


WE DELIVER
OUTSTANDING
BUSINESS
SUCCESS

For the past decade, Delta has
been one of Australia’s leading
electricity generators. Delivering
outstanding business success

is a value that filters through

all areas and activities. The
combined efforts of employees
have resulted in significant
business improvements and
innovation necessary to maintain
pace with changes in the
competitive electricity market.

PERFORMANCE SUMMARY

Financial Performance

A consolidated operating profit before tax of
$180.5 million is Delta’s second highest since its
formation.

Safety
All sites maintained their five star rating from the
National Safety Council of Australia.

Environment
Attained accreditation to Australian Standard AS/
NZS I1SO 14001:2004.

Plant Upgrades
Major works at Wallerawang completed and fabric
filters to be installed at Vales Point in 2007.

Portfolio Capacity

Financial close achieved for the development of
two 30 MW projects in a joint venture with the
New South Wales Sugar Milling Co-operative.

Project Developments

Planning studies commenced for three gas
turbine facilities.

Environmental assessments progressed to
upgrade the two existing units at Mt Piper
Power Station.

Investigations in progress for two additional
750MW units at Mt Piper Power Station.

REPORTING OBJECTIVES

Delta Electricity’s report aims to meet a standard of
reporting that satisfies our stakeholders’ expectations for
accountability and transparency.

The information needs of Delta’s key constituencies —
customers, local communities, employees and shareholders
—may be different, but there is convergence on a framework
that best meets these needs. For this reason, guidelines
developed by the Energy Supply Association of Australia
have been used to structure the content of the report.

The guidelines assist Delta in the communication of its
performance from economic, environmental and social
perspectives. The framework is also used to describe Delta’s
capability to manage its operations for long-term viability.

This report provides information to stakeholders for an
assessment of Delta’s performance and the sustainability of
its operations.

We believe it conveys a message of a business that seeks
to play its part in the long-term energy solutions for Australia.



Delta’s consolidated result is an operating profit before tax

of $180.5 million. This is Delta’s second highest operating
profit since its formation in 1996 and was built upon increased
generation and higher market prices, particularly in the first
half of the year.

All regions experienced record winter demands in June 2005
despite the relatively mild start to the season, with New South
Wales and Queensland also recording their highest summer
demand. The growth in demand at these peak times in the
market continues to be higher than the annual energy growth and
reinforces forecast requirements for increased peaking capacity
within the next few years.

The average spot price for the year was $39.33/MWh, reflecting a
20% increase over the previous year. Unseasonably hot weather
in late November and early December 2004, and co-incident
unavailability of some generators, led to very high market prices in
those two months and contributed to the higher annual average
price.

In December 2004, the NSW Government released the Energy
Directions Green Paper. The Paper examined demand and supply
side options, policy reform options and structural reform of the
industry in New South Wales. The proposals aim to reduce risk to
the Government and strengthen incentives for private investment in
generation, with the resultant policy outcomes expected to provide
regulatory certainty for investors.

The Green Paper outlined the various options for new generation
capacity, noting the role of the market in influencing investments. It
recognised a more immediate requirement for new peaking plant,
with new base load plant needed in the longer term, and focused
on how to achieve supply reliability while minimising greenhouse
gas emissions.

Delta’s portfolio of development projects has the capability to bring
forward generation capacity that will not only meet the supply
needs of NSW, but will make a significant contribution to lower
greenhouse gas emissions. The development strategy provides for
a diverse range of commercial generation technologies including
renewable energy, peaking and base load plant.

Delta has secured suitable sites to enable rapid implementation of
these projects. This package of options includes three gas fired
developments at Munmorah, Bamarang and Marulan, announced
in June 2005 by the Premier. These three sites are being developed
as peaking plants, though the opportunity exists to convert any one
or all three facilities to operate as base load plant in the future.

A low capital cost increment of base load capacity is also
proposed through increasing the capacity of the existing units at
Mt Piper from 660 MW to 750 MW. Additionally, Delta continued
investigations into the expansion of Mt Piper. The site was
originally designed to accommodate up to four major generating
units. Currently, feasibility studies are being undertaken for the
construction of two air-cooled, super-critical 750 MW units by
2011 =13 which will share key infrastructure with the existing units.
Using this type of technology for the two additional units does not
require additional water consumption.

The private sector has clearly demonstrated a preference for
vertical integration by combining generation with retail. Several
businesses appear to be following this strategy as a means of
reducing exposure to wholesale market risk. The demonstrated
private sector strategy is to separate competitive market
businesses from regulated businesses.

The Green Paper envisaged combining one NSW generation
State Owned Corporation with the retail arm of one of the State’s
distributor/retailers, separating a competitive market business from
a regulated business. Delta believes this is still a very effective

strategy for both maximising the value from existing businesses and
supporting new plant investments.

The security of Delta’s sites, employees and communities near
each power station is of paramount importance. While the alert
level for critical infrastructure remained at medium, a range of
activities occurred at sites to strengthen surveillance and access
arrangements.

Consultation with federal and state security agencies on Delta’s
plans independently confirmed the thoroughness of the proposed
actions. Participation in several security exercises provided
opportunities to further refine activities and minimise security related
risks. Delta’s Security Review Committee initiated a protective
security audit and actions on its recommendations are well
advanced.

Part of the Board’s role is to provide direction for Delta’s annual
strategic plan, which is prepared by management. In exercising its
oversight of the business, and recognising the balance between
the Board's responsibilities and those of management, the Board
participated in strategic planning sessions with management.

On 1 July 2005, Delta became subject to Chapter 7 of the
Corporations Act for electricity derivative dealing, market making
and advising activities outside New South Wales. Prior to this date,
an exemption was in place from holding an Australian Financial
Services Licence for the conduct of these activities. The Australian
Securities and Investments Commission granted the licence
effective from 1 July 2005.

Delta’s compliance framework was enhanced by the
implementation of an integrated alert and monitoring system.
Through a comprehensive register of mandatory reporting and
certification, Delta’s obligations under legislation and industry codes
are tracked and managed.

From 1 July 2005, Delta is required to fully adopt the Australian
equivalents to International Financial Reporting Standards. During
2004/05 Delta determined opening adjustments for entry into

the new regime and identified amended accounting treatments

to enable effective comparative reporting in the 2005/06 financial
statements.

There are significant National Electricity Market (NEM) developments
which will be of interest to Delta including the continuing
implementation of the new regulatory, governance and institutional
arrangements initiated by the Ministerial Council on Energy. Delta
will remain an active participant in NEM design issues and monitor
the impact of changes such as the incorporation of Tasmania into
the market.

It is anticipated that the NSW Government will finalise its framework
for energy policy through the release of a White Paper by the end
of 2005. It is expected that the Paper will provide an effective
framework for new investment by addressing issues such as
industry structure, planning policy, preferred technologies and
environmental outcomes to ensure a reliable supply of electricity

to NSW.

The outlook is one of further change and future challenges to the
business. These are tasks that Delta is well able to meet to maintain
its competitive position. | have appreciated the support of my fellow
directors and the management and staff of Delta in my first full year
as Chairman and | thank them all for their efforts.

Peter Young, Chairman
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CHIEF EXECUTIVE'S REPORT

Delta’s profit result was achieved by higher levels of
production and business innovations to meet operating cost
targets. The result was a net operating profit before tax of
$180.5 million. This figure reflects relatively higher average
market prices in the first half of the year, including very high
spot prices in late November and early December 2004.

OPERATIONS PERFORMANCE

The output from Delta’s portfolio of generators totalled 21,740 GWh
of energy sent out, a record level of production. The output was
2% higher than last year, reflecting growth in energy market needs.
The measure of plant reliability used by Delta is the percentage of
total energy lost due to all forced outages of plant. In 2004/05 this
measure was 4.5%, which is above the results for the past four
years. Load limitations at Vales Point Power Station due to dust
burden levels was the major factor in reducing plant performance.

PLANT RELIABILITY AND SECURITY INITIATIVES

As part of a $23 million refurbishment project of Wallerawang’s Unit
7 generator, a replacement stator was installed in December 2004.
An extensive review in 2001 had identified technical problems with
the generator and this investment ensures the station’s continued
contribution to meeting electricity market needs.

Dust extraction at Vales Point Power Station is undertaken by
electrostatic precipitators and in mid-March there was a brief period
of higher visibility emissions. Load was reduced from this time
while an extensive program of testing determined that the level

of emissions was the result of a number of coincident factors. In
addition, an engineering and commercial assessment established
the optimal timeframe for replacement of the precipitators. As a
result of this assessment, fabric filters will be installed at the station
in 2007.

Water supplies into the Western power stations come from the Coxs
River and the Fish River Water Supply Scheme. Both sources have
been severely reduced due to the current drought. Additional water
supplies are being developed from the dewatering of Springvale and
Clarence Mines and older mine workings near Mt Piper.

NEW CAPACITY APPROVALS

The New South Wales Sugar Milling Co-operative and Delta have
been operating a joint venture, Sunshine Electricity, to construct
and operate two 30 MW co-generation facilities on the State’s
north coast. The plants, located at Condong and Broadwater, will
be fuelled primarily by sugar cane material and operate as power
stations owned by the joint venture, within mills owned by the Co-
operative. On 1 July 2005 the joint venture reached financial close
on the project.

An environmental benefit of the project will be the move to green
cane harvesting, avoiding the need for cane burning in the field,
which is a source of air pollution and ash affecting the local district.
Additionally, the sugar industry has operated in a greenhouse
neutral mode, that is, carbon dioxide emissions from the harvesting
and refining of sugar cane and the burning of bagasse are
balanced by reabsorbtion and photosynthesis caused by growing
sugar cane. The use of cane leaves and tops as a fuel source for
the co-generation plants will improve environmental performance
and make a substantial contribution to Australia’s greenhouse
commitments. The planned completion dates for the Condong
and Broadwater co-generation plants are June 2007 and August
2007 respectively.

PEOPLE

Delta reviewed its vision, mission and values to ensure these
guiding principles remained relevant to business success. Our
approach has been, and will continue to be, one that is consistent
with our values of customer service, safety, business success,
high achievement, respect and integrity.

Business success also relies upon the development and
maintenance of leadership capacity. A training program during the
year equipped team leaders with the skills to address performance
management, conflict resolution and coaching and mentoring.

The first full year of Delta’s behavioural based safety process,
D-Zip, was successful in reducing safety incidents. Lost time
injuries fell from 13 last year to six this year. Additionally, all Delta
sites retained their five star rating from the National Safety Council
of Australia.

D-Zip was bolstered through training, with the number of observers
now representing about 30% of employees. There were more than
4,000 safety contacts (discussions between an observer and an
employee to reduce at-risk behaviours) and more than 200 hard
barriers removed. These outcomes are pleasing and are a step
towards achieving a target of zero safety incidents.

ENVIRONMENT

Delta’s environmental management system was assessed and
registered as complying with the requirements of the Australian
Standard AS/NZS ISO 14001:2004. Attaining accreditation to
this international standard provides independent verification of a
management process that identifies and systematically addresses
environmental risks. Compliance and facilities and process audits
were undertaken at each power station site and no high priority
issues were identified.

A major environmental initiative was the replacement of the wet
ash collection system at Wallerawang Power Station with a

dry collection system. The primary environmental benefit is the
reduction in water requirements for the station.

Two environmental licence breaches occurred in the year. In
each instance remedial actions were implemented to prevent any
recurrence.

COAL

Actions to improve the competitive environment for coal supply
and secure long-term coal supplies have been initiated. Foremost
amongst these is the decision to develop rail unloader facilities in
the Western Region, which will enable Delta to secure the long-
term supplies necessary for Mt Piper and Wallerawang power
stations, and the proposed upgrade and expansion of Mt Piper.
Engineering and environmental assessments for the rail unloader
are currently in progress, with a target date for commissioning by
the end of 2007.

On the Central Coast, the conveyor between the Wyee rail unloader
and Vales Point Power Station was upgraded. The increase in
capacity allows the conveyor to take coal supplies from Mandalong
mine, which are due to commence in late 2005.

OUTLOOK

The environment in which we are operating will continue to change
rapidly. Further market changes have been foreshadowed, as

has structural change to the NSW electricity industry. Delta has
remained highly competitive in the electricity market and | thank our
employees for again demonstrating their skills and capabilities in
meeting the challenges presented in the national electricity market.
This year marks the first full year of Peter Young’s chairmanship and
| would like to extend my thanks to Peter and his fellow directors
for their leadership and assistance in Delta’s achievements.

Moo

Jim Henness, Chief Executive
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The following figure represents Delta’s performance for the year measured

against eight key indicators. The white bar
range from lowest (left) to highest (right) and the green box B indicates

Delta’s actual result. The further right the green box, the better the result.

FIGURE ONE: BALANCED SCORECARD

Measure and Description

Net Profit Before Tax

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

Equivalent Forced Outage Factor

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.

Environment

Compliance with international environmental
systems mitigates against environmental risks.

Delta’s impact upon the environment is a major
consideration to the general community.

Safety Index

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 five star rating.

Community 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.

Employee Survey Index

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.

Innovation

An innovation is a 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.

Green Energy Production

This measure tracks our progress towards the
implementation of known projects.

indicates the target
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Comment

Effective customer relations, higher market prices
and a focus on cost control enabled an above
budget outcome.

Load limitations due to dust burden levels at
Vales Point were a significant factor in this result.

Independent verification of an environmental
management system that identifies and
systematically addresses environmental risks.

Behaviour based safety program increased
safety awareness, reduced lost time injuries and
assisted in the retention of the five star rating.

Delta’s community partnership program rated
favourably with the local communities.

A consultation process in each business unit

has been conducted to help determine strategies
and identify and address issues impacting on

the result.

The significant savings achieved through
innovation contributed strongly to Delta’s
performance.

Mini-hydro facilities performed well and
co-firing of biomass increased at Vales Point
and Wallerawang power stations.



KEY PERFORMANCE INDICATORS

TABLE ONE: KEY PERFORMANCE INDICATORS - STATISTICAL SUMMARY

Financial Statistics
Total Sales Revenue
EBIT

Net Profit Before Tax
Net Profit After Tax
Total Debt

Total Equity

Return on Assets
Return on Equity
Gearing

Interest Cover
Debt:Equity

Current Ratio
Operational Statistics
Production

Equivalent Forced Outage Factor
Availability

Thermal Efficiency
Coal Stockpile Levels

Employee Statistics
GWh/employee

Staff Numbers
Training

Sick Leave

Safety

Environment Statistics
Licence Breaches

Unit

$m
$m
$m
$m
$m
$m

GWh
%
%

$m

Days/employee
Days/employee
Frequency rate

Number

* Figures relate to Delta Electricity’s consolidated resuilt.

04/05*

802.4
236.1
180.5
123.5
579.7
800.6
12.5
15.4
42.0
4.3
72.4
0.7

21,740
4.5
87.0
35.4
36.9

29.9
728
4.7
8.3
4.1

03/04*

724.2
177.3
111.0
74.2
642.8
800.6
9.4
9.3
44.5
2.7
80.3
0.8

21,308
1.7
92.9
356.5
32.7

29.0
735
5.8
8.0
8.8

02/03*

727.7
173.2
102.0
61.4
784.3
800.6
8.6
7.7
49.5
2.4
98.0
1.3

20,354
1.7
88.8
35.3
65.8

271
751
5.9
6.1
8.7

01/02

719.3
200.6
142.4
95.0
728.6
393.6
12.6
241
64.9
3.4
185.1
1.3

20,843
0.9
90.4
35.0
54.9

27.6
754
7.1
5.8
4.7



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

Our generators produce around 12% of the electricity
needed for the national electricity market, meeting the needs
of electricity consumers from Queensland to South Australia
across the east coast of Australia.

Most of Delta’s generation comes from the 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 participation in the market. While coordinating
the operation of the four power stations presents complex
operating challenges, we gain considerable benefits from
our portfolio’s 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 in generation, transmission and
supply of electricity in eastern Australia following the Federal
Government’s program of competition reform.

Delta Electricity’s principal functions are to:

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

(b) supply electricity and other forms of energy.

Guiding Delta in carrying out these functions are the

following principal objectives:

(@) to be a successful business and, to this end to:

() operate at least as efficiently as any other
comparable businesses;

(i) 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.

TABLE TWO: VISION, MISSION AND VALUES

Generating Performance Through Innovation

To manage and grow the business:

¢ in a safe, secure and environmentally responsible
manner;

¢ with reliable plant;

e 50 that it generates consistent, superior dividends
for the Shareholder;

e while recognising the interests of communities
within which we operate.

¢ \We provide excellent customer service

¢ \We live and work safely

¢ \We deliver outstanding business success
e \We promote high achievement

¢ \We behave with respect and integrity



FIGURE TWO: LOCATION OF OPERATIONS




