


STRATEGY IN ACTION

CORPORATE GOVERNANCE RECOMMENDATIONS COMPLIANCE REFERENCE*

@ PRINCIPLE 7: Recognise and manage risk

* The Board or an appropriate committee should establish policies on risk management Yes 7.1and 8
and oversight

» Ensure the integration and alignment of the risk management system with corporate and Yes 8
operational objectives

* Ensure clear communication throughout the GOC of the Board and senior management’s Yes 7.1 and 8.1
position on risk

* Ensure a common risk management terminology across the GOC Yes 8.1

» Ensure risk management is undertaken as part of normal business practice and not as a Yes 7.1 and 8
separate task at set times

» Ensure information systems for reporting on risk are integrated to enable aggregation and Yes 8.1
reporting at a corporate level

» Undertake a risk assessment to identify any high-risk fraud areas and develop strategies to Yes 11
mitigate any significant fraud risks

* Implement policies and procedures which include: Yes 11
- staff responsibilities in relation to fraud prevention and identification
- responsibility for fraud investigation once a fraud has been identified
- processes for reporting on fraud-related matters to management
- reporting and recording processes to be followed to record allegations of fraud
- requirements for staff training to be conducted on fraud prevention and identification
- a reference to the GOC's code of conduct for ethical behaviour

» Implement a fraud control plan for ongoing monitoring and coordination of fraud control Yes 11
activities which identifies fraud risk, incorporates control strategies, action plans and a
timetable for implementation, and sets out responsibilities and accountabilities for fraud
control at all levels of the GOC

» The Chief Executive Officer and the Chief Finance Officer (or equivalent) state to the Board Yes 9
that the statement given under the recommendations applying to Principle 4 is founded on
a sound system of risk management and internal compliance and control which implements
board policies, and the risk management and control system is operating efficiently and
effectively in all material respects
@ PRINCIPLE 8: Encourage enhanced performance

« Disclose the process for performance evaluation of the Board, committees, individual Yes 4.5
directors, the Chief Executive Officer and senior executives

» Develop and implement appropriate, formal self-evaluation processes for the Board and Yes 4.5 and 4.8
committees

* The Board and committees regularly review their information needs (quality, quantity and Yes 4.6to0 4.8
timeliness) to ensure the information they receive is appropriate for the effective discharge of
their duties
@ PRINCIPLE 9: Remunerate fairly and responsibly

* GOCs should disclose their remuneration policies to show the broad structure and objectives Yes 10
of the policies and the link between remuneration of the Chief Executive Officer and senior
executives and corporate performance

* The Board should establish a remuneration committee Yes 7.2

@ PRINCIPLE 10: Recognise legitimate interests of stakeholders

« Establish and disclose a code of conduct to guide compliance with legal and other obligations Yes 6
to stakeholders

» Regularly assess the information needs of stakeholders to ensure that their needs continue to Yes 3.2
be met by the GOC'’s public disclosures

* References are to sections of the ‘Corporate Governance’ section of this annual report unless otherwise stated
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GOVERNMENT OWNED CORPORATIONS
ACT 1993 REQUIREMENTS

Summary of Statement of Corporate Intent (SCI)
(for the year ended 30 June 2006)

INTRODUCTION

The SCl is required each financial year in accordance
with Division 3, Part 8 of the Government Owned
Corporations Act 1993 (GOC Act).

The SCl is the formal statement of intentions, key
policies and performance agreement between the
Board of Stanwell and its voting Shareholding Ministers.
The SCl is consistent with and complements the
company's five-year Corporate Plan.

Provided below is a summary of the SCI for the

12 months ended 30 June 2006. The full statement

will be tabled in the Legislative Assembly in accordance
with Section 132 of the GOC Act.

SUMMARY

The SCI outlines the nature and scope of Stanwell’s
activities, including its main undertakings and capital
investments for the period.

KEY CORPORATE STRATEGIES

Stanwell’s key corporate strategies are based on an
assessment of its external environment and its own
strategic capabilities.

Stanwell has grouped its key corporate strategies on
the basis of strategic, operating and other. The following
initiatives relate to strategic market developments:

® Increase capacity — Additional assets would increase
scale economies, better manage the portfolio
dominance of Stanwell Power Station and address the
loss of service potential. An acquisition of an existing
asset would provide access to capacity that already
forms part of the market's available supply. In addition,
Stanwell is well placed to provide the next significant
increment of baseload generation beyond Kogan Creek
and is positioning itself to develop appropriate projects
to deliver additional supply into the Queensland market
post 2009-10.

Diversify asset mix — Stanwell needs to constantly
optimise its portfolio. An acquisition or construction
of new plant is likely to provide greater flexibility and
minimise such risks as reliance on a single power
station, price risks for different market regions and
environmental regulatory uncertainty.

Develop demand — An increase in demand will have
beneficial portfolio effects by securing long-term
production requirements and stabilising the supply and
demand balance.
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e Position long-term fuel supply — It is strategically
important that Stanwell continues to broaden its future
fuel supply arrangements and provide flexibility in
meeting changes in areas such as government policy
and technology.

Research low emissions technology — It is expected
that fossil fuels will continue to provide the bulk of new
supply capacity in Australia well into the foreseeable
future. Current demand forecasts suggest the need for
many thousands of new or replacement megawatts of
capacity over the course of the next decade. A range
of clean coal technologies are emerging that offer the
potential to continue to use coal with reduced carbon
emissions and the potential for near zero emissions in
the longer term.

The following initiatives are designed to improve the
operational effectiveness of Stanwell:

e Manage assets — The electricity business is highly
capital intensive and Stanwell recognises the inherent
value in its physical assets. The declining service
potential of major assets makes whole-of-life asset
management and efficiency of operations vital
strategies for a generator. Stanwell has a number
of station-based initiatives designed to enhance
asset management. Stanwell also has a program
to progressively improve efficiency levels and
environmental performance of all its plants.

Manage costs — Stanwell is constantly improving

its systems to review the cost management reporting
and monitoring framework across the organisation.
This entails the strengthening of accountability
budgeting and reporting to facilitate performance
management through value driver analysis and the
use of key performance indicators.

Manage revenues — Stanwell has risk management,
financial analysis and governance procedures that
are all designed to protect its revenue streams.
These centre on key areas such as trading and asset
management.

Embed economic value management — A key
attribute of the business’ capabilities is a more
commercial focus. Part of this process is to ensure
that Stanwell is in a position to constantly assess its
performance in terms of adding economic value for
its Shareholding Ministers. Stanwell is embedding an
economic value management methodology designed
to achieve a more commercial focus and improved
performance assessment.



e Align skills mix — Stanwell performed an exercise in

2004 to determine appropriate staffing levels and mix.

The Capability Review identified capability gaps and

a corporate training plan has been developed which
focuses on developing core skills, including increasing
capacity and effective operations, foundation skills
and new technology skills. The implementation of the
learning plan is ongoing.

* Engage on regulatory issues — Stanwell adopts a
process of constantly reviewing the policy outlook to
ensure its strategies and projects reflect the latest
views on the likely impacts on the corporation.

Stanwell has a range of other strategies, which must
be implemented as a matter of course and which are
essential to the overall effectiveness of Stanwell.
These fall under categories such as workplace health
and safety, employee wellbeing, the environment,
customers and business conduct, compliance and
corporate governance.

KEY BUSINESS ACTIVITIES
Stanwell determined that its key business activities for
the 2005-06 financial year were:

Provision of a safe workplace through the
development of a Total Safety Culture:

e continue to implement the Occupational Health and
Safety Improvement Plan and achieve all milestones
within the plan in accordance with Board agreed
timeframes;

e continue to implement plant modifications to ensure
plant and equipment meets all relevant legislative and
Australian Standard requirements; and

e develop and implement a behavioural safety program
to improve the safety consciousness of employees so
that they are acting safely to target zero harm.

Supplying customers’ needs and creating
shareholder value:

® progress investigations into supplying the next
significant increments of coal-fired generation to

meet market demand post the completion of the Kogan

Creek plant in accordance with government policy;

e secure and gain preliminary planning approvals for
several sites for development of peak load generation
capacity, with a particular focus on securing suitable
sites in South East Queensland and develop project
plans to construct and operate new peaking plant
to meet market requirements in the short and
medium term;
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e complete feasibility studies for agreed projects
and continue to investigate acquisition opportunities
throughout Australia;

* investigate strategic partnering opportunities with
strong counterparties in the Australian energy sector
to capture ‘first mover advantages’ and to minimise
risk exposure by partnering;

e further investigate expanding generation capacity of
units at Stanwell Power Station through investigating
gas generation options and development of the
proposed coke plant and power station project;

e investigate potential wind and gas power stations;

e facilitate industrial load growth in Central Queensland.
This includes, in particular, continuing to develop the
customer base at Stanwell Energy Park;

e investigate and acquire access to strategic thermal
fuel reserves within Australia; and

e further investigate and fund low emissions coal-fired
technology.

Developing a skilled and committed workforce now
and in the future:

e develop employee skills through the corporate learning
plan to ensure resources are available to implement
the strategy of the organisation;

e promote employee work/life balance issues;

® review and upgrade amenities to meet accepted
industrial and community standards; and

e work with other energy industry participants, and
educational and training institutions to ensure the
continued supply of skilled employees for the future.
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Maintain and improve existing operations to
maximise sustainable shareholder dividends:

e continue upgrading Kareeya Hydro to increase its
capacity and reliability;

e complete Barron Gorge Hydro life extension project
to increase reliability after 40 years of operation;

e commit to the upgrade of the Stanwell Power Station
low pressure turbines to increase capacity;

® manage revenues;
® manage costs;

e establish a project to reduce NOx and particulate
emissions from Stanwell Power Station;

* investigate the feasibility of delivering grey water
from Rockhampton sewerage works to Stanwell
Power Station;

* embed economic value management and develop the
commercial aspects of the business;

® engage on regulatory issues and further enhance
the compliance and corporate governance systems

within the business in accordance with Corporate Law

Economic Reform Program 9 and international trends;
and

* implement asset management plans.

PERFORMANCE INDICATORS

INDICATOR TARGET
Total revenue ($m) 461.0
Earnings before interest and tax ($m) 163.8
Profit after tax ($m) 104.6
Net assets ($m) 1,032.0
Return on total assets (%) 9.1
Return on equity (after interest and tax) (%) 10.2
Debt/debt + equity (%) 2989)
Interest cover (times) 11.4
Current ratio (times) 0.6
Annual availability (Stanwell Power Station) (%) 93.90
Forced outage factor (Stanwell Power Station) (%) 1.60
Lost time injury frequency rate

* Employees only 0
* Employees and contractors 0
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PERFORMANCE MONITORING

The SCI contains a framework for performance
monitoring which is intended to ensure that the Board
is strictly accountable to its Shareholding Ministers
for the company’s performance and provides accurate
reporting which satisfies relevant legislation and
accounting standards.

The SCI requires reporting on an annual and
quarterly basis. This annual report is central to
meeting those requirements.

Quarterly Reports are required to detail the actual
operating results for each quarter and the year to date.
Results are compared against the approved budget
and any planning forecasts.

The SCI requires reports on a number of financial
and non-financial indicators to achieve a balanced
perspective of the company’s overall performance.

2005-06 2004-05 2003-04 2002-03
ACTUAL TARGET ACTUAL ACTUAL ACTUAL
424.2 365.1 371.4 361.4 395.0
116.2 70.3 53.5 e 81.3
{223 37.2 2982 40.7 41.6
1,025.7 1,011.6 1,000.0 1,010.0 1,008.0
7.0 4.2 3.4 4.8 4.8

7.2 3.7 2.9 4.0 4.1

14.4 29.1 171 18.8 24.9
9.4 4.1 3.6 4.7 &7/

0.8 1.0 1.4 0.9 o2
94.23 94.50 94.47 94.68 96.67
1.76 0.80 0.98 177/ 0.47
6.08 0 2.91 4.35 3.10
10.46 0 6.92 10.52 5.66



BUSINESS PROGRAM AND POLICIES

The SCl also included details of policies and programs
for Stanwell’s business development, major investments
and capital expenditure, borrowings policy, capital
structure, risk management, sponsorship, advertising
and corporate entertainment arrangements and approval
of major investments for the period.

Other information contained in the SCI included
community service obligations (of which none were
identified for 2005-06), compliance with government
policies, reporting arrangements and the identification of
any intention to acquire or dispose of major assets.

Also included as part of the SCI was information to
shareholders regarding employment and industrial
relations matters, including director/senior executive
remuneration, significant and emerging issues, HR/IR
philosophy and direction, the workforce planning process
and the Capability Review undertaken in 2004-05.

Finally, the SCI also included a comprehensive
Employment and Industrial Relations (EIR) Plan that
provides for Stanwell to develop and maintain conditions
of employment for its employees, including labour
market-based remuneration. It recognises the
multi-skilling and flexibility that needs to be retained

to maintain high productivity.

These conditions take into account the competitive
market within which Stanwell conducts its business.
The EIR Plan contains information relating to
employment conditions, enterprise bargaining,
number and type of employment, use of apprentices
and trainees, workplace health and safety, equal
employment opportunity and anti-discrimination,
interstate acquisitions/operations, management of the
relationship between GOCs and unions, redundancy
provisions, employment security, contracting out,
superannuation and consultation.

OVERSEAS TRAVEL 2005-06
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DIVIDEND POLICY

Stanwell’s dividend policy takes into account the

return the shareholders expect from their investments.
The Board of Stanwell will recommend a dividend
amount equivalent to 80% of Stanwell’s net profit after
tax for the 2005-06 financial year. The Board will adopt
such a recommendation on the basis of shareholders
agreeing to provide the necessary funding for projects
which have received Board and shareholder approval
or for the maintenance of Stanwell’s approved capital
structure or for ensuring the operational viability

of Stanwell.

OVERSEAS TRAVEL 2005-06
To meet overseas travel reporting requirements,
please refer to the table below.

SUMMARY OF DIRECTIONS AND NOTIFICATIONS GIVEN TO
THE BOARD BY STANWELL'S SHAREHOLDING MINISTERS
Stanwell is required to give particulars of directions
and notifications given to the Board of Stanwell by the
Shareholding Ministers that relate to the financial year.

A review of relevant records indicates that there are no
directions or notifications in 2005-06 given under the

Government Owned Corporations Act 1993 that relate
to the Board of Stanwell.

REGION COUNTRY PURPOSE PERSON/TRIPS EXPENDITURE
Europe Germany/Sweden Research/investigations 1 $3,931

Netherlands/Germany Research/investigations 1 $10,655
Europe and Asia Vietnam/Spain Investigations 1 $11,927
North America USA Research/conference/investigations 7 $95,542
Total $122,055
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