement processes.

Contract Portfolio

In late June, Delta successfully executed 15-year agreements
for electricity supplies to the Kurri Kurri aluminium smelter.
The choice of Delta as the preferred wholesale provider of
electricity to the smelter reflects Delta’s ability to tailor
individual supply contracts and meet customer needs. The
retail supplier was the choice of the smelter and the
arrangements entail contracts between the smelter, retail
supplier and Delta.

Environment

Delta has demonstrated a strong commitment to
environmental excellence since its formation. We have a
proud record of achievement both in compliance with
environmental regulation and in the development of
environmental management programs.

Continuing these achievements, Delta became the first
NSW-based electricity generator to meet the certification
requirements of the International Organisation for
Standardisation for its Environmental Management System
(EMS). This achievement means that Delta has been
officially recognised as having an EMS that meets the
acknowledged world standard for environmental
management systems.

Environment risks from power station operations are
constant and it is pleasing to report that Delta recorded no
environmental breaches of its licences in the year. These
environmental outcomes are a testament to the dedication
and commitment of Delta’s people in minimising
environmental incidents.

Community

As stakeholders continue to examine the whole of an
organisation’s operations, corporate social responsibility has
become an area of attention. Delta continued its emphasis
on developing its relationships with the communities
surrounding its power station operations.

Sponsorship programs of broad-based community events
included a range of environmental, social and business
related activities. Community consultation programs
continued and were implemented for new renewable energy
projects while newsletters provided another avenue for
communication with the community. Research conducted in
the year showed that the community has a positive view of
Delta’s role and a high recognition and acceptance of its
contribution through these activities.

Renewable Energy

Delta expanded its renewable portfolio through the
installation of the biomass plant at Wallerawang Power
Station for the co-firing of accredited renewable fuel
sources. Trials were also conducted at Vales Point and

Mt Piper during the year.

Delays with new mini hydro-generators hampered the
achievement of Delta’s renewable energy targets. However, the
major issues preventing progress have been resolved and new
facilities will be commissioned in the next twelve months.

People

For the first time, Delta used the balanced scorecard as the
approach to performance management. The focus on
performance extended beyond the usual financial measures
and linked these measures to business unit, team and
individual assessments. The alignment throughout the
business of the scorecard measures strengthened the
engagement of people to Delta’s strategic direction.

The efforts and achievements of Delta’s people across all
measures were outstanding and I thank them for the
contribution that continues to position Delta as one of
Australia’s leading generators.

The longer-term success of Delta will be based upon further
investment in its people, strengthening customer
relationships and the reliability, availability and cost
competitiveness of both existing and new plant.

Jim Henness
CHIEF EXECUTIVE




This indicator is the key financial measure of
the performance of the organisation.

Relates to the amount of income generated
through the sale of electricity and reflects
Delta’s marketing performance.

Represents the percentage of total energy
lost due to all forced outages and is a key
measure of plant performance and the
effectiveness of asset management.

The comparison between the cost of coal
purchases with the export price equivalent
allows a measure of the success of Delta’s
purchasing strategy.

Compliance with international environmental
systems mitigates against environmental
risks.

Emission rates reflect improvements in
generation efficiency.

An index from the National Safety Council of
Australia where a score of 50 or below
needs to be achieved on this measure to
attain the maximum 5 Star rating.

A rating from a regular survey of community.
attitudes which includes a random sample
of the local community and a number of key
decision-makers.

Provides a measure of the standard of
working life in Delta in relation to a number
of important areas such as training,
communication, safety and leadership.

An innovation is step change that results in
improved performance and is measured by
the savings that are realised in one year as
a result of the change.

This measure tracks our progress towards
the implementation of known projects.
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Average prices and production were below
expectations due to lower demand and
prices.

Mild weather conditions dampened
electricity demand, resulting in lower sales.

Delta’s lowest ever rate demonstrates
a commitment to asset management
strategies.

Flexible purchasing strategy allowed
the opportunity to secure low priced
spot supplies.

These results continue Delta’s proud
record and leadership in environmental
management.

Delta’s operations continue to receive the
highest accreditation in safety.

Efforts to engage the community have been
effective and resulted in an improved
understanding of the community’s needs
and Delta’s role.

The survey provides measures for a number
of indicators that contribute to a productive
workforce.

Employees responded to this invitation with
numerous ideas and innovations to improve
Delta’s performance.

Delays in the progress of some projects
prevented Delta from a greater production
of renewable energy.

Represents the targetted performance range from lowest (left) to highest (right)

Indicates the results for the year — the further to the right the result, the better the performance
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Key Performance Indicators — Statistical Summary

Unit 96/97 97/98 98/99 99/00 00/01 01/02
Financial
Total Sales revenue $m 673.1 559.8 562.9 639.8 737.8 719.3
EBIT $m 186.3 96.9 96.4 167.1 225.1 200.6
Net Profit Before Tax $m 305.6 54.6 60.7 158.7 188.1 142.4
Net Profit after Tax $m 195.6 31.9 38.5 119.7 133.0 95.0
Total debt $m 521.9 424.6 420.9 351.4 730.9 728.6
Total Equity $m 711.4 722.0 727.7 760.8 384.1 393.6
Return on assets % 12.5 7.1 7.0 11.2 14.5 12.6
Return on Equity % 11.8 44 53 13.4 34.6 24.1
Gearing % 42.3 37.0 36.6 31.6 65.6 64.9
Interest cover Times 3.9 2.3 2.7 49 6.1 34
Debt:Equity % 73.4 58.8 57.8 46.2 190.3 185.1
Current ratio 0.8 1.3 1.0 1.3 1.3 1.3
Operational
Production GWh 18738 19222 20006 20481 21163 20843
EFOF % 2.3 4.5 42 9.6 3.52 0.9
Availability % 87.8 87.5 86.7 82.9 85.2 90.4
Thermal efficiency % 35.8 35.6 353 35.2 349 35.0
Coal Stockpile levels $m 342 32.8 28.0 30.2 48.3 54.9
Employee
GWh/employee 17.2 18.6 24.3 25.9 27.1 27.6
Staff Numbers 1091 1032 822 797 782 754
Training Days/employee 73 83 8.2 7.2 6.9 7.1
Sick leave Days/employee 9.6 9.2 8.5 6.6 6.5 5.8
Safety Frequency rate 15.9 14.6 5.7 11.8 7.0 53
Environmental
Incidents 26 16 8 11 5 5




