











“We achieved
all this whilst
fostering a zero

harm culture

and ensuring
that the safety
of our employees,
contractors

and visitors

*Genco 2 was the working title assigned to one of the two restructured entities under the recommendations of the Genco Review.
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technologies through public and private
partnerships. The post-combustion carbon
capture and algae carbon recycling projects on
site at Tarong Power Station will yield valuable
results to inform an ever-growing body of
knowledge in this new and exciting sphere.

With this impressive legacy of investment in
people, plant and progress, Stanwell can start
the next phase of its corporate journey as
the State's largest generator with additional
comfort. On this topic, it is wonderful that
some of Tarong Energy's senior leaders will
be playing such pivotal roles on the Stanwell
Board and management team. Graham
Carpenter, a member of the Board for six
years and Chair for almost four years; and
CEO of more than four years, Helen Gluer,
assumed their key leadership roles in the new
Stanwell in March and April respectively.
Having worked closely with them both | can
sincerely say that Stanwell's future is in very
safe and capable hands.

| ' would like to thank the communities in which
we operate and pay my respects to the Wakka
Wakka people, the traditional owners of the
land on which our South Burnett operations
are located. The continued support of our
communities is very much acknowledged by the
Board. | am sure that Stanwell will continue to
cultivate effective and robust relationships with
its South Burnett stakeholders.

Finally | would like to thank our shareholding
Ministers for their support: The Honourable
Rachel Nolan MP, Minister for Finance, Natural
Resources and The Arts; and The Honourable
Stephen Robertson MP, Minister for Energy and
Water Utilities.

Kym Collins
Chair

Machinist Graham Pincott.

A truck at Meandu Mine.
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Board of Directors (s at 30 june 201)

Kym Collins

MBA, B Eng(Elec), GAICD
Chair 22 March 2011 - 30 June 2011

Independent non-executive director

Term of appointment 1 July 2005 -
30 September 2008

Reappointed 1 October 2008 -

30 September 2011

Chair People & Performance
Committee, member Business
Development Committee

Ex-officio member Audit & Risk
Management Committee

Mrs Kym Collins is an electrical
engineer, experienced in project
operations and risk management
in the commercial construction
industry. She was State Manager
for Siemens Ltd, Building
Automation and provided project
management and design for their
building automation, energy and
access control systems.

Mrs Collins currently provides
project management and
engineering design services on
major projects in South East
Queensland through her own
consultancy.

Mrs Collins is a sports manager
at an indoor sporting facility and
is currently assisting in a project
to install self-powered air-
conditioning units in classrooms
at her children’s school.

Graham Carpenter
MBA, FAICD, FCA

Chair 1 July 2007 - 22 March 2011
Independent non-executive director*

Term of appointment 1 July 2005 -
30 September 2010

Reappointed 1 October 2010 -
30 September 2013

Mr Graham Carpenter is a
chartered accountant who has
held senior executive positions
including Partner in chartered
accounting firms, Auditor-General
in the Northern Territory and
senior positions with Victorian
and Queensland Treasuries.

Mr Carpenter brings expertise in
the areas of corporate governance,
consulting, accounting, audit, and
financial, infrastructure, risk and
performance management.

Mr Carpenter is Chair of the
Audit Committees of South Bank
Corporation, Queensland Police
Service, Department of Premier
& Cabinet, Local Government
Association of Queensland, Urban
Land Development Authority and
Scenic Rim Regional Council.

He serves on Committees for

the Office of State Revenue
(Queensland Treasury), Griffith
University, Construction Skills
Queensland and Hassad Australia
Pty Ltd. He provides consulting
services to BDO where he
previously was a Partner.

Richard (Ric) Barton

BE(Civil), MS(Civil Eng), FIEAust, FAIM

Independent non-executive director

Term of appointment 1 July 2008 -
30 September 2011

Member Audit & Risk Management
Committee, Business Development

Committee, People & Performance

Committee

Mr Ric Barton is a civil engineer
and currently a Partner and
Director of Flagstaff Consulting
Group Pty Ltd. He has extensive
experience at corporate level in
commercial business; at project
development and delivery stages
in the heavy, resource and civil
engineering industries; and at
project delivery stage in the
health and industrial building
industries, predominantly from
the constructor's perspective but
over recent years from the project
owner's point of view.

Mr Barton held various project
and senior management positions
with John Holland Pty Ltd
concluding with General Manager
(Queensland) and Executive
Director.

More recently, he has held or
currently holds independent
director, steering committee
member, project director, and
executive advisor roles with
various government-related
enterprises.

Leeanne Bond
MBA, BE(Chem), FIEAust, GAICD

Independent non-executive director

Term of appointment 16 September
2004 - 30 June 2008

Reappointed 1 July 2008 -
30 September 2011

Member Audit & Risk Management
Committee, member People &
Performance Committee

Mrs Leeanne Bond has
qualifications in chemical
engineering and management.
She contributed to WorleyParsons'
growth in Queensland in
executive roles including General
Manager Qld and Development
Manager Qld, working on projects
across the hydrocarbons, minerals
processing, infrastructure and
power industry sectors.

Mrs Bond is currently a Director
of ASX listed Liquefied Natural
Gas Limited (LNG) and the
Queensland Bulk Water Supply
Authority (trading as Seqwater)
and consults to industry through
her company Breakthrough Energy
Pty Ltd. Mrs Bond is a former
Engineers Australia “Professional
Engineer of the Year" and
Queensland President

of Engineers Australia.

* Advisory boards were appointed to assist the Government in implementing the recommendations of the Shareholder Review of Queensland Government Owned Corporation
Generators. Ms Smith-Pomeroy and Mr Carpenter were appointed respectively to the advisory boards of the putative Genco 1 and Genco 2. In order for them to give their full attention
to the advisory boards and to avoid any actual or perceived conflicts of interest, the Tarong Energy Board granted them unpaid leave of absence from 22 March 2011 to 30 June 2011.
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Stephen Rochester

BEc, FCPA, MAICD

Independent non-executive director

Term of appointment 14 April 2011 -
until the generation assets are divested
by regulation from CS Energy Limited,
Tarong Energy Corporation Limited and
Stanwell Corporation Limited

Chair Audit & Risk Management
Committee

Mr Stephen Rochester is an
established leader in public sector
financing, the banking and finance
industry, and the global financial
markets, with a career spanning
more than 35 years. He has been
involved in all aspects of the
provision of corporate treasury
services to the Queensland public
sector, as well as the establishment
and operation of domestic and
offshore borrowing programs, the
development and implementation
of liability management strategies,
and the provision of infrastructure
funding and financial risk
management services.

Mr Rochester is currently the
Chairman of the Queensland
Treasury Corporation (QTC)

and is also the Chairman of

the QTC Human Resources
Committee and a member of the
Risk Management Committee.
Previously, Mr Rochester was
QTC's inaugural Chief Executive
and held the position for 22 years
before taking up the appointment
of Chairman on 1 September 2010.

Karen Smith-Pomeroy
MNIA, PNA, FAIBF, MAICD

Independent non-executive director*

Term of appointment 12 April 2007 -
30 September 2010

Reappointed 1 October 2010 - 30
September 2013

Ms Karen Smith-Pomeroy is a
financial services professional
with extensive experience in
senior roles within the Australian
banking and finance industries.
She is currently Chief Risk Officer
Banking with Suncorp Bank.

Ms Smith-Pomeroy is a member
of the National Institute of
Accountants and the Australian
Institute of Company Directors,
and a Fellow of the Australian
Institute of Banking and Finance.

Ms Smith-Pomeroy is a director of
Medical and Commercial Finance
Corporation Pty Ltd, QIDC Pty Ltd
and Suncorp Finance Pty Ltd. She
is also a committee member of
the Risk Management Association
Inc. Australian chapter.

21 The dragline at Meandu Mine.

22 Wondai streetscape,
South Burnett region.
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Executive Management Team

Helen Gluer
MBA, BCom, CPA, FAICD
Chief Executive Officer
(July 2010 - April 2011)

Chief Executive Officer designate
Genco 2 (restructured Stanwell
Corporation Limited)

(April 2011 - June 2011)

Helen commenced as the Chief
Executive Officer of Tarong
Energy Corporation Limited in
January 2007. Before this, she
was the Chief Financial Officer
of Brisbane City Council. With a

diverse career, Helen has 25 years'

experience in banking, finance
and infrastructure.

Jackie Barber
BSc(Chemistry)
General Manager

Marketing and Trading
(October 2010 — March 2011)

Jackie has more than 20 years'
trading experience in deregulated
electricity markets: first in the UK
where she worked for Powergen
Plc Ltd, and then in Australia

for ETSA Power Corporation
where she helped to establish an
electricity retailing business in
New South Wales.

(Tania Mills was appointed Acting
General Manager Marketing and
Trading for the period July 2010
to October 2010).

(Brad Broad was appointed Acting
General Manager Marketing and
Trading for the period March 2011
to June 2011).

Tarong Energy Annual Report 2010/11

Jenny Gregg
MBA, BA, Grad Cert(BAdmin)
General Manager

People and Communications
(July 2010 - June 2011)

Jenny commenced with Tarong
Energy Corporation Limited in
the role of General Manager,
People and Communications in
September 2008. Before this,
Jenny worked for more than six
years at SunWater, holding the
positions of Manager, Human
Resources and Acting General
Manager, Corporate.

Andrew Krotewicz
BEng (Electrical), Dip Mgt
General Manager

Generation Operations
(July 2010 - May 2011)

Andrew commenced as General
Manager, Generation Operations
of Tarong Energy Corporation
Limited in September 2008.
Andrew is an electrical engineer
who has held engineering

and management roles with

the Queensland Electricity
Commission and CS Energy.

(Dave Evans was appointed Acting
General Manager, Generation
Operations for the period May
2011 to June 2011).




PN

Bob Rutten
BCom, Cert(HR Mgt)
Acting General Manager

Mining Operations
(July 2010 - October 2010)

General Manager
Mining Operations
(November 2010 - June 2011)

Bob was appointed General
Manager, Mining Operations in
November 2010 (a role that he
had acted in since July 2009).
Bob is responsible for the supply
and quality of coal provided to
the Tarong power stations. With
more than 27 years' experience
in the mining industry, his
background includes commercial
and operations management in
projects in New South Wales,
Western Australia, Tasmania and
Queensland.

Richard Van Breda

BCompt (Hons), CA(Z), CA(Aus), Dip.
Fin. Serv. (FM), GAICD

Chief Financial Officer
(July 2010 - June 2011)

Acting Chief Executive Officer
(April 2011 - June 2011)

Richard joined Tarong Energy
Corporation Limited in the role
of Chief Financial Officer (CFO)

in April 2008. Before this, Richard
worked for Stanwell Corporation
Limited where he was appointed
CFO in 2007 after acting in the
role since July 2005.

John Williamson
BA, LLB, FCIS, FAusIMM, MAICD
General Manager Corporate

Governance (and Company Secretary)
(July 2010 - December 2010)

Head of Tarong Energy's
Implementation Team
(December 2010 - June 2011)

John has broad experience in
several industry sectors spanning
35 years and covering senior
governance, commercial, advisory
and legal roles. He was appointed
General Manager Corporate
Governance in May 2007. From
December 2010 to June 2011,
John was seconded to lead

the Tarong Energy Corporation
Limited Implementation Team

to assist with the Government's
generator restructure.

(Karen Buckley was appointed
Acting General Manager
Corporate Governance and Co-
Company Secretary for the period
December 2010 to June 2011).

23 Fernvale streetscape, Brisbane Valley.

Tarong Energy Annual Report 2010/11 17



Wivenhoe Dam. Water level indicator at Wivenhoe Power Station. Meandu Mine.
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Operations Overview

GENERATION

Asset performance

Tarong Power Station produced 6735 gigawatt
hours (GWh) of electricity during 2010/11 with
on budget availability. Asset renewal activities
remained a focus at Tarong Power Station this
year within the context of a mid-life plant refit
program and upgrades. Unit 3 underwent an
upgrade and commissioning of a new control
system, and became the final unit to be fitted
with low nitrogen oxide (NO,) burners. The low
NOy burner project was a voluntary measure to
reduce a substance that contributes to regional
air pollution. The project will also potentially
extend the normal operating range of each
generating unit. Unit 1 was offline for 36

days for its planned overhaul, which included
significant boiler airheater repairs.

Tarong North Power Station produced

3255 GWh of electricity this year, with the
station achieving target plant availability of
97 per cent. Significant planning activities
were undertaken in preparation for a major
overhaul early in the 2011/12 financial year.

Wivenhoe Power Station maintained a

high state-of-readiness level and remained
a key part of Tarong Energy's peaking
capability. When called into service the twin
250 MW hydromachines lived up to their
impeccable reputation for delivering at or
above world-class performance standards.

A planned overhaul of the station's Unit 1 was

LOCATION

completed during the year as a routine part of

the asset's life cycle plan.

MINING

Asset performance

Whilst the January flood event had little
impact on power generation budgets, impacts
were felt at Meandu Mine. The mine lost
almost 59 days of production due to wet
weather - against a budget of 24 days -
which led to a shortfall in waste production.
Because waste stripping in turn affects

coal production, close management of coal
deliveries to Tarong Power Station in the
short-to-medium-term became a priority.

Revised mine plan

Thiess incorporated the loss of the 4.2
million bank cubic metres of waste
production into a revised Mine Plan issued
to Tarong Energy in January 2011. The
report highlighted a growing concern that
with current fleet resourcing and planned
outages, waste production could not be
brought back to Mine Plan.

To address this concern, the Tarong Energy
Board approved the mobilisation of a fourth
truck and excavator fleet, which began
arriving on site in May.

2010/11 PLANT AVAILABILITY %

Dragline overhaul

Mobilisation activities commenced in June
2011 for a 45-day overhaul of the dragline at
Meandu Mine. An additional 240 contractors
will be on site solely for dragline activities.
Combined with refurbishment activities on
some of the fourth fleet, mining activities
have provided a boost to the local economy
through jobs and expenditure.

Mine fleet upgrade

Tarong Energy invested in five new Komatsu
850E dump trucks and support equipment such
as dozers and graders, as part of the upgrades
to its mine fleet to improve efficiencies and
ultimately lower production costs.

A business case is in progress to rebuild the
current Komatsu 630E dump truck fleet to
extend the expected life of these units by
approximately 25,000 hours or six years of
operating life.

Resource evaluation

The 2010 Meandu East step out drilling

and exploration program was completed as
planned in November 2010. The geological
data analysis has been completed and the
results incorporated in the geological model.

The Meandu geological model now includes
the surface rights area of the mine, Meandu
East exploration area and the adjacent
MDL200 South West Yarraman tenement.

2010/11 PRODUCTION (GWH SENT OUT)

Tarong Power Station

Tarong North Power Station

Wivenhoe Power Station
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Tarong Energy will conduct an energy ranking
analysis to determine the requirements for
further targeted exploration activities in both
Meandu East and South West Yarraman.

Training centre

The Operations Training Centre commenced

a training program in July 2009 to provide a
pathway to full-time employment within the
mining industry for South Burnett residents.

Reflecting the local community demographics,
the recruitment process for the training
centre is tailored to include opportunities

for women and Aboriginal people.

Tarong Energy has continued to receive a
strong response from applicants for trainee
operator positions. During 2010/11, a total of
six trainees were offered full-time positions at
the mine following completion of their training.

QUEENSLAND ANNUAL AVERAGE AVAILABLE GENERATION,

DEMAND AND SPOT PRICES
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TRADING

Market performance

The Queensland electricity market continued
to experience reduced volatility throughout
the year. Maximum demand in Queensland
was 8836.4 MW representing a reduction
of 0.6 per cent on the previous year.
Electricity demand was well below the
forecast levels reflecting, in part, average
summer temperatures and the impact of the
Queensland floods.

The average spot price in Queensland for
the year was $30.97 per megawatt hour

(MWHh). Despite low prices in late 2010, the

average annual spot price was supported
by higher prices in early 2011, with stable
underlying prices in the $20 to $50/MWh
price range.

Preparing for change

Tarong Energy continued to develop and
enhance systems, policies and procedures
to prepare for the potential introduction of
carbon pricing.

With the Federal Government announcing
the broad architecture of a carbon pricing
mechanism in February 2011, focus shifted to
implementation activities in anticipation of a
scheme commencing in July 2012.
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Safety and
Environment

SAFETY

Safety performance

The Corporation continued to set strong
performance targets around safety on the
journey towards achieving a zero harm
workplace. The overall 2010/11 All Injury
Frequency Rate (AIFR) reflected this,
exceeding the corporate target of a

10 per cent reduction.

Incidents

Any injury to people is unacceptable and
it was disappointing that the Corporation

FREQUENCY RATES YEAR-ON-YEAR

2009/10

2010/11 M

15 20 25 30 35

LTIFR - Lost Time Injury Frequency Rate

MTIFR - Medical Treatment Injury Frequency Rate
RIFR - Recordable Injury Frequency Rate

AIFR - All Injury Frequency Rate

Tarong Energy Annual Report 2010/11

recorded eight Lost Time Injuries (LTIs) in
2010/11. Tarong Energy focused on ensuring
lessons were derived from each incident and
communicated effectively to employees,
reaffirming the Corporation's commitment to
not accepting injuries as ‘just part of the job!

Reporting

Tarong Energy people exceeded the corporate
target of 948 Generating Safety Together (GST)
observations by more than 60 per cent. GST
reports encourage people to take responsibility
for their own and others' safety by proactively
recognising risks or hazards on a task and
providing constructive feedback in real-time.

50 55 60 65 70 75 80

27 Power Worker Scott Vogler.




ENVIRONMENT

Environmental performance

Tarong Energy's environmental performance
is managed through a certified Environmental
Management System (EMS), which provides a
structured way of managing the Corporation's
environmental performance. Certification

of the EMS to AS/NZS ISO 14001 was
maintained at the Tarong and Wivenhoe
power stations and the Brisbane office,

with ongoing system reviews undertaken.

Incidents

For the sixth consecutive year, no major
environmental incidents were recorded at
any of Tarong Energy's sites, even during
the extreme summer weather conditions.

Five requlatory breaches were recorded relating
to water management at Meandu Mine, all
during and due to the extreme rainfall event in
December 2010 and January 2011. These were
all short-term spikes in turbidity that caused
no environmental harm, and The Department
of Environment and Resource Management
(DERM) indicated they had no concerns about
the incidents. Nevertheless, Tarong Energy

and Thiess staff began jointly reviewing water
management planning at Meandu Mine in
response to these incidents.

Also during and due to the extreme rainfall
event, the ash dam at Tarong Power Station
reached the mandatory reporting level
(MRL) in January 2011. DERM was notified
immediately and Tarong Energy provided
written reports to the department on a daily
basis until water levels were reduced back
below the MRL.

Reporting

Tarong Energy continued to report emissions
information to the National Pollutant
Inventory (www.npi.gov.au) and through

the National Greenhouse and Energy
Reporting System.

Carbon

Tarong North Power Station had a carbon
intensity of 823 kilograms of carbon dioxide
(CO,) equivalent per MWh of electricity
generated, consistent with its reputation as
Australia's most emissions-efficient coal-fired
power station.

Tarong Power Station's carbon intensity
increased slightly from the previous year,
attributed to slightly lower average unit
loads resulting generally from market
trading conditions.

As part of the Corporation's low emissions
strategy, Tarong Energy joined with the CSIRO
to design, build and operate a post-combustion
capture (PCC) pilot plant at Tarong Power
Station. The $5 million collaboration was
officially opened in December 2010, and is
being used to evaluate the effectiveness of
CO, capture using amine based solvents on the
power station gases. In June 2011, the parties
announced an 18-month extension to the
project which will further enrich knowledge

in this growing sphere.

Tarong Energy also partnered with public-
unlisted Australian company MBD Energy to
construct a one-hectare algae carbon capture
and recycling plant at Tarong Power Station.
Despite construction delays due to the extreme
summer rainfall, the parties are confident

of commencing a 12-month trial from late
2011 to evaluate a local strain of algae's
performance as a carbon capture and recycling
agent during a full South Burnett climate
cycle. At the one-hectare scale, the algae plant
will recycle 700 tonnes of CO, per annum.

Ash

Ash disposal, ash water management, and
the subsequent ash dam rehabilitation are
significant issues for the Tarong power stations.

Tarong Energy uses dewatering as one
strategy to manage the water level of the ash
dam. This involves evaporating millions of
litres of water through the Unit 3/4 cooling
tower at Tarong Power Station. Along with
other sound practices and projects such as
the Meandu Mine ash to void trial, the useful
life of the ash dam has been progressively
extended; however, the events around the
January severe weather led to the urgent
progressing of a comprehensive ash and ash
water management strategy.

Part of the strategy involves investigating

the construction of a flood water diversion
channel from the Black Creek Dam catchment
around the ash dam to Meandu Creek. The
diversion channel would further extend the
life of the ash dam and minimise the potential
of an overflow in the event of a one in one
hundred year flood.

The project is in the early stages and
consultation has commenced with relevant
stakeholders about approval pathways.

Water

Tarong Power Station continues to use

water that is predominantly sourced from
Boondooma Dam, a purpose-built water
storage facility. During the significant rainfall
during the 2010/11 summer, Boondooma
Dam filled and had significant flows over the
spillway for the first quarter of 2011, which
will ensure reliable water supplies to the
power station for the mid-term.

Due to the significant rainfall event during
the 2010/11 summer, the level of the ash dam
at Tarong Power Station rose significantly.
However, through the innovative dewatering
process outlined in the Ash section, the level
was able to be lowered to an acceptable

level and more than 3430 ML of water was
recycled and used for cooling purposes.

Tarong Energy Annual Report 2010/11
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People and

Stakeholders

PEOPLE

Engaging with employees

With employees operating across five sites in
three southern Queensland regions, Tarong
Energy has well-established communication
channels to encourage the sharing of
information and feedback among all sites and
business units. Corporation-wide activities
include biannual CEO presentations, a weekly
newsletter, monthly corporate issues and
information discussions, senior management
workshops and the intranet, TarongNet.

These established communication channels
ensured employees were well informed,
consulted with and engaged throughout
the seven-month lead up to the generator
restructure on 1 July 2011.

Employees’ community spirit

As part of Tarong Energy's overall social
investment approach, the Corporation offers
support to employees who contribute to their
community through sport, volunteering or
charity fundraising.

For the second consecutive year, Tarong
Energy entered teams in the Queensland
Corporate Games held in May. The same
month, employees joined together at
celebratory ‘biggest morning teas' to raise
money for the Cancer Council Australia. With
Tarong Energy matching employee donations
dollar for dollar, more than $13,500 was
donated - double last year's impressive result.

Tarong Energy Annual Report 2010/11

STAKEHOLDERS

Engaging with
the community

Tarong Energy understands that its ability
to generate electricity for the people of
Queensland is, in large part, dependant on
the support of the communities in which
it operates. This is particularly true of the
South Burnett where the majority of the
Corporation's assets are located.

In keeping with this awareness, Tarong Energy
commissioned independent market research
of the South Burnett community in April to
ascertain current perceptions of its operations,
and the community's expectations in relation
to communication and social investment.

The research concluded that Tarong Energy's
South Burnett operations are generally

well regarded and offered a number of
improvement suggestions that will be
implemented in community relations
programs in 2011/12.

Establishing itself as an informal community
relations ‘report card', Tarong Energy's second
Community Report was widely distributed

in early 2011. A tri-annual community
newsletter was also printed as a supplement
in The South Burnett Times and other South
Burnett papers.

Two community information sessions were
held during the year in Nanango and Kingaroy.
Featuring presentations by senior Tarong
Energy people including the Chief Executive
Officer, the sessions were well publicised

and attended.




Working with traditional owners

The Indigenous Land Use Agreement (ILUA)
between Tarong Energy and the Wakka Wakka
people, the traditional owners of the land
where Tarong Energy's South Burnett assets
are located, continued to deliver mutual
benefits during the year. The ILUA formalises
the relationship between Tarong Energy and
the Wakka Wakka people and provides a strong
foundation for both parties to achieve their
respective goals.

The Aboriginal Community Interest Consultative
Committee, formed under the ILUA, continued
to invest in projects that benefit the Wakka
Wakka people and the broader South Burnett
Aboriginal community. A five-year review of
the program, which was carried out during the
year will help to further strengthen and focus
the committee.

Social investment

Tarong Energy continued to support

the community in 2010/11 through the
implementation of its Social Investment

Policy, committing almost $450,000 to a

range of organisations, activities and projects.
Funding was delivered through two streams:
the Corporate Sponsorship Program, which
supports activities that make a positive ‘quality
of life' contribution to the community; and the
Community Partnership Fund.

Since its inception in 2008, the Community
Partnership Fund has awarded more than
$800,000 to organisations and community
groups in the South Burnett region. In 2010/11,
the fund committee formulated a vision to be
communicated and cultivated through support
for projects that create partnerships: work with
the community to build a vibrant, prosperous,
inclusive South Burnett for the long term.

28 Tarong Power Station.
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Meandu Mine at dusk.
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Corporate Governance

Approach to corporate
governance

Tarong Energy Corporation Ltd (Tarong Energy)
is committed to best practice corporate
governance and processes that will enhance
the Corporation's efficiency and effectiveness
and ensure the appropriate degree of
accountability and transparency

to stakeholders.

Tarong Energy defines governance as
‘the system by which the Corporation is
directed, managed and held to account:
It incorporates the culture, structures
and processes for decision-making,
accountability, control and behaviour.

It provides the framework within which:

the Board is accountable to shareholding
Ministers for the successful operation of
Tarong Energy

the strategies and goals of Tarong Energy
are set and agreed

key risks are managed

ethical values and behaviours, and
responsible decision-making are
promoted, and inappropriate actions
and behaviours are not sanctioned.

Tarong Energy has adopted all of the
principles outlined in the Corporate
Governance Guidelines for Government Owned
Corporations and believes that through the
reporting period its governance arrangements
have been consistent with these principles.

The key features of Tarong Energy's
governance regime are set out in this section.
As Tarong is now a wholly owned subsidiary
of Stanwell Corporation Limited, further
detailed information on Tarong's corporate
governance procedures, including the Charters
of former Board Committees, will be made
available to the public by request through
Stanwell Corporation Limited.

Tarong Energy Annual Report 2010/11

Foundations of
management and oversight

(Corporate Governance Guidelines Principle 1)

Role and function of the Board and
senior management

The Board has adopted a charter that sets out
the functions and responsibilities of the Board
within the governance structure of Tarong
Energy. The conduct of the Board is also
governed by the Corporations Act 2001 (Cth),
the Government Owned Corporations Act 1993
(Qld) and Tarong Energy's Constitution.

The primary responsibilities of the
Board include:

reporting to and communicating with
shareholding Ministers

the appointment, removal, performance
monitoring and succession planning

of the Chief Executive Officer and the
senior executives

the approval of corporate strategies, the
annual budget and five-year financial plan

monitoring of organisational and financial
performance and the achievement of
Tarong Energy's strategic objectives

and targets

overseeing the effectiveness of the
management processes in place, and
approving major corporate initiatives

approving policies in relation to
corporate governance, risk management,
compliance, safety and environment

overseeing the processes for
identifying the significant risks facing
the organisation, and ensuring that
appropriate and adequate control,
monitoring and reporting processes are
in place.

30 Tarong Power Station.




The Chief Executive Officer's responsibilities
include the overall operational, business
management and financial performance

of Tarong Energy, while managing the
organisation in accordance with strategy,
plans and policies approved by the Board to
achieve agreed targets.

Senior executives reporting to the
Chief Executive Officer have their roles
and responsibilities defined in specific
position descriptions.

Committees of the Board

The Board has established three committees
to assist in the execution of its role and to
allow detailed consideration of complex
issues. Committee members are chosen for
their skills and experience.

The roles, responsibilities and delegated
authorities of each committee are set out
in the respective committee charters. Each
year the charters are reviewed and, where
appropriate, updated to take account of
changes and other developments in the
committees' areas of responsibility.

Each committee meets several times a
year, depending on committee workload
requirements. The role of each committee
and its respective members is described in
more detail below.

People and Performance Committee

(Corporate Governance Guidelines Principles
1and 8)

The People and Performance Committee
comprises the following directors:

- Kym Collins (Chair)

- Richard Barton

- Leeanne Bond

The committee's primary responsibilities are:

® corporate governance policy and
framework

® stakeholder engagement and corporate
communication

® succession planning for the CEO, senior
executives and directors

e workplace health and safety

® remuneration, strategy, reviews and
setting incentive targets for the CEO
and the senior executives

® employment and industrial relations
strategy and policy

e Board, committee and director
evaluations.

Audit and Risk Management Committee

(Corporate Governance Guidelines Principles
Tand 4)

The Audit and Risk Management Committee
comprises the following directors:

- Stephen Rochester (Chair)

- Richard Barton

- Leeanne Bond

- Kym Collins (ex-officio)

The committee's primary responsibilities are:

® financial management and
accounting practices

e the integrity of financial statements

® business critical risk identification, risk
management and compliance frameworks
and business continuity strategy
and plans

e compliance with regulatory and
contractual obligations

e the internal and external audit
effectiveness and independence

® audit plan approvals

® the energy trading strategy and
risk profile

® insurance strategy and renewals.

Student at Fernvale State School,
Brisbane Valley.
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Business Development Committee

The Business Development Committee
comprises the following directors:

- Ric Barton

- Kym Collins
The committee's primary responsibilities are:
® corporate strategy
® business renewal projects
® business processes.

The papers and material provided to
committee members are available to all
directors. The minutes of committee meetings
are provided to the Board.

The committees are authorised with the prior
approval of the Chair or the Chair Audit and
Risk Management Committee, or Company
Secretary if the Chair is conflicted, to obtain
independent external professional advice at
the Corporation's expense and to secure the
attendance of external parties with relevant
experience and expertise if they consider

it necessary.

Executive remuneration and
performance review

(Corporate Governance Guidelines Principles
Tand 8)

Each year the Board, with the assistance

of the People and Performance Committee,
undertakes a formal process of reviewing
the performance of the Chief Executive
Officer and senior executives. The rate

of remuneration increase for the Chief
Executive Officer and senior executives is
determined with regard to market salary
movements and also individual performance.
At-risk performance incentive payments

for the Chief Executive Officer and senior
executives are capped at 15 per cent of total

fixed remuneration, with the amount payable
tied to achievement of pre-determined,
Board approved, Corporation and individual
performance targets. The Chief Executive
Officer is not present at the Board meeting
or People or Performance Committee
meeting when the Chief Executive Officer's
own remuneration and performance are
being considered.

Further details about the Chief Executive
Officer and senior executive remuneration
(including at-risk performance incentive
payments) are disclosed on page 110.

Details of the remuneration paid to directors
and senior executives are set out in note 31
on page 110 of this report.

Structure the Board to
add value

(Corporate Governance Guidelines Principle 2)

The Board held 12 meetings during the period
1 July 2010 to 30 June 2011.

The table on page 46 of this report
provides details of director attendance
at those meetings.

The Board of Tarong Energy consists of six
independent, non-executive directors. The
names, qualifications and relevant skills,
experience and expertise of the directors who
held office during the financial year and up to
the date of this report, are set out on page 43.

The Board considers that individually
and collectively the directors bring a
level of skill, knowledge and experience
that enables the Board to discharge its
responsibilities effectively.

Directors are appointed by the Governor-
in-Council. Appointments are for a
specified period.



Director induction and professional
development

Tarong Energy has a comprehensive director
induction program in place that includes
the provision of key corporate documents,
facilitation of site visits and meetings with
senior executives.

The induction program is modified as required
to ensure that it is appropriate for the new
directors' qualifications and experience.

To facilitate continual improvement, all
directors are encouraged to participate in
professional and self-development activities.
Activities undertaken by directors that are in
furtherance of their responsibilities to Tarong
Energy are paid for by the Corporation.

Director independence

The Board has considered the associations
of each of the directors and is of the view
that all directors are independent. The

basis for this decision is that no director is
employed by Tarong Energy or is a supplier
to, or customer of, Tarong Energy. In addition,
no director has a relationship or contract
with Tarong Energy or a business or other
relationship (including length of service as
a director) that, in the opinion of the Board,
would affect the director's ability to act in
the best interests of the Corporation.

Materiality thresholds used in the
determination of whether a relationship is
‘material’ are detailed in the Independence
of Directors Policy.

Access to independent
professional advice

Directors are entitled to seek independent
professional advice on any aspect of Tarong
Energy's business at the Corporation's

expense. The process for obtaining such
advice requires the relevant director to
consult with the Chair or the Chair Audit and
Risk Management Committee, or Company
Secretary where the Chair is conflicted, to
facilitate the advice.

The Board can conduct or direct any
investigation to fulfil its responsibilities,
and can retain, at the Corporation's expense
any legal, accounting or other services it
considers necessary to perform its duties.

Access to management

Each director has access to the Chief
Executive Officer or members of the ,
Executive Management Team in the event . A

that they require additional information.
Additionally, each director is encouraged to
contact the Company Secretary prior to a
Board meeting to discuss any matters that
require clarification.

Board evaluation

The Board evaluates its performance,

the performance of individual directors,
the Chair and the Board committees at
regular periods, not exceeding two years.
The People and Performance Committee is
responsible for assessing the framework
and the processes used for conducting the
performance evaluations.

The objective of the performance evaluation
is to:

e dentify areas in which the Board is
performing well

® identify areas for Board performance
improvements

e identify significant corporate governance
issues facing the Board

Tarong Power Station Ash Dam.
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e provide a forum for directors to discuss
any governance issues

® develop a series of recommendations to
address these issues

e develop an agreed set of action items
to ensure practical improvements to the
corporate governance system

e identify director professional development
requirements.

During 2010/11, an internally facilitated Board
evaluation was held. The results of the review
were presented to the Board and discussed.
An agreed set of action items was developed
to address the issues identified. A report to
Shareholders was provided on the outcomes
of the Board evaluation.

Promote ethical and
responsible decision-
making

(Corporate Governance Guidelines Principle 3)

Corporate Values and Code of Ethics

The Corporate Values and Code of Ethics
apply to Tarong Energy directors, employees
and contractors. The code promotes ethical
and responsible decision-making and requires
high standards of honesty, integrity, fairness
and equity in all aspects of employment with
Tarong Energy - the behaviour this fosters is
integral to supporting Tarong Energy's values
and governance practices.

Policies are an important part of the Code
of Ethics and are based on the following
five principles:

1. Ethical Behaviour (Ethical Behaviour
Policy).

2. Fair Treatment (Fair Treatment Policy).

3. Conflict of Interest (Conflict of Interest
and Gifts and Benefits Policies).

4. Confidential Information (Confidential
Information and Securities Trading
Policies).

5. Compliance with the Law (Government
Owned Corporations Corporate
Responsibility Policy).

Ethical and responsible decision-making

at Tarong Energy is also promoted by the
Protected Disclosures and Complaints
Procedure that is designed to support

and protect employees who report non-
compliant or unethical conduct by other
employees. The policy formalises Tarong
Energy's commitment to protecting the
confidentiality and position of its employees
who wish to raise serious matters that affect
the integrity of Tarong Energy.

Avoidance of conflicts of interest
by directors

The Board is conscious of its obligation

to ensure that directors avoid conflicts of
interest (actual, potential or perceived)
between their duties as directors of Tarong
Energy and their other interests and duties.

All directors are required to provide written
disclosure of any actual, potential or
perceived conflicts of interest on appointment
and they are required at least annually, or
when relevant changes occur, to update these
disclosures. The Company Secretary ensures
that copies of all disclosures, including
updated disclosures, are provided to each
other director.

Any director with a conflict of interest in a
matter being considered by the Board must
declare their interest and, unless the Board
resolves otherwise, they may not participate




in boardroom discussions or vote on matters
in respect of which they have a conflict.

Trading in securities

The Securities Trading Policy deals with the
manner in which Tarong Energy's directors
and employees can trade in securities.

This policy is specifically designed to raise
awareness of the prohibitions on insider
trading contained within the Corporations
Act 2001, to ensure Tarong Energy Group
personnel understand these requirements
and the restrictions on trading whilst in
possession of price-sensitive information, and
to raise awareness of directors and officers
that in some circumstances, trading in
securities may create an actual or potential
conflict of interest.

Safeguard integrity of
financial reporting

(Corporate Governance Guidelines Principle 4)

The Audit and Risk Management Committee
assists the Board in overseeing the reliability
and integrity of financial reporting practices,
accounting policies, auditing and external
reporting. The committee provides advice to
the Board on financial statements, financial
systems integrity and business risks. It also
oversees compliance with applicable laws,
regulations and corporate policies and
ensures that an adequate, current internal
control system is operating for areas such as
business, operational, asset and financial risk.

The external audit function is performed by or
on behalf of the Queensland Auditor-General.
Additional work is conducted as required by
independent professionals.

The Audit and Risk Management Committee
consists of four members. Other directors
who are not members of the committee, the
auditors and other senior executives, attend
meetings by invitation. For information on

the skills, experience and expertise of the
Audit and Risk Management Committee
members, please refer to pages 14 to 15 of
this report. Details of the number of meetings
and attendance by members at the Audit and
Risk Management Committee meetings can be
found on page 46 of this report.

Make timely and balanced
disclosures

(Corporate Governance Guidelines Principle 5)

In line with the requirements of the
Government Owned Corporations Act,
shareholding Ministers are advised in a
timely manner of all issues likely to have a
significant financial, operational, employee,
community or environmental impact.

Tarong Energy also regularly assesses the key
information requirements of its stakeholders.

Release of information publication scheme

Tarong Energy is committed to routinely
publishing, releasing and/or making
information available to the public through
its website-based publication scheme as

a matter of course, unless there are good
public interest reasons for not doing so. It
is also committed to regularly reviewing
the currency of information contained in its
publication scheme.

In addition, the Board considers whether
there are any matters requiring publication
in respect of each and every item of business
that it considers at its meetings.

o
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Respect the rights of
Shareholders

(Corporate Governance Guidelines Principle 6)

Tarong Energy is committed to ensuring
that its stakeholders are continually and
appropriately informed of Tarong Energy's
performance and activities. Communication
is undertaken through a number of forums:

e Statement of Corporate Intent, Corporate
Plan and Quarterly Reports are prepared
to provide information to Shareholders
and their representatives on Tarong
Energy's performance against agreed
targets. The Statement of Corporate
Intent (with commercially sensitive
information deleted) is published on
Tarong Energy's website.

e AnAnnual Reportis prepared and
issued to Shareholders and interested
stakeholders, it is also published on
Tarong Energy's website.

e Aninterim report for the six months
ending 31 December provides details of
Tarong Energy's performance against key
financial and non financial targets, it is
published on its website in March.

e A forecast report detailing Tarong Energy's
expectation of its performance for the
financial year is published on its website
in July.

e Briefings to Shareholders and their
representatives are conducted on a
regular basis for the purpose of disclosing
business activities and performance
against agreed targets.

e Biannual Community Information
Sessions, an annual Community Report
and a quarterly newsletterinform the
local community of activities involving
Tarong Energy.

e Tarong Energy's website is a key source
of information for Tarong Energy's
stakeholders and the wider community.

Recognise and manage risk
(Corporate Governance Guidelines Principle 7)

In recognition of the linkages between
governance, risk and compliance, Tarong
Energy has adopted an integrated governance,
risk management and compliance framework.
Ethics and culture have been identified as the
cornerstone of this integrated approach.

The objectives of this framework are to
ensure that:

e Tarong Energy's values, ethics and
behavioural expectations are known,
clearly communicated and accepted
within Tarong Energy

® business strategies are understood and
Tarong Energy's people, processes and
technology are aligned to support the
achievement of the strategies

® risk appetites and tolerances within the
business units and across Tarong Energy
are appropriate and aligned with the
expectations of the Board, management
and stakeholders

e all significant risks have been identified
and assessed, and are actively managed

® information reported to management,
the Board and stakeholders is accurate,
reliable, timely and complete

e compliance obligations are identified
and assessed, and any exceptions are
identified with corrective actions taken in
a timely manner.

Tarong Energy views effective risk
management as key to maintaining its
operational and strategic objectives.

36 General Manager Mining Operations, Bob Rutten.
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The Board has ensured, through its oversight
of a system of management controls and the
reqular reporting to the Board and Audit and
Risk Management Committee, that Tarong
Energy has the ability to understand and
subsequently manage its risks. Reviews of
Tarong Energy's business-critical risks occur
periodically. From these reviews, any changes
in Tarong Energy's risk profile are considered
and addressed.

Tarong Energy conducts a periodic business
continuity exercise that is designed to
provide a sound degree of resilience should
Tarong Energy need to respond to and
recover from a crisis whilst continuing to
maintain business critical operations.

The Corporation's internal audit function
operates under the terms of the Internal
Audit Charter. The charter is reviewed
periodically by the Audit and Risk
Management Committee and formalises
the purpose, role, authority, responsibilities,
scope and operational framework of the
internal audit function.

Evaluating the effectiveness of risk
management, control, performance and
governance processes is subject to review
by the internal auditor. The Audit and

Risk Management Committee monitors
management's response to these reviews.
The internal audit function is independent
of management, has full and free access
to the Audit and Risk Management
Committee, and has full and free access to
the Corporation's employees and records.
The internal auditor and representatives
of the Auditor General are invited to meet
with the Committee without management
being present. The internal auditor reports,
for administrative purposes, to the General
Manager Corporate Governance.

When presenting financial statements for
approval, the Chief Executive Officer and
the Chief Financial Officer provide a written
statement to the Board to the effect that:

® Tarong Energy's financial statements
and notes to the accounts comply in all
material respects with the Accounting
Standards and present a true and fair
view, in all material respects of the
company's financial performance

® Tarong Energy's financial statements
are founded on a sound system of risk
management and internal control and
the system is operating effectively in
relation to financial reporting risks

® the risk management and internal
control systems are operating effectively
in relation to all material business risks
for the period, and that nothing has
occurred since period-end that would
materially change the position.

Remunerate fairly
and responsibly

(Corporate Governance Guidelines Principle 8)

The People and Performance Committee
oversees, and provides advice to the Board
on, employment strategies and frameworks.
It makes recommendations to the Board on
Enterprise Bargaining Agreements (EBA) as
well as remuneration settings for non EBA
staff and the packages and other terms of
employment for senior executives. When
increasing senior executive remuneration
or awarding incentive payments, the Board
must comply with the Government Owned
Corporations Governance Arrangements for
Chief and Senior Executives Appointments
and Remuneration.

Heidi Bradshaw from the RSPCA Kingaroy,
a past recipient of funding from Tarong Energy.
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The People and Performance Committee
consists of three members. Other directors
who are not members of the committee and
other senior executives attend meetings

by invitation. For information on the skills,
experience and expertise of the People and
Performance Committee members, please
refer to pages 14 to 15 of this report. Details
of the number of meetings and attendance
by members at the People and Performance
Committee meetings can be found on page 46
of this report.

Details of the remuneration paid to directors
and senior executives are set out in note 31
on page 110 of this report.

Government directions
and notifications

The Shareholder Review of Queensland
Government Owned Corporation Generators
included a recommendation to restructure the
Queensland Government owned generating
companies from three companies into two.

To facilitate this restructure, Tarong Energy
Limited received three formal Ministerial
directions from its shareholding Ministers
pursuant to Section 299 of the Electricity Act
1994 on 25 November 2010, 10 February 2011
and 5 April 2011.

On 25 November 2010, The Honourable
Stephen Robertson MP, Minister for Natural
Resources, Mines and Energy and Minister
for Trade; and The Honourable Andrew Fraser
MP, Treasurer and Minister for Employment
and Economic Development, issued a formal
Ministerial direction, pursuant to section
299 of the Electricity Act. This directed the
Board of Tarong Energy to cooperate in the
preliminary due diligence and consultation
phase of the restructure.

On 10 February 2011, The Honourable
Stephen Robertson MP, Minister for Natural
Resources, Mines and Energy and Minister

for Trade; and The Honourable Andrew Fraser
MP, Treasurer and Minister for Employment
and Economic Development, issued a formal
Ministerial direction, pursuant to section 299
of the Electricity Act. This directed the Board
of Tarong Energy to provide the State and its
advisors with full cooperation and assistance
in identification and provision of information
about the business units of Tarong Energy and
their documents and information.

On 5 April 2011, The Honourable Stephen
Robertson MP, Minister for Energy and
Water Utilities; and The Honourable
Rachel Nolan MP, Minister for Finance
and The Arts, issued a formal Ministerial
direction, pursuant to section 299 of the
Electricity Act. This directed the Board of
Tarong Energy to provide cooperation and
assistance to the State, its instrumentalities
and corporations as may be requested to
implement the restructure.

Modification of 2010/11
Statement of Corporate
Intent

On 25 November 2010, the Queensland
Government announced the recommendations
of the Shareholder Review of Queensland
Government Owned Corporation Generators
(Genco Review). The Genco Review included a
recommendation that the State's generating
companies (or Gencos) immediately refocus
their corporate strategies from new business
development and growth to cost performance
and efficiency.

Consequentially, Tarong Energy's 2010/11
Statement of Corporate Intent was amended
to reflect the business development
recommendations of the Genco Review. The
amendments to the Statement of Corporate
Intent have had no material impact on Tarong
Energy's financial position.




Tarong Energy's Dividend Policy takes

into account the return that Shareholders
expect from their investment and the cash
requirements of the business. The Board of
Tarong Energy will recommend a dividend
amount equal to 80 per cent of Tarong
Energy's consolidated profit after tax for
the financial year ending 30 June 2011.
Given the net loss after tax for the financial
year ending 30 June 2011, the Board of
Tarong Energy will not be recommending
the payment of a dividend for the 2010/11
financial year.

During the year, Tarong Energy's Chief
Executive Officer, Chair and Manager Asset
Strategy travelled to China and Japan

to visit the 100,000t per annum Post
Combustion Capture Demonstration plant

at the Huaneng Shanghai Skidongkou No.2
Coal Fired Thermal Power Station and the
Kawasaki Thermal Power Station to gain an
enhanced understanding of the application
of low emission technologies at the Tarong
power stations.

The General Manager Generation Operations
travelled to Singapore to attend the 14
Annual Power and Electricity World Asia and
Smart Electricity World Asia Conference.
Attendance at the conference provided an
opportunity to learn from global power
leaders through panel discussions and
obtain key insights from leading generation
companies on the technology development
outlook and how this impacts on the
operations of power generators.

The Manager Engineering Services visited
Scottish Power in the United Kingdom and
Dong Energy in Denmark to learn about how
they have adopted and implemented Process
Safety methodology.

Purpose [ benefits to Tarong Energy

Christmas December
functions 2010

Approximately 500 employees participated in
Corporation-wide Christmas functions

$29,037'

Cost did not exceed $100/head at this event.

Power Worker Scott Vogler
at Wivenhoe Power Station.
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Directors' report

The directors present their report on the consolidated entity (referred to hereafter as the Group) consisting of Tarong Energy Corporation Limited

and the entities it controlled at the end of, or during, the year ended 30 June 2011.

Principal activities

The principal activity during the year was the generation and sale of electricity and the operation and development of coal mining assets in
support of this. There have been no significant changes in the principal activities during the year.

Financial results

On 25 November 2010, the Queensland Government announced the restructure of the three Queensland Government Owned Corporation
Generators being Tarong Energy Corporation Limited, CS Energy Limited and Stanwell Corporation Limited. The restructure was effected by
regulation under the Government Owned Corporations Act 1993, gazetted on 24 June 2011 and effective on 1 July 2011. The restructure resulted
in the Group being discontinued from 1 July 2011 with net assets and contracts being transferred to the Queensland Government and redistributed
to CS Energy Limited and Stanwell Corporation Limited. Accordingly, the financial results of the Group for the financial year ended 30 June 2011

and prior year comparatives have been disclosed as discontinued operations.
The Group's net loss after tax for the year was $465,733,000 (2010: Net profit after tax $91,552,000). This consisted of:
e Net loss after tax on write down of assets to fair value less costs to distribute on classification as held for distribution $499,464,000 (2010: $Nil); and

e Net profit after tax from operations $33,731,000 (2010: $91,552,000).

Net loss on write down of assets to fair value less costs to distribute

As detailed above, the Group was discontinued from 1 July 2011. As such, at 30 June 2011, in accordance with AASB 5 Non-current Assets Held for
Sale and Discontinued Operations all assets and liabilities were classified as held for distribution and impairment testing was performed to ensure
the assets to be distributed were measured at the lower of their carrying amount and fair value less costs to distribute. As a result of the impact
of the Federal Government's proposed carbon pricing mechanism announced on 10 July 2011, the impairment tests resulted in the generation

and mining assets being written down by $709,602,000 ($664,912,000 reduction in property, plant and equipment and $44,690,000 reduction of

goodwill). A further impairment of $3,916,000 was recognised in relation to land.

The total loss on measurement of assets to fair value less costs to distribute was $713,518,000, contributing a $499,464,000 after tax loss to the
result. Further information on impairment testing is provided in note 3.

Net profit after tax from operations
Net profit after tax from operations was $33,731,000 (2010: Net profit after tax of $91,552,000). Salient features of the result are as follows:

e The change in the fair value of derivative instruments that do not qualify for hedge accounting amounted to $31,396,000 (2010:
$99,715,000). This includes $109,613,000 which was transferred from the cash flow hedge reserve on dedesignation of all cash flow hedges as

a result of the generator restructure as the forecast transactions were no longer considered highly probable;

e Revenue increased to $607,633,000 (2010: $497,202,000) in line with increased generation and increased revenue from direct sales to retail
counterparties. Total sent out generation for the financial year was 10,014GWh (2010: 9,150GWh);

e Net expenditure on other operating items (excluding tax) increased to $548,018,000 (2010: $437,751,000), largely due to a combination of
higher fuel costs and increased costs attributable to direct sales to retail counterparties (primarily transmission systems costs and purchases

of electricity);

® Finance costs increased to $47,900,000 (2010: $30,596,000) due to increased borrowings, higher interest rates and a reduction in interest

capitalised to qualifying assets; and

e The income tax expense decreased to $9,380,000 from $37,018,000 as a result of the net decrease in the net result from operations to
$43,111,000 (2010: $128,570,000).

Further information on the market and operations is provided below.
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Directors’ report (continued)
30 June 2011

Dividends - Tarong Energy Corporation Limited

In accordance with the Government Owned Corporations Act 1993, the following dividends of Tarong Energy Corporation Limited have been paid

or declared since the end of the preceding financial year:

$'000

Final dividend for 2010 declared in previous year, paid 31 December 2010 17,401

Final dividend for 2011 provided for in this report =

Review of operations

Safety

The Group continued its focus on safety during the year with an emphasis on incident reporting and leading safety indicators including
safety discussions and observations. While the Lost Time Injury Frequency Rate did increase compared with 2010, from 1.8 to 3.8, significant

improvements were made in the level of safety awareness and the progress toward a Zero Harm safety environment.

Market

The Queensland electricity market continued to experience significant surplus capacity during the year. Maximum demand in Queensland was
8,836.4 MW (2010: 8,890.7 MW) representing a reduction of 0.6 per cent on the previous year. Electricity demand was well below the forecast
levels reflecting, in part, average summer temperatures and the impact of the Queensland floods. This, in turn, resulted in a lower average pool
price of $30.97/MWh (2010: $33.30/MWHh).

Operations

All power stations operated well during the year, maintaining availability when required. Asset renewal activities remained a focus with the largest
mid-life plant refit and upgrades ever undertaken being completed at Tarong Power Station. At Tarong North Power Station, significant planning

activities were undertaken for a major overhaul early in the 2011/12 financial year.

The impacts of the flood event and significant rain at the mine during the year resulted in a reduced number of operational days and an increase
in mining costs. The Group's key priorities - the safety of people, the security of supply for the people of Queensland and compliant trading in a
competitive market - were all successfully achieved.
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Directors' report (continued)
30 June 2011

Significant changes in the state of affairs

Restructure of the Queensland Government Owned Corporation Generators

As detailed earlier in this report, on 25 November 2010, the Queensland Government announced the restructure of the three Queensland
Government Owned Corporation Generators. The restructure was effected by regulation under the Government Owned Corporations Act 1993,
gazetted on 24 June 2011 and became effective on 1 July 2011. The restructure resulted in the Group being discontinued from 1 July 2011, with the
net assets and contracts being distributed to the Queensland Government and redistributed to CS Energy Limited and Stanwell Corporation Limited.

The following assets were transferred to CS Energy Limited with effect from 1 July 2011:

e  Wivenhoe Hydro Power Station; and

e The Glen Wilga and Haystack Road coal resources.

The following assets were transferred to Stanwell Corporation Limited with effect from 1 July 2011:
® Tarong Power Station;

e Tarong North Power Station; and

e Coal mining assets, including the Meandu Mine and the Kunioon coal resource.

Immediately following the transfer of assets, Tarong Energy Corporation Limited's status as a Government Owned Corporation was revoked. The

shares in Tarong Energy Corporation Limited and its wholly owned subsidiaries were then transferred to Stanwell Corporation Limited.

Matters subsequent to the end of the financial year

Restructure of the Queensland Government Owned Corporation Generators

The restructure of the Queensland Government Owned Corporation Generators outlined in this report took effect from 1 July 2011.

Federal Government's Proposed Carbon Pricing Mechanism

On 10 July 2011 the Federal Government announced a proposal, ‘Securing a Clean Energy Future — the Australian Government's Climate
Change Plan’, to implement a two-stage carbon pricing mechanism for the Australian economy. The proposed carbon price plan will effectively

embed a carbon price into the Australian economy.

Commencing on 1 July 2012, the proposal sets a fixed price path for the first three years ($23 per tonne of CO,-equivalent emissions adjusted in
real terms by 2.5 per cent per annum) before moving to a flexible price mechanism from 1 July 2015. It proposes a framework for setting a cap
on greenhouse gas emissions by capping the number of carbon units available once the flexible price period commences, which can be adjusted
over time to ensure that the Government's reduction targets are met. The commencement of the scheme is subject to the ability to negotiate

agreement with a majority in both Houses of Parliament to pass legislation during the 2011 calendar year.

In addition to the carbon price mechanism, the Federal Government proposal includes strategies on renewable energy, energy efficiency and
action on land to manage climate change. The Federal Government's planned climate change strategies will have significant impact on thermal

generation fleet cost base and market share, depending on the projected impact of these strategies and other macro economic assumptions.

On 28 July 2011, the Australian Government released exposure draft legislation, including consequential and associated tax measures, in relation
to its recently announced Climate Change Plan. Legislation is expected to be tabled in Parliament during the September 2011 sitting following a

period of consultation which concluded on 22 August 2011.

Notwithstanding the current lack of enacted legislation for a carbon pricing mechanism in Australia at the date of this financial report, the introduction
of a price on carbon is becoming increasingly more likely. Existing legislation requires an increasing number of entities to monitor their carbon

emissions and the uncertainty surrounding a carbon price is being reflected in market transactions in industries heavily exposed to a carbon price.

Other than the matters discussed above, there has not been any matter or circumstance occurring subsequent to the end of the financial year
that has significantly affected, or may significantly affect, the operations of the consolidated entity, the results of those operations, or the state of

affairs of the Group in future financial years.
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Environmental regulation

The Group is subject to significant environmental regulation under both Commonwealth and State legislation. The primary environmental

legislation governing the Group's activities in Queensland is the Environmental Protection Act 1994.

The Group undertakes a number of systematic processes to manage its environmental activities. These systems include line management
environmental responsibilities for day-to-day activities, specialist environmental personnel providing environmental advice and monitoring

compliance, and a reporting regime that involves the Chief Executive Officer providing monthly environmental performance reports to the Board.

The directors are not aware of any significant breaches of environmental regulation occurring during the period covered by this report.

Greenhouse gas and energy data reporting

The Group is subject to the reporting requirements of the National Greenhouse and Energy Reporting Act 2007, which requires the Group to report
its annual greenhouse gas emissions and energy use. The Group has implemented systems and processes for the collection and calculation of the
data required and submitted its 2010 report to the Greenhouse and Energy Data Officer on 27 October 2010.

Information on directors

As at 30 August 2011, Tarong Energy Corporation Limited's directors were as follows:

. Year of initial )
Name Position . Year of reappointment
appointment

G J Carpenter Chair, non-executive director 2005 20M
K L Collins Non-executive director 2005 2011
G Crow SC Non-executive director 2011
A A Fitzpatrick Non-executive director 201
R J Kempnich Non-executive director 20M
J A Leaver Non-executive director 201
S R Rochester Non-executive director 2011
R J Welford Non-executive director 2011

A brief biography for each of the directors as at 30 August 2011, is presented below:

G J Carpenter MBA, FAICD, FCA
Mr Carpenter joined the Corporation as a non-executive director on 1 July 2005 and was appointed Chair on 1 July 2007.

Mr Carpenter brings expertise in the areas of corporate governance, financial management consulting, accounting, audit, risk management and

performance management.

Mr Carpenter is Chair of the Audit Committees of South Bank Corporation, Queensland Police Service, Department of the Premier and Cabinet,
Local Government Association of Queensland, Urban Land Development Authority and Scenic Rim Regional Council. He serves on Committees for
the Office of State Revenue (Queensland Treasury), Griffith University, Construction Skills Queensland and Hassad Australia Pty Ltd. He provides

consulting services to BDO where he previously was a Partner.

Mr Carpenter was granted unpaid leave of absence from his duties to the Tarong Energy Corporation Limited Board to undertake the role of Chair
of the putative Genco 2 (Stanwell Corporation Limited) Advisory Board for the period 22 March 2011 to 30 June 2011.
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Information on directors (continued)

K L Collins MBA, B Eng (Elec), GAICD

Ms Collins joined the Corporation as a non-executive director on 1 July 2005 and was appointed Chair for the period 22 March 2011 to 30 June 2011.

Ms Collins is an electrical engineer, experienced in project operations and risk management in the commercial construction industry. She was
State Manager for Siemens Ltd, Building Automation and provided project management and design services for building automation, energy and

access control systems.

Ms Collins currently provides project management and engineering design services on major projects in South East Queensland through her own

consultancy company.

G Crow SC BCom, LLB (Hons)

Mr Crow joined the Corporation as a non-executive director on 1 July 2011.

Mr Crow is a Barrister who has practised in personal injury, commercial and estate litigation for the past 20 years. Mr Crow is currently Chair
of the Rockhampton Leagues Club and a panel barrister to WorkCover Queensland, Suncorp, Allianz, several other major insurers and a large

international mining corporation.

Mr Crow worked as an accountant with Coopers & Lybrand Brisbane prior to taking up an appointment as a Judge's Associate. After completing
his Bachelor of Commerce in 1987, Mr Crow worked as a tutor in financial and managerial accounting and law at The University of Queensland

and Queensland University of Technology and lectured and tutored in commercial and corporate law at Central Queensland University.

A A Fitzpatrick BA, LLB, GAICD

Ms Fitzpatrick joined the Corporation as a non-executive director on 1 July 2011.

Ms Fitzpatrick has practised as a lawyer for 25 years and for the past two years has been sitting as a Tribunal member, first in the Anti-
Discrimination Tribunal and currently in the Queensland Civil and Administrative Tribunal (QCAT). For 13 years she was a partner in two major law
firms. A partner of McCullough Robertson for ten years, she retired from private practice in 2008. Ms Fitzpatrick's speciality is as an employment,
industrial and anti-discrimination lawyer, with a large part of her work at QCAT involving conciliation and determination of building disputes

and anti-discrimination matters. In the first half of her career, she practiced as a commercial litigator, specialising in intellectual property and

construction law.

R J Kempnich BEng (Mech) MAICD

Mr Kempnich joined the Corporation as a non-executive director on 1 July 2011.

Mr Kempnich has more than 30 years' experience in coal resource evaluation, process plant design, construction and commissioning gained both
in Australia and internationally. He commenced his career in 1977 as an engineer with the Australian Coal Industry Research Laboratories where

he was responsible for the coal preparation pilot plant facilities at Maitland, New South Wales.

Mr Kempnich is a founding partner of Sedgman €& Associates Pty Ltd, the original company established in 1980, from which the publicly

listed group Sedgman Limited has grown. As Managing Director of Sedgman from 1991, he led the organisation’s growth from a consulting

and engineering firm to a market leader in coal preparation, design and construction. He was responsible for the expansion of the company's
operations internationally including the SEI licence arrangement which established the United States licencee business in 1993. In 1998 Mr
Kempnich became the Executive Chair of Sedgman Limited, having responsibility at the time for the corporate direction of the overall group and
business development. He is now the non-executive Chair of Sedgman Limited and oversees the international activities of one of Australia's most

successful mining services groups.

J A Leaver BCom, FCPA, MAICD

Ms Leaver joined the Corporation as a non-executive director on 1 July 2011.

Ms Leaver has extensive financial expertise gained through her former executive roles in the telecommunications and mining industries as well as

various Board positions. She has worked in companies listed on the ASX, the US SEC and with State and Federal Government Owned Corporations.
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Information on directors (continued)

J A Leaver BCom, FCPA, MAICD (continued)

During her 10 years with Telstra Corporation, Ms Leaver had responsibility for the Group's financial reporting requirements in Australia and the
United States. She was the Telstra Group coordinator of the US prospectus for T2, the second tranche of the sale of the Federal Government's
interest in its ownership of Telstra. Her experience extends to 15 years with the former mining group MIM, including 5 years at Mount Isa, and

membership of the Australian Accounting Standards Board (AASB).

S R Rochester BEc, FCPA, MAICD

Mr Rochester was appointed as a non-executive director of the Corporation on 14 April 2011.

Mr Rochester is an established leader in public sector financing, the banking and finance industry and the global financial markets, with a career

spanning more than 35 years.

Mr Rochester is currently the Chair of the Queensland Treasury Corporation (QTC) and is also the Chair of the QTC Human Resources Committee
and a member of the Risk Management Committee. Previously, Mr Rochester was QTC's inaugural Chief Executive and held the position for 22

years before taking up the appointment of Chair on 1 September 2010.

R J Welford BA (Hons), LLB, Grad Dip Leg Prac, Grad Dip Ind Rel, MSc (Env Mgt)

Mr Welford was appointed as a non-executive director of the Corporation on 1 July 2011.

Mr Welford is a former Queensland Attorney General and Minister for Justice, Minister for Education and Training, and Minister for the Arts, and
also Minister for Environment and Heritage and Minister for Natural Resources. He is currently engaged in the fields of recycling, energy efficiency
and renewable energy. Prior to his election to the Queensland Parliament, he was a Solicitor of the Supreme Court of Queensland and barrister of
the High Court of Australia.

Mr Welford is the Chief Executive of the Australian Council of Recycling, Chair of the Energy Management Institute, Deputy Chair of Astivita
Renewables Limited, and Managing Director of Integrated Resource Planners.

Brief biographies of former directors are presented below:

R A Barton BE (Civil), MS (Civil Eng), FIEAust, FAIM

Mr Barton joined the Corporation as a non-executive director on 1 July 2008. He was a member of the Audit and Risk Management Committee,

Business Development Committee and People and Performance Committee. Mr Barton resigned as a director on 30 June 2011.

L K Bond MBA, BE (Chem), FIEAust, GAICD

Ms Bond joined the Corporation as a non-executive director on 16 September 2004. She was a member of the Audit and Risk Management

Committee and People and Performance Committee. Ms Bond resigned as a director on 30 June 2011.

E M Jameson BA, LLB (Hons), LSDA, FAICD

Ms Jameson joined the Corporation as a non-executive director on 12 April 2007. She was Chair of the People and Performance Committee and a

member of the Business Development Committee. Ms Jameson resigned as a director on 30 September 2010.

J H Pegler BE (Mining), MAusIMM

Mr Pegler joined the Corporation as a non-executive director on 1 July 2006. He was Chair of the Business Development Committee. Mr Pegler

resigned as director on 28 February 2011.

K E Smith-Pomeroy MNIA, PNA, FAIBF, MAICD

Ms Smith-Pomeroy joined the Corporation as a non-executive director on 12 April 2007. She was Chair of the Audit and Risk Management

Committee and a member of the People and Performance Committee. Ms Smith-Pomeroy resigned as a director on 30 June 2011.

Ms Smith-Pomeroy was granted unpaid leave of absence from her duties to the Tarong Energy Corporation Limited Board upon being appointed to
the Advisory Board of the putative Genco 1 (CS Energy Limited) for the period 22 March 2011 to 30 June 2011.
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Company secretary

The names and qualifications of those persons who were company secretaries of the Group during the financial year and up to the date of this
report are detailed below:

K A Buckley BA, GCert Law, Certmember CSA

Ms Buckley was appointed company secretary on 8 December 2010.

Ms Buckley was appointed Acting General Manager Corporate Governance on 8 December 2010. In that role she was responsible for the
secretariat, legal, risk management and internal audit functions of the Corporation. Ms Buckley has extensive experience of both listed company
and Government Owned Corporation's statutory and regulatory compliance obligations.

M T O'Rourke BLaw, BCom, GDip Applied Finance, GDip Company Secretarial Practice

Mr O'Rourke was appointed company secretary on 1 July 2011.

Mr O'Rourke was appointed Executive General Manager Governance and Strategy of Stanwell Corporation Limited (the holding company of Tarong
Energy Corporation Limited after 1 July 2011) on 1 July 2011. In that role he is responsible for internal audit, secretariat, legal, risk, compliance,
insurance and information management functions. Mr O'Rourke was previously General Manager Corporate Services for Stanwell Corporation Limited.
J J Williamson BA, LLB, FCIS, FAusIMM, MAICD

Mr Williamson was company secretary up to his resignation from that office on 30 June 2011.

Mr Williamson was General Manager Corporate Governance and was responsible for the secretariat, legal, risk management and internal audit
functions of the Corporation. He is currently serving on the Queensland State Council of Chartered Secretaries Australia.

Meetings of directors

The number of directors’ meetings held, and the number attended by each of the directors of Tarong Energy Corporation Limited during the period
1 July 2010 to 30 June 2011 are detailed in the table below:

Meetings of committees

Full meetings of
directors People and Performance Audit and Risk Business Development
Management

A B A B A B A B
G J Carpenter &P 12 8 4 4 4 4 3 3
R A Barton 12 gl - - 6 5 3 3
L K Bond 12 12 4 4 6 6 - -
K L Collins® 12 12 4 3 2 2 3 3
E M Jameson 2 2 2 2 - - 2 1
J H Pegler 7 7 - - - - 3 3
K E Smith-Pomeroy?® 12 8 2 2 4 4 - -
S R Rochester 3 3 - - 2 2 - -

A = Number of meetings held during the time the director held office or was a member of the committee.

B = Number of meetings attended.

C = Mr Carpenter and Ms Collins were ex-officio members of the Audit and Risk Management Committee.

D = Advisory Boards were appointed to assist the Government in implementing the recommendations of the Shareholder Review of Government Owned Corporation Generators.
Ms Smith-Pomeroy and Mr Carpenter were appointed respectively to the Advisory Boards of the putative Genco 1 (CS Energy Limited) and Genco 2 (Stanwell Corporation
Limited). In order for them to give their full attention to the Advisory Boards and to avoid any actual or perceived conflicts of interest, the Tarong Energy Board granted them
unpaid leave of absence from their duties to participate in the affairs of the Corporation and its subsidiaries from 22 March 2011 until 30 June 2011.
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Indemnification and insurance of officers

In accordance with the Constitution of Tarong Energy Corporation Limited, Tarong Energy Corporation Limited has entered into a standard form
deed of access, insurance and indemnity with the current directors of the Group to indemnify them to the maximum extent permitted by law
against all liabilities which they may incur in the performance of their duties as directors of Tarong Energy Corporation Limited, except a liability

for a pecuniary penalty order or compensation order under the Corporations Act 2001.

The indemnity is made available to current and former directors of Tarong Energy Corporation Limited for a period of seven years from the date of

their resignation. To the extent permitted by law the indemnity covers liability for legal costs.

In accordance with the standard form deed of access, insurance and indemnity referred to above, Tarong Energy Corporation Limited has, during
the financial year ended 30 June 2011, paid an insurance premium in respect of the directors and executive officers of Tarong Energy Corporation
Limited. In accordance with normal commercial practice, the insurance contract prohibits disclosure of the nature or the liability covered by, or the

amount payable under, the contract of insurance.

No claims have been made by any director or officer of Tarong Energy Corporation Limited pursuant to these indemnities.

Auditor's independence declaration

A copy of the auditor's independence declaration, as required under section 307C of the Corporations Act 20017, is set out on page 48.

Rounding of amounts

The Corporation is of a kind referred to in Class Order 98/100, issued by the Australian Securities and Investments Commission, relating to the
"rounding off" of amounts in the directors' report. Amounts in the directors' report have been rounded off in accordance with that Class Order to
the nearest thousand dollars, unless otherwise stated.

Auditor
The Queensland Audit Office continues in office in accordance with section 327 of the Corporations Act 2001.

This renort is made in accordance with a resolution of directors.

G J Carpenter

Chair

J A Leaver
Director
Brisbane

30 August 2011
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48

Auditor's independence declaration
To the directors of Tarong Energy Corporation Limited

This audit independence declaration has been provided pursuant to section 307C of the Corporations Act 2001.

Independence declaration

As lead auditor for the audit of Tarong Energy Corporation Limited for the year ended 30 June 2011, | declare that, to the best of my knowledge
and belief, there have been:

(a) no contraventions of the auditor independence requirements of the Corporations Act 2001 in relation to the audit; and
(b)  no contraventions of any applicable code of professional conduct in relation to the audit.

This declaration is in respect of Tarong Energy Corporation Limited and the entities it controlled during the period.

AT

G G Poole FCPA

Auditor-General of Queensland Brisbane

26 August 2011
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Statements of comprehensive income
For the year ended 30 June 2011

Consolidated Parent Entity
2011 2010 2011 2010
Notes $'000 $'000 $'000 $'000
Continuing operations
Profit from continuing operations - - - -
Discontinued operations
Revenue 5 607,633 497,202 508,362 439,126
Other income 6 19,778 21,787 3,316 6,652
Change in fair value of derivative instruments that do not qualify
for hedge accounting 31,396 99,715 31,396 98,758
Reversal of impairment loss 15 - 6,711 - -
Change in inventory/deferred stripping (14,978) 1,290 - -
Fuel costs (151,531) (143,412) (128,049) (120,194)
Depreciation and amortisation expense 7 (113,820) (92,203) (78,870) (70,022)
Employee benefits expense (74,051) (68,213) (69,724) (66,115)
Raw materials and consumables used (51,877) (39,752) (35,782) (26,281)
Services (28,044) (26,957) (24,276) (18,656)
Purchases of electricity (55,728) (22,414) (55,728) (22,414)
Transmission systems costs (44,576) (15,422) (43,755) (14,809)
Cost to terminate contractual obligations - (18,875) - (18,875)
Other expenses (33,191) (40,291) (30,218) (23,682)
Finance costs 7 (47,900) (30,596) (43,780) (27,111)
Results from operating activities 43,111 128,570 32,892 136,377
Income tax expense 8 (9.380) (37,018) (4,565) (39,179)
Results from operating activities, net of tax 33,731 91,552 28,327 97,198
Loss on measurement of assets to fair value less costs to
distribute on classification as held for distribution 7,3 (713,518) - (613,421) -
Income tax benefit 8 214,054 - 184,026 -
(Loss) / profit for the year from discontinued operations (465,733) 91,552 (401,068) 97,198
(Loss) / profit for the year (465,733) 91,552 (401,068) 97,198
Other comprehensive (loss) / income
Effective portion of changes in fair value of cash flow hedges 29(a) - 177,933 - 177,933
Net change in fair value of cash flow hedges transferred to profit
or loss 29(a) (180,768) (107,755) (180,768) (107,755)
Defined benefit plan actuarial gains 29(b) 1,953 2,586 1,953 2,586
Income tax relating to components of other comprehensive income 53,640 (21,828) 53,640 (21,828)
Other comprehensive (loss) / income for the year, net of tax (125,175) 50,936 (125,175) 50,936
Total comprehensive (loss) / income for the year (590,908) 142,488 (526,243) 148,134
Profit or loss for the year is attributable to:
Owners of Tarong Energy Corporation Limited (465,733) 91,552 (401,068) 97,198
Total comprehensive (loss) / income for the year is attributable to:
Owners of Tarong Energy Corporation Limited (590,908) 142,488 (526,243) 148,134

The above statements of comprehensive income should be read in conjunction with the accompanying notes.
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Consolidated Parent Entity
2011 2010 2011 2010

Notes $'000 $'000 $'000 $'000
ASSETS
Current assets
Cash and cash equivalents 9 - 9,983 - 9,927
Trade and other receivables 10 - 86,287 - 64,434
Inventories 1 - 81,314 - 69,121
Current tax receivables - 6,505 - 6,505
Other current assets 12 - 67,290 - 11,157
Derivative financial instruments 13 - 194,996 - 194,996
Assets classified as held for distribution 2 1,733,906 - 1,691,608 -
Total current assets 1,733,906 446,375 1,691,608 356,140
Non-current assets
Trade and other receivables 14 - - - 566,793
Derivative financial instruments 13 - 241,586 - 241,586
Property, plant and equipment 15 - 1,705,880 - 1,219,992
Exploration and evaluation 16 = 49,476 = 49,476
Intangible assets 18 - 111,491 - -
Other non-current assets 19 - 12,728 - 1,756
Total non-current assets - 2,121,161 - 2,079,603
Total assets 1,733,906 2,567,536 1,691,608 2,435,743
LIABILITIES
Current liabilities
Trade and other payables 20 - 78,359 - 44,012
Borrowings 21 - 28,656 - 28,656
Derivative financial instruments 13 - 79,401 - 79,401
Provisions 22 - 51,265 - 41,749
Other current liabilities 23 - 4,953 - 1,331
Liabilities classified as held for distribution 2 1,011,278 - 897,436 -
Total current liabilities 1,011,278 242,634 897,436 195,149
Non-current liabilities
Borrowings 24 - 420,911 - 420,911
Deferred tax liabilities 25 - 359,723 - 336,290
Provisions 26 - 162,923 - 95,169
Retirement benefit obligations 27 - 19 - 19
Derivative financial instruments 13 - 65,698 - 65,698
Other non-current liabilities - 2,092 - 2,092
Total non-current liabilities - 1,011,366 - 920,179
Total liabilities 1,011,278 1,254,000 897,436 1,115,328
Net assets 722,628 1,313,536 794,172 1,320,415
EQUITY
Contributed equity 28 986,965 986,965 986,965 986,965
Reserves 29(a) - 142,976 - 142,976
Retained earnings 29(b) (264,337) 183,595 (192,793) 190,474
Total equity 722,628 1,313,536 794,172 1,320,415

The above balance sheets should be read in conjunction with the accompanying notes.
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Statements of changes in equity
For the year ended 30 June 2011

. Contributed Retained Total
Consolidated . Reserves . .
equity earnings equity
Notes $'000 $'000 $'000 $'000
Balance at 1 July 2009 711,965 93,850 107,634 913,449
Comprehensive income for the year
Profit for year 29(b) - - 91,552 91,552
Effective portion of changes in fair value of cash flow hedges, net of tax 29(a) - 124,554 - 124,554
Net change in fair value of cash flow hedges transferred to profit or loss,
net of tax 29(a) - (75,428) - (75,428)
Defined benefit plan actuarial gains, net of tax 29(b) - - 1,810 1,810
Total comprehensive income for the year - 49,126 93,362 142,488
Transactions with equity holders in their capacity as equity holders:
Contributions of equity, net of transaction costs 28 275,000 - - 275,000
Dividends provided for or paid 30 - - (17,401) (17,401)
Balance at 30 June 2010 986,965 142,976 183,595 1,313,536
Balance at 1 July 2010 986,965 142,976 183,595 1,313,536
Comprehensive loss for the year
Loss for year 29(b) - - (465,733) (465,733)
Net change in fair value of cash flow hedges transferred to profit or loss,
net of tax 29(a) - (126,542) - (126,542)
Defined benefit plan actuarial gains, net of tax 29(b) - - 1,367 1,367
Transfers from reserves to retained earnings 29(b) - (16,434) 16,434 -
Total comprehensive loss for the year - (142,976) (447,932) (590,908)
Balance at 30 June 2011 986,965 - (264,337) 722,628

The above statements of changes in equity should be read in conjunction with the accompanying notes.
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Statements of changes in equity
For the year ended 30 June 2011 (continued)

Contributed Retained Total
Parent . Reserves . .
equity earnings equity
Notes $'000 $'000 $'000 $'000
Balance at 1 July 2009 711,965 93,850 108,867 914,682
Comprehensive income for the year
Profit for year 29(b) - - 97,198 97,198
Effective portion of changes in fair value of cash flow hedges, net of tax 29(a) - 124,554 - 124,554
Net change in fair value of cash flow hedges transferred to profit or loss,
net of tax 29(a) - (75,428) - (75,428)
Defined benefit plan actuarial gains, net of tax 29(b) - - 1,810 1,810
Total comprehensive loss for the year - 49,126 99,008 148,134
Transactions with equity holders in their capacity as equity holders:
Contributions of equity, net of transaction costs 28 275,000 - - 275,000
Dividends provided for or paid 30 - - (17,401) (17,401)
Balance at 30 June 2010 986,965 142,976 190,474 1,320,415
Balance at 1 July 2010 986,965 142,976 190,474 1,320,415
Comprehensive loss for the year
Loss for year 29(b) - - (401,068) (401,068)
Net change in fair value of cash flow hedges transferred to profit or loss,
net of tax 29(a) - (126,542) - (126,542)
Defined benefit plan actuarial gains, net of tax 29(b) - - 1,367 1,367
Transfers from reserves to retained earnings 29(b) - (16,434) 16,434 -
Total comprehensive income for the year - (142,976) (383,267) (526,243)
Balance at 30 June 2011 986,965 - (192,793) 794,172

The above statements of changes in equity should be read in conjunction with the accompanying notes.
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Cash flow statements
For the year ended 30 June 2011

Cash flows from operating activities

Receipts from customers (inclusive of goods and services tax)

Payments to suppliers and employees (inclusive of goods and

services tax)

Payment to terminate contractual obligations
Interest received

Interest paid

Income taxes received / (paid)

Net cash inflow from operating activities

Cash flows from investing activities

Proceeds from contingent consideration on business

combination

Payment for the acquisition of a subsidiary,

net of cash acquired

Payments for property, plant and equipment
Payments for intangible assets

Interest payments capitalised

Payments for exploration and evaluation expenditure
Loans repaid by [ (provided to) associated entities
Proceeds from sale of property, plant and equipment

Net cash outflow from investing activities

Cash flows from financing activities

Equity contribution

Proceeds from borrowings

Dividends paid to the Company's shareholders

Net cash inflow from financing activities

Net increase / (decrease) in cash and cash equivalents

generated by the discontinued operations

Cash and cash equivalents at the beginning of

the financial year

Cash and cash equivalents at end of year

Consolidated

Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000
608,188 539,623 505,128 478,417
(465,365) (407,637) (418,461) (355,644)
142,823 131,986 86,667 122,773
- (18,875) - (18,875)

1,162 2,296 1,161 2,431
(38.434) (24,632) (38,260) (24,633)
410 (8,175) 410 (8,175)
105,961 82,600 49,978 73,521
32,507 - - -

- (253,462) - -
(115,669) (131,869) (51,535) (100,738)
(5.086) - (5.086) -
- (5.032) - (2,688)

(1,044) - (1,044) -
- 5,059 24,445 (272,379)

40 9 7 9
(89,252) (385,295) (33,213) (375,796)
- 275,000 - 275,000

31,722 4,558 31,722 4,558
(17,401) (45,541) (17,401) (45,541)
14,321 234,017 14,321 234,017
31,030 (68,678) 31,086 (68,258)
9,983 78,661 9,927 78,185
41,013 9,983 41,013 9927

The above cash flow statements should be read in conjunction with the accompanying notes.
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Notes to the financial statements
30 June 2011

()

Summary of significant accounting policies

The principal accounting policies adopted in the preparation

of these financial statements are set out below. These policies
have been consistently applied to all the years presented, unless
otherwise stated. The financial statements include separate
financial statements for Tarong Energy Corporation Limited as
an individual entity and the consolidated entity consisting of
Tarong Energy Corporation Limited and its subsidiaries (together

referred to as the 'Group’).

Basis of preparation

The financial report is a general purpose financial report which
has been prepared in accordance with Australian Accounting
Standards (AASBs) adopted by the Australian Accounting
Standards Board (AASB) and the Corporations Act 2001.

The consolidated financial report of the Group and the financial
report of the Company comply with International Financial
Reporting Standards (IFRSs) adopted by the International
Accounting Standards Board (IASB).

Going concern

The financial report has been prepared on the going concern
basis, which assumes continuity of normal business activities
and the realisation of assets and the settlement of liabilities
in the ordinary course of business. The reasons for this basis of

preparation are detailed as follows:

The Group incurred a loss from discontinued operations before
tax of $465,733,000 and had net cash inflows of $31,030,000
during the year ended 30 June 2011 and, as of that date, the
consolidated entity's total current assets exceeded its current
liabilities by $722,628,000. The Company incurred a loss from
discontinued operations of $401,068,000 and had net cash
inflows of $31,086,000 during the year ended 30 June 2011 and,
as of that date, the Company's total current assets exceeded its
total current liabilities by $794,172,000.

On 25 November 2010, the Queensland Government released a
report entitled ‘Shareholder Review of Queensland Government
Owned Corporation Generators' (Generator Review). A
recommendation of the Generator Review was the restructure
of the three Government Owned Corporation Generators into
two. Pursuant to this, the publication of the Government Owned
Corporations (Generator Restructure) Regulation 2011 which
was gazetted on 24 June 2011, the transfer of net assets and

liabilities was completed on 1 July 2011.

Although the generator restructure removed all generation

capacity from the Group, the shares in Tarong Energy
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Corporation Limited were immediately transferred to Stanwell
Corporation Limited with no intention to wind up the Company
at the date of signing this report. The new group is subject to a
Deed of Cross Guarantee (the Deed).

Tarong Energy Corporation Limited's Parent Entity as of 1 July
2011, Stanwell Corporation Limited, and each of its identified
subsidiaries (including Tarong Energy Corporation Limited) have
entered into a Deed of Cross Guarantee. The effect of the Deed
is that the Parent Entity guarantees to each creditor, payment
in full of any debt in the event of winding up of any of the
subsidiaries under certain provisions of the Corporations Act
2001. The subsidiaries have also given a similar guarantee in the

event that the Parent Entity is wound up.

The directors consider that there are reasonable grounds that the
Company and the Group will be able to pay their debts as and
when they become due and payable. This is on the basis that:

® On the date of the restructure, the Company and the Group
were dependent on the continued financial support of their
shareholding Ministers and Parent Entity and have received

confirmation of such support; and

e The Company's debt facilities with Queensland Treasury
Corporation (QTC) transferred to Stanwell Corporation
Limited on 1 July 2011. Details of the facilities which are
available to Stanwell Corporation Limited from 1 July 2011

are as follows:

$'000
QTC Offset Facility 218,105
Cash Fund 449,661
Working Capital Facility 65,748

Stanwell Corporation Limited has also been allocated
$168,900,000 under the Queensland State Government
Borrowing Program for 2011/12.

Accordingly the directors have prepared the financial report

on the going concern basis as they are of the opinion that the
Company and the Group will realise their assets and settle their
liabilities and commitments in the normal course of business
and for at least the amounts stated in this financial report for
assets. Therefore, the financial report does not include any
adjustments relating to the recoverability and classification of
the recorded asset amounts or the amounts and classification of
liabilities should the Company or Group not continue as a going

concern.

Date of issue

The consolidated financial statements were authorised for issue
by the Board of Directors on 30 August 2011.
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(b)

Summary of significant accounting
policies (continued)

Basis of preparation (continued)

Historical cost convention

The financial statements have been prepared under the historical
cost convention, as modified by the revaluation of financial assets

and liabilities (including derivative instruments) at fair value.

Critical accounting estimates

The preparation of financial statements, in conformity with
Australian Accounting Standards (AASBs), requires the use
of certain critical accounting estimates. It also requires
management to exercise its judgement in the process of
applying the Group's accounting policies. The areas involving
a higher degree of judgement or complexity, or areas where
assumptions and estimates are significant to the financial

statements are disclosed in note 3.

Rounding of amounts

The Company is of a kind referred to in Class Order 98/100,
issued by the Australian Securities and Investments Commission,
relating to the 'rounding off' of amounts in the financial

report. Amounts in the financial report have been rounded off

in accordance with that Class Order to the nearest thousand

dollars, or in certain cases, to the nearest dollar.

Principles of consolidation

Subsidiaries

The consolidated financial statements incorporate the assets
and liabilities of all subsidiaries of Tarong Energy Corporation
Limited as at 30 June 2011 and the results of all subsidiaries for
the year then ended. Tarong Energy Corporation Limited and its
subsidiaries together are referred to in this financial report as

the Group.

Subsidiaries are all those entities (including special purpose
entities) over which the Group has the power to govern the
financial and operating policies, generally accompanying a
shareholding of more than one-half of the voting rights. The
existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing

whether the Group controls another entity.

Subsidiaries are consolidated from the date on which control
is transferred to the Group. They are de-consolidated from the

date that control ceases.

(0

(d)

Intercompany transactions, balances and unrealised gains on
transactions between Group companies are eliminated. Unrealised
losses are also eliminated unless the transaction provides
evidence of the impairment of the asset transferred. Accounting
policies of subsidiaries have been changed where necessary to

ensure consistency with the policies adopted by the Group.

Investments in subsidiaries are accounted for at cost in
the individual financial statements of Tarong Energy

Corporation Limited.

Joint ventures

The proportionate interests in the assets, liabilities and expenses
of joint venture operations have been incorporated in the
financial statements under the appropriate headings. Details of

joint ventures are set out in note 40.

Foreign currency translation

Functional and presentation currency

Items included in the financial statements of each of the
Group's entities are measured using the currency of the primary
economic environment in which the entity operates (‘the
functional currency'). The consolidated financial statements
are presented in Australian dollars, which is Tarong Energy

Corporation Limited's functional and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions and
from the translation at year end exchange rates of monetary
assets and liabilities denominated in foreign currencies are
recognised in the profit or loss, except when they are deferred

in equity as qualifying cash flow hedges.

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable. Amounts disclosed as revenue are net of
returns, trade allowances and duties and taxes paid. Revenue is

recognised for the major business activities as follows:

Sales revenue

Revenue from the sale of electricity traded in the National
Electricity Market (NEM) is recognised when the electricity
generated has been dispatched. The revenue is based on spot

prices for the products and is calculated by the Australian Energy
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(d)

Summary of significant accounting
policies (continued)

Revenue recognition (continued)

Market Operator (AEMO), the body responsible for administering
and operating the wholesale spot electricity market and
managing the security of the power system. Electricity revenue
also includes the effective portion of the fair value of electricity
derivative contracts designated as cash flow hedges.

Revenue from retail contracts is calculated based on the terms
of the individual contracts and is recognised when the electricity

is consumed by the counterparty.

Energy services revenue is received in relation to the recharge
of transmission and other operating costs directly attributable
to retail operations and is recognised when the electricity is

consumed by the counterparty.

The Group is involved in various environmental certificate
schemes. It holds Large-scale Generation Certificates (LGCs),
Small-scale Technology Certificates (STCs), Energy Savings
Certificates (ESCs) and Gas Energy Certificates (GECs) to meet
its environmental obligations and for trading purposes. For
environmental certificates held for trading purposes, revenue is
recognised when the sale of certificates occurs. Until sale, the
environmental certificates are recorded as Inventory - refer note

1(k) Inventories.

The Group also holds New South Wales Greenhouse Abatement
Certificates (NGACs) which have been acquired or created
immediately upon registration with the Independent Pricing
and Regulatory Tribunal of New South Wales (NSW). One NGAC
represents the abatement of one tonne of carbon dioxide
equivalent associated with the consumption of electricity in
NSW. NGACs are held for trading purposes with revenue being

recognised when the sale of certificates occurs.

Interest revenue

Interest revenue is recognised as it accrues using the effective

interest rate method.

Sale of by-product

Revenue from by-product sales is recognised when the goods are
provided to the customer, the customer has accepted the goods

and collection of the related receivable is probable.

Other revenue

Other revenue is recognised when the goods are provided or

when the fee in respect of services provided is receivable.
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(e)

Income tax

The Company as head entity in the tax consolidated group is
required to make income tax equivalent payments to the State
Government, based upon the value of benefits derived by the
tax consolidated group and is not liable to pay Commonwealth
tax that would be payable if it were not a Government

Owned Corporation. This is referred to as income tax expense

throughout the report.

These payments are made pursuant to section 155(4) of the
Government Owned Corporations Act 1993 and are based upon
rulings set out in the Treasurer's Tax Equivalents Manual. The
National Tax Equivalents Regime gives rise to obligations which
reflect in all material respects those obligations for taxation
which would be imposed by the /ncome Tax Assessment Act
1936 and the Income Tax Assessment Act 1997.

Income tax expense comprises current and deferred tax. Income
tax expense is recognised in profit or loss except to the extent
that it relates to items recognised directly in equity, in which

case it is recognised in other comprehensive income.

Current tax is the expected tax payable on the taxable income
for the year, using tax rates enacted or substantially enacted at
the reporting date, and any adjustment to tax payable in respect

of previous years.

Deferred tax is recognised using the balance sheet method.
Deferred tax assets and liabilities are recognised for temporary
differences at the tax rates expected to apply when the assets
are recovered or liabilities are settled, based on the tax rate
which is enacted or substantively enacted. The relevant tax rates
are applied to the cumulative amounts of deductible and taxable
temporary differences to measure the deferred tax asset or
liability. An exception is made for certain temporary differences
arising from the initial recognition of an asset or a liability. No
deferred tax asset or liability is recognised in relation to these
temporary differences if they arose in a transaction, other than a
business combination, that at the time of the transaction did not

affect either accounting profit or taxable profit or loss.

Deferred tax assets are recognised for deductible temporary
differences and unused tax losses only if it is probable that
future taxable amounts will be available to utilise those

temporary differences and losses.

Deferred tax liabilities and assets are not recognised for
temporary differences between the carrying amount and tax
bases of investments in controlled entities where the Parent
Entity is able to control the timing of the reversal of the
temporary differences and it is probable that the differences will

not reverse in the foreseeable future.
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(f)

Summary of significant accounting
policies (continued)

Income tax (continued)

Deferred tax assets and liabilities are offset when there is

a legally enforceable right to offset current tax assets and
liabilities and when the deferred tax balances relate to the same
taxation authority. Current tax assets and tax liabilities are
offset where the entity has a legally enforceable right to offset
and intends either to settle on a net basis, or to realise the asset

and settle the liability simultaneously.

Current and deferred tax balances attributable to amounts

recognised directly in equity are also recognised directly in equity.

Tax consolidation

Tarong Energy Corporation Limited and its wholly-owned
Australian controlled entities are part of a tax consolidated

group under the tax consolidation legislation as of 1 July 2003.

The head entity, Tarong Energy Corporation Limited, and the
controlled entities in the tax consolidated group continue
to account for their own current and deferred tax amounts.
These tax amounts are measured as if each entity in the tax
consolidated group continues to be a stand alone taxpayer

in its own right.

In addition to its own current and deferred tax amounts, Tarong
Energy Corporation Limited also recognises the current tax
liabilities (or assets) and the deferred tax assets arising from
unused tax losses assumed from controlled entities in the tax

consolidated group as disclosed in note 8.

Assets or liabilities arising under tax funding agreements
with the tax consolidated entities are recognised as amounts
receivable from or payable to other entities in the group. Details

about the tax funding agreement are disclosed in note 8.

Leases

Leases of property, plant and equipment where the Group, as
lessee, has substantially all the risks and rewards of ownership
are classified as finance leases. Finance leases are capitalised

at the lease's inception at the fair value of the leased property
or, if lower, the present value of the minimum lease payments.
The corresponding rental obligations, net of finance charges, are
included in other short-term and long-term payables. Each lease
payment is allocated between the liability and finance cost. The
finance cost is charged to the profit or loss over the lease period
so as to produce a constant periodic rate of interest on the

remaining balance of the liability for each period. The property,

(9)

plant and equipment acquired under finance leases is depreciated
over the shorter of the asset's useful life and the lease term. The

Group does not currently have any finance leases.

Leases in which a significant portion of the risks and rewards

of ownership are not transferred to the Group as lessee are
classified as operating leases (note 35). Payments made under
operating leases (net of any incentives received from the lessor)
are charged to the profit or loss on a straight-line basis over the

period of the lease.

Business combinations

The acquisition method of accounting is used to account for
all business combinations, including business combinations
involving entities or businesses under common control,
regardless of whether equity instruments or other assets are
acquired. The consideration transferred for the acquisition of a
subsidiary comprises the fair values of the assets transferred,
the liabilities incurred and the equity interests issued by the
Group. The consideration transferred also includes the fair
value of any contingent consideration arrangement and the
fair value of any pre-existing equity interest in the subsidiary.
Acquisition-related costs are expensed as incurred. Identifiable
assets acquired and liabilities and contingent liabilities
assumed in a business combination are, with limited exceptions,
measured initially at their fair value at the acquisition date.

On an acquisition-by-acquisition basis, the Group recognises
any non-controlling interest in the acquiree either at fair value
or at the non-controlling interest's proportionate share of the

acquiree's net identifiable assets.

The excess of the consideration transferred, the amount of any
non-controlling interest in the acquiree and the acquisition-date
fair value of any previous equity interest in the acquiree over
the fair value of the Group's share of the net identifiable assets
acquired is recorded as goodwill. If those amounts are less than
the fair value of the net identifiable assets of the subsidiary
acquired and the measurement of all amounts has been
reviewed, the difference is recognised directly in the profit or

loss as a bargain purchase.

For every business combination, the Group identifies the
acquirer, which is the combining entity that obtains control of
the other combining entities or businesses. Control is the power
to govern the financial and operating policies of an entity so

as to obtain benefits from its activities. In assessing control,
the Group takes into consideration potential voting rights

that currently are exercisable. The acquisition date is the date
on which control is transferred to the acquirer. Judgement is
applied in determining the acquisition date and determining

whether control is transferred from one party to another.
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(9)

(h)

Summary of significant accounting
policies (continued)

Business combinations (continued)

Measuring goodwill

The Group measures goodwill as the fair value of the
consideration transferred including the recognised amount

of any non-controlling interest in the acquiree, less the net
recognised amount (generally fair value) of the identifiable
assets acquired and liabilities assumed, all measured as of the

acquisition date.

Consideration transferred includes the fair values of the assets
transferred, liabilities incurred by the Group to the previous
owners of the acquiree, and equity interests issued by the
Group. Consideration transferred also includes the fair value
of any contingent consideration and share-based payment
awards of the acquiree that are replaced mandatorily in the
business combination. If a business combination results in the
termination of pre-existing relationships between the Group
and the acquiree, then the lower of the termination amount, as
contained in the agreement, and the value of the off-market
element is deducted from the consideration transferred and

recognised in other expenses.

Contingent liabilities

A contingent liability of the acquiree is assumed in a business
combination only if such a liability represents a present
obligation and arises from a past event, and its fair value can be

measured reliably.

Non-controlling interest

The Group measures any non-controlling interest at its
proportionate interest in the identifiable net assets of the

acquiree.

Transaction costs

Transaction costs that the Group incurs in connection with
a business combination, such as finder's fees, legal fees, due
diligence fees, and other professional and consulting fees, are

expensed as incurred.

Impairment of assets

Financial assets - including receivables

An impairment loss in respect of a financial asset measured at
amortised cost is calculated as the difference between its carrying
amount and the present value of the estimated future cash flows

discounted at the asset's original effective interest rate. Losses
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are recognised in the statement of comprehensive income and

reflected in an allowance account against receivables.

Non-financial assets

The carrying amounts of the Group's non-financial assets, other
than inventories and deferred tax assets, are reviewed at each
reporting date to determine whether there is any indication

of impairment. If any such indication exists, then the asset's
recoverable amount is estimated. For goodwill, and intangible
assets that have indefinite useful lives or that are not yet
available for use, the recoverable amount is estimated each year

at the same time.

The recoverable amount of an asset or cash-generating unit

is the greater of its value in use and its fair value less costs to
sell. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value
of money and the risks specific to the asset. For the purpose of
impairment testing, assets that cannot be tested individually
are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely
independent of the cash inflows of other assets or groups of
assets (the ‘cash-generating unit’). Subject to an operating
segment ceiling test, for the purposes of goodwill impairment
testing, cash-generating units to which goodwill has been
allocated are aggregated so that the level at which impairment
is tested reflects the lowest level at which goodwill is monitored
for internal reporting purposes. Goodwill acquired in a business
combination is allocated to groups of cash-generating units that

are expected to benefit from the synergies of the combination.

The Group's corporate assets do not generate separate cash
inflows. If there is an indication that a corporate asset may be
impaired, then the recoverable amount is determined for the

cash-generating unit to which the corporate asset belongs.

An impairment loss is recognised if the carrying amount of

an asset or its cash-generating unit exceeds its estimated
recoverable amount. Impairment losses are recognised in
profit or loss. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying
amount of any goodwill allocated to the units, and then to
reduce the carrying amounts of the other assets in the unit

(group of units) on a pro-rata basis.

An impairment loss in respect of goodwill is not reversed. In
respect of other assets, impairment losses recognised in prior
periods are assessed at each reporting date for any indications
that the loss has decreased or no longer exists. An impairment
loss is reversed if there has been a change in the estimates

used to determine the recoverable amount. An impairment
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0)

(k)

Summary of significant accounting
policies (continued)

Impairment of assets (continued)

loss is reversed only to the extent that the asset's carrying
amount does not exceed the carrying amount that would have
been determined, net of depreciation or amortisation, if no

impairment loss had been recognised.

Cash and cash equivalents

For the purpose of presentation in the cash flow statements,

cash and cash equivalents includes cash on hand, deposits held

at call with financial institutions, other short-term, highly liquid
investments with original maturities of three months or less that 0]
are readily convertible to known amounts of cash and which are

subject to an insignificant risk of changes in value, and bank

overdrafts. Bank overdrafts are shown within borrowings in

current liabilities in the balance sheets.

Trade receivables

Trade receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective
interest method, less provision for impairment. Trade receivables

are generally due for settlement within 30 days.

Inventories

Raw materials and fuel

Fuel and stores are stated at the lower of cost and net realisable
value. Cost for raw materials, stores and fuel is their purchase
price and for partly processed and saleable products is generally
the cost of production. For this purpose, the cost of production
includes direct materials, direct labour and an appropriate
proportion of variable and fixed overhead expenditure, the latter
being allocated on the basis of normal operating capacity. Costs
are assigned to individual items of inventory on the basis of

weighted average costs.

Net realisable value is the estimated selling price in the ordinary
course of business less the estimated costs of completion and

the estimated costs necessary to make the sale.

Work in progress inventory relates to stocks of raw and crushed
coal not in a form ready for consumption. Quantities are

assessed through monthly surveys.

Environmental certificates

The Group is subject to various regulatory environmental
schemes and as such accrues environmental liabilities as part
of its general business operations. To meet these liabilities, the
Company acquires environmental certificates on the wholesale
market and surrenders these to the scheme administrators
annually. The Company currently holds Large-scale Generation
Certificates (LGCs), Small-scale Technology Certificates (STCs),
Energy Savings Certificates (ESCs), Gas Electricity Certificates
(GECs) and New South Wales Greenhouse Abatement
Certificates (NGACs) and these are recognised at fair value
through the profit or loss. Fair value is determined by reference

to observable market prices for such certificates at balance date.

Non-current assets and liabilities (or disposal
groups) held for distribution and discontinued

operations

Non-current assets and liabilities (or disposal groups) are
classified as held for distribution if their carrying amounts will
be recovered principally through a distribution transaction
rather than through continuing use. This condition is regarded
as met only when the sale or distribution is highly probable and
the non-current asset and liability are available for immediate
distribution in its present condition. Management must be
committed to the distribution, which should be expected to
qualify for recognition as a completed distribution within one

year from the date of classification.

Non-current assets and liabilities classified as held for
distribution are measured at the lower of their carrying amount
and fair value less costs to distribute, except for the following
assets and liabilities:

e deferred tax balances;

® assets and liabilities associated with employee benefits;
e financial assets and liabilities;

® investment properties; and

® non-current biological assets.

An impairment loss is recognised for any initial or subsequent
write-down of the asset (or disposal group) to fair value less
costs to distribute. A gain is recognised for any subsequent
increases in fair value less costs to distribute of an asset (or
disposal group), but not in excess of any cumulative impairment
loss previously recognised. A gain or loss not previously
recognised by the date of transfer of the non-current asset (or

disposal group) is recognised at the date of derecognition.
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Summary of significant accounting
policies (continued)

Non-current assets and liabilities (or disposal
groups) held for distribution and discontinued

operations (continued)

Fair value is determined on a discounted cash flow basis, based

on market assumptions.

Non-current assets and liabilities classified as held for
distribution are not depreciated or amortised. Interest and other
expenses attributable to the liabilities of a non-current asset

or disposal groups classified as held for distribution continue to
be recognised. Non-current assets and liabilities and disposal
groups classified as held for distribution are presented separately

from other assets in the balance sheet.

A discontinued operation is a component of the Group that has
been disposed of or is classified as held for sale (or distribution),
and that represents a separate major line of business or
geographical area of operations, is part of a single co-ordinated
plan to dispose (or distribute) such a line of business or area of
operations, or is a subsidiary acquired exclusively with a view
to resale. Classification as a discontinued operation occurs
upon disposal or when the operation meets the criteria to

be classified as held for sale (or distribution), if earlier. When

an operation is classified as a discontinued operation, the
comparative statement of comprehensive income is re-presented
as if the operation had been discontinued from the start of the

comparative year.

Derivatives and hedging activities

Derivatives are initially recognised at fair value on the date

a derivative contract is entered into and are subsequently
remeasured to their fair value at each reporting date. The
method of recognising the resulting gain or loss depends on
whether the derivative is designated as a hedging instrument,
and if so, the nature of the item being hedged. The Group
designates certain derivatives as either; (1) hedges of the fair
value of recognised assets or liabilities or a firm commitment
(fair value hedge); or (2) hedges of highly probable forecast

transactions (cash flow hedges).

At the inception of the transaction, the Group documents
the relationship between hedging instruments and hedged
items, as well as its risk management objective and strategy
for undertaking various hedge transactions. The Group also
documents its assessment, both at hedge inception and on

an ongoing basis, of whether the derivatives that are used in
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hedging transactions have been and will continue to be highly
effective in offsetting changes in fair values or cash flows of
hedged items.

The fair values of various derivative financial instruments used
for hedging purposes are disclosed in note 13. Movements in the

hedging reserve in shareholders’ equity are shown in note 29.

The full fair value of a hedging derivative is classified as a
non-current asset or liability when the remaining maturity of
the hedged item is more than 12 months, it is classified as a
current asset or liability when the remaining maturity of the

hedged item is less than 12 months.

Cash flow hedge

The effective portion of changes in the fair value of derivatives
that are designated and qualify as cash flow hedges is
recognised in profit or loss and accumulated in reserves in
equity. The gain or loss relating to the ineffective portion is
recognised immediately in profit or loss within other income or

other expense.

Amounts accumulated in equity are reclassified to profit or loss
in the periods when the hedged item affects profit or loss (for
instance when the forecast sale that is hedged takes place).

The gain or loss is recognised in profit or loss within revenue.
However, when the forecast transaction that is hedged results in
the recognition of a non-financial asset (for example, inventory)
or a non-financial liability, the gains and losses previously
deferred in equity are transferred from equity and included in
the measurement of the initial cost or carrying amount of the
asset or liability. The deferred amounts are ultimately recognised
in profit or loss as cost of goods sold in the case of inventory, or

as depreciation in the case of fixed assets.

When a hedging instrument expires or is sold or terminated,
or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equity

at that time remains in equity and is recognised when the
forecast transaction is ultimately recognised in profit or loss.
When a forecast transaction is no longer expected to occur,
the cumulative gain or loss that was reported in equity is

immediately transferred to profit or loss.

Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge
accounting. Changes in the fair value of any derivative
instrument that do not qualify for hedge accounting are
recognised immediately in the profit or loss as ‘Changes in
fair value of derivative instruments that do not qualify for

hedge accounting’.
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Summary of significant accounting
policies (continued)

Deferred stripping costs

Stripping costs comprise the removal of overburden and other
waste products from a mine. Stripping costs incurred in the
development of a mine before production commences are
capitalised as part of the cost of constructing the mine and are

subsequently amortised over the life of the operation.

Stripping costs incurred during the production stage of a mine
are deferred when this is considered the most appropriate

basis for matching the costs against the related economic
benefits. The amount of stripping costs deferred is based on the
ratio obtained by dividing the amount of waste mined by the
amount of coal mined. Stripping costs incurred in the period are
deferred to the extent that the stripping ratio for the current
period exceeds the expected stripping ratio for the area or block
subject to mining activity during the period. Such deferred costs
are then charged to the profit or loss in subsequent periods to
the extent that the current period stripping ratio falls below
the block stripping ratio. The block stripping ratio is calculated
based on proven and probable reserves. Any changes to the

block stripping ratio are accounted for prospectively.

Deferred stripping costs are included in 'Other current assets'
and 'Other non-current assets. These form part of the total
investment in the relevant cash-generating unit, which is
reviewed for impairment if events or changes in circumstances

indicate that the carrying value may not be recoverable.

Property, plant and equipment

Property, plant and equipment is stated at historical cost less
accumulated depreciation and accumulated impairment charges.
Historical cost includes expenditure that is directly attributable
to the acquisition of the items. Cost may also include the costs
of dismantling and removing the items and restoring the site

on which they are located, capitalised borrowing costs and
transfers from other comprehensive income of any gains/losses
on qualifying cash flow hedges of foreign currency purchases of

property, plant and equipment.

Subsequent costs of replacing part of an item of property, plant
and equipment are included in the asset's carrying amount or
recognised as a separate asset, as appropriate, only when it is
probable that future economic benefits associated with the ()
item will flow to the Group and the cost of the item can be

measured reliably. The carrying amount of the replaced asset is
derecognised. The costs of day-to-day servicing of property, plant

and equipment are recognised in the profit or loss as incurred.

The Group has established a program of major overhauls
providing cyclical maintenance works on the operating assets.
Capitalised overhaul expenditure is depreciated over the period in

which the Group expects to derive the benefits of the overhaul.

Depreciation

Depreciation is recorded over the useful life of the asset,

or over the remaining life of the mine if shorter. Assets are
depreciated from the date they become available for use. Land
is not depreciated. The major categories of property, plant and
equipment are depreciated on a units of production or straight

line basis as follows:

(i) Units of production basis

Operational mining assets and mining development assets are
depreciated on a units of production basis. In applying the units
of production method, depreciation is normally calculated using
the quantity of material extracted from the mine in the period as
a percentage of the total quantity of material to be extracted in

current and future periods based on proven and probable reserves.

Development costs that relate to a discrete section of an ore
body and which only provide benefit over the life of those
reserves, are depreciated over the estimated life of that discrete
section. Development costs incurred which benefit the entire ore

body are depreciated over the estimated life of the ore body.

(i) Straight line basis

- Buildings 23-32 years
- Generation assets 2-32 years
- Non-generation assets 2-10 years
- Capitalised overhauls 2-4 years

Estimates of residual values and useful lives are reassessed
annually, and any change in estimate is taken into account in

the determination of future depreciation charges.

An asset's carrying amount is written down immediately to its
recoverable amount if the asset's carrying amount is greater

than its estimated recoverable amount (note 1(h) and note 1(1)).

Gains and losses on disposals are determined by comparing
proceeds with the carrying amount. These are included in the

profit or loss.

Intangible assets

Goodwill

Goodwill represents the excess of the cost of an acquisition over

the fair value of the Group's share of the net identifiable assets
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(p)

(a)

Summary of significant accounting
policies (continued)

Intangible assets (continued)

of the acquired business/subsidiary at the date of acquisition.
Goodwill is not amortised. Instead, goodwill is tested for
impairment annually or more frequently if events or changes in
circumstances indicate that it might be impaired, and is carried
at cost less accumulated impairment losses. Gains and losses on
the disposal of an entity include the carrying amount of goodwill

relating to the entity sold.

Research and development

Expenditure on research and development activities, undertaken
with the prospect of obtaining and developing new scientific
or technical knowledge and understanding, is recognised in the

profit or loss as an expense when it is incurred.

Mining information and mining leases

Mining information and mining leases acquired are carried at
the net fair value at date of acquisition less amortisation and
impairment losses. Mining information and mining leases are
amortised over the life of the mine for which the information (s)
relates using the units of production method and reflecting the

pattern of economic benefit to the Group.

Software

Costs incurred in development products or systems and costs
incurred in acquiring software and licences that will contribute to
future period financial benefits through revenue generation and/
or cost reduction are capitalised to software and systems. Costs
capitalised include external direct costs of materials and service
and direct payroll and payroll related costs of employees' time
spent on the project. Amortisation is calculated on a straight-line

basis over periods generally ranging from 3 to 5 years.

IT development costs include only those costs directly
attributable to the development phase and are only recognised
following completion of technical feasibility and where the

group has an intention and ability to use the asset.

Trade and other payables

Trade and other payables represent liabilities for goods and services
provided to the Group prior to the end of the financial year which
are unpaid. Trade payables are stated at their original invoice

amount, are unsecured and are normally settled on 30 day terms.
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(r) Borrowings

Borrowings are initially recognised at fair value, net of
transaction costs incurred. Borrowings are subsequently
measured at amortised cost. Any difference between the
proceeds (net of transaction costs) and the redemption amount
is recognised in the profit or loss over the period of the
borrowings using the effective interest method. Fees paid on the
establishment of loan facilities are recognised as transaction
costs of the loan to the extent that it is probable that some or all
of the facility will be drawn down. In this case, the fee is deferred
until the draw down occurs. To the extent there is no evidence
that it is probable that some or all of the facility will be drawn
down, the fee is capitalised as a prepayment for liquidity services

and amortised over the period of the facility to which it relates.

Borrowings are derecognised from the balance sheet when the
obligation specified in the contract is discharged, cancelled

or expired. The difference between the carrying amount of a
financial liability that has been extinguished or transferred

to another party and the consideration paid, including any
non-cash assets transferred or liabilities assumed, is recognised

in other income or other expenses.

Borrowing costs

Borrowing costs relate to interest incurred on the Company's
loan with QTC, net of interest earned on the QTC Debt Offset
Facility. These costs are expensed as incurred unless they relate
to qualifying assets, in which case they are capitalised during
the period of time that is required to complete and prepare the

asset for its intended use or sale.

Exploration, evaluation and development expenditure carried
forward relating to areas of interest on the basis that they

are expected to be recouped through successful development
and exploitation, or alternatively by sale, are deemed to be
qualifying assets. Exploration, evaluation and development
expenditure carried forward relating to areas of interest which
have not reached a stage permitting reliable assessment of
economic benefits or are not actively being developed, are not
regarded as qualifying assets and therefore, related borrowing

costs are expensed.

Where funds are borrowed specifically for the acquisition,
construction or production of a qualifying asset, the amount
of borrowing costs capitalised are those incurred in relation to
that borrowing net of any interest earned on those borrowings.

Where funds are borrowed generally, borrowing costs are

capitalised using a weighted average interest rate.
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(u)

Summary of significant accounting
policies (continued)

Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events, it is more likely
than not that an outflow of resources will be required to settle
the obligation, and the amount has been reliably estimated.
Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined by
considering the class of obligations as a whole. A provision is
recognised even if the likelihood of an outflow with respect to any

one item included in the same class of obligations may be small.

Provisions are measured at the present value of management's
best estimate of the expenditure required to settle the present
obligation at the reporting date. The discount rate used to
determine the present value reflects the current market
assessment of the time value of money and the risks specific to
the liability. The increase in the provision due to the passage of

time is recognised as interest expense.

Employee benefits

Short-term obligations

Liabilities for wages and salaries, including non-monetary
benefits, annual leave and accumulating sick leave (applicable
to eligible employees only) expected to be settled within 12
months of the reporting date are recognised as provisions in
respect of employees’ services up to the reporting date and

are measured at the amounts expected to be paid when the
liabilities are settled. Liabilities for non-accumulating sick leave
are recognised when the leave is taken and measured at the

rates paid or payable.

Other long-term employee benefit obligations

The liability for long service leave is recognised in the provision
for employee benefits and measured as the present value of
expected future payments to be made in respect of services
provided by employees up to the reporting date using the
projected unit credit method. Consideration is given to

expected future wage and salary levels, experience of employee
departures and periods of service. Expected future payments are
discounted using market yields at the reporting date on national
Government bonds with terms to maturity that match, as closely

as possible, the estimated future cash outflows.

Retirement benefit obligations

All employees of the Group are eligible for benefits on
resignation, retirement, termination, disability or death. The
Group's default superannuation plan (managed by Energy
Super) has a defined benefit section and a defined contribution
section within its plan. The defined benefit section provides
defined lump sum benefits based on years of service and final
average salary. The defined contribution section receives fixed
contributions from Group companies and the Group's legal or
constructive obligation is limited to these contributions.

A liability or asset in respect of defined benefit superannuation
plans is recognised in the balance sheet, and is measured as the
present value of the defined benefit obligation at the reporting
date plus unrecognised actuarial gains (less unrecognised
actuarial losses) less the fair value of the superannuation fund's

assets at that date and any unrecognised past service cost.

The present value of the defined benefit surplus (or obligation) is
based on expected future payments which arise from membership
of the fund to the reporting date, calculated annually by an
independent actuary using the projected unit credit method.
Consideration is given to expected future wage and salary levels,

experience of employee departures and periods of service.

Expected future payments are discounted using market yields
at the reporting date on Government bonds with terms to
maturity that match, as closely as possible, the estimated

future cash outflows.

Actuarial gains and losses arising from experience adjustments
and changes in actuarial assumptions are recognised in other

comprehensive income.

Past service costs are recognised immediately in profit or loss,

unless the changes to the superannuation fund are conditional
on the employees remaining in service for a specified period of
time (the vesting period). In this case, the past service costs are

amortised on a straight line basis over the vesting period.

Future taxes that are funded by the Company and are part of
the provision of the existing benefit obligation (e.g. taxes on
investment income and employer contributions) are taken into
account in measuring the net liability or asset. Contributions to
the defined contribution fund are recognised as an expense as
they become payable. Prepaid contributions are recognised as
an asset to the extent that a cash refund or a reduction in the

future payments is available.
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(u)

(v)

(w)

Summary of significant accounting
policies (continued)

Employee benefits (continued)

Profit-sharing and bonus plans

The Group recognises a liability and an expense for bonuses on

a formula that takes into consideration, amongst other factors,
the profit attributable to the Company's shareholders. The Group
recognises a provision where contractually obliged or where there

is a past practice that has created a constructive obligation.

Termination benefits

Termination benefits are payable when employment is
terminated before the normal retirement date, or when an
employee accepts voluntary redundancy in exchange for these
benefits. The Group recognises termination benefits when it is
demonstrably committed to either terminating the employment
of current employees according to a detailed formal plan
without possibility of withdrawal or to providing termination
benefits as a result of an offer made to encourage voluntary
redundancy. Benefits falling due more than 12 months after the

end of the reporting period are discounted to present value.

Dividends

Provision is made for the amount of any dividend declared,
being appropriately authorised and no longer at the discretion
of the Group, on or before the end of the financial year but not

distributed at balance date.

Exploration and evaluation expenditure

Exploration, evaluation and development costs are accumulated
in respect of each separate area of interest. Exploration and

evaluation costs are carried forward where material and where:

® right of tenure of the area of interest is current and they
are expected to be recouped through sale or successful

development and exploitation of the area of interest; or

e activities in the area of interest have not yet reached a stage
that permits reasonable assessment of the existence of

economically recoverable reserves.

Development expenditure incurred by or on behalf of the
Group is accumulated separately for each area of interest in
which economically recoverable resources have been identified.
Such expenditure comprises costs directly attributable to the

construction of a mine and the related infrastructure.
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x)

Once a development decision has been taken, the carrying
amount of the exploration and evaluation expenditure in respect
of the area of interest is aggregated with the development
expenditure and classified under non-current assets as

development properties.

A development property is reclassified as a mining property at
the end of the commissioning phase, when the mine is capable

of operating in the manner intended by management.

Development properties are tested for impairment in accordance

with the policy in note 1(h) and note 1(1).

When an area of interest is abandoned or the directors decide
that it is not commercial, all accumulated costs in respect of
that area are written off in the financial period in which the

decision is made.

Amortisation is not charged on costs carried forward in respect
of areas of interest in the development phase until production
commences. When production commences, carried forward
exploration, evaluation and development costs are amortised
on a units of production basis over the life of the economically

recoverable reserves.

Restoration, rehabilitation and environmental
expenditure

Future costs associated with the rehabilitation of power

station sites, and close down and restoration of coal mines are
estimated and provided for in accordance with note 1(t). In
relation to mining activities, restoration and rehabilitation costs
are provided for in the accounting period when the obligation
arising from the related disturbance occurs, whether this occurs
during the site development or during the production phase,
based on the net present value of estimated future costs.
Provisions for restoration and rehabilitation costs do not include
any additional obligations which are expected to arise from
future disturbance. The costs are estimated on the basis of a
closure plan. The cost estimates are calculated annually during
the life of the operation to reflect known developments and are

subject to formal review at regular intervals.

When provisions for restoration and rehabilitation are initially
recognised, the corresponding cost is capitalised as an asset,
representing part of the cost of acquiring the future economic
benefits of the operation. The capitalised cost is amortised over
the estimated economic life of the operation. The value of the
provision is progressively increased over time as the effect of the
discounting unwinds, creating an expense which is recognised as

a finance cost. The amortisation or ‘'unwinding’ of the discount
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(y)

@

Summary of significant accounting
policies (continued)

Restoration, rehabilitation and environmental

expenditure (continued)

applied in establishing the net present value of provisions is
charged to the profit or loss in each accounting period. The
amortisation of the discount is shown as a financing cost, rather

than as an operating cost.

The costs for the restoration of site damage which arises during
production, are provided at their net present values and charged

against operating profits as the extraction progresses.

Goods and services tax

Revenues, expenses and assets are recognised net of the amount
of Goods and Services Tax (GST), except where the amount of
GST incurred is not recoverable from the taxation authority. In
these circumstances, the GST is recognised as part of the cost of

acquisition of the asset or as part of the expense.

Receivables and payables are stated inclusive of the amount of
GST. The net amount of GST recoverable from, or payable to, the
taxation authority is included with other receivables or payables

in the balance sheets.

Cash flows are presented on a gross basis. The GST components
of cash flows arising from investing or financing activities which
are recoverable from, or payable to the taxation authority, are
presented as operating cash flows.

Fair value estimation

Financial assets and financial liabilities

The fair value of financial assets and financial liabilities must
be estimated for recognition and measurement or for disclosure

purposes.

The fair value of financial instruments traded in active markets
is based on quoted market prices at the balance sheet date. The
quoted market price used for financial assets and liabilities held

by the Group is the appropriate current mid price.

(aa)

The fair value of financial instruments that are not traded in
an active market is determined using valuation techniques. The
Group uses a variety of methods and makes assumptions that
are based on market conditions existing at each balance date.
Quoted market prices or dealer quotes for similar instruments

are used for non-standard financial instruments held.

The fair value of financial liabilities for disclosure purposes is
estimated by discounting the future contractual cash flows at
the current market interest rate that is available to the Group

for similar financial instruments.

The carrying amount of financial assets and liabilities
approximate their fair value, except for borrowings, the fair

value of which is disclosed in note 24.

Assets classified as held for distribution

The fair value of assets held for distribution is based on the
estimated amount for which the assets could be exchanged on
the date of transfer between the willing buyer and a willing
seller in an arm's length transaction. Further information about
the assumptions made in determining the fair value less costs to
distribute of assets classified as held for distribution is provided

in note 3.

New accounting standards and interpretations not
yet adopted

Certain new accounting standards and interpretations have been
published that are not mandatory for 30 June 2011 reporting
periods. The Group and the Parent Entity have not assessed

the impact of these new standards and interpretations as

their operations were discontinued and assets and liabilities
distributed entirely to CS Energy Limited and Stanwell
Corporation Limited on 1 July 2011 (refer note 2).
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(a)
(i)

Discontinued operations and disposal groups
held for distribution

On 25 November 2010, the Queensland Government announced

the restructure of the three Queensland Government Owned
Corporation Generators being Tarong Energy Corporation

Limited, CS Energy Limited and Stanwell Corporation Limited.

The proposed final asset allocation was announced on 10 March

2011 with the restructure being effected by Regulation under the (i)
Government Owned Corporations Act 1993 on 1 July 2011.

The restructure resulted in the Group being discontinued from 1
July 2011 when the assets and liabilities were distributed entirely
to the Queensland Government and redistributed to CS Energy
Limited and Stanwell Corporation Limited. The shareholding in
Tarong Energy Corporation Limited was transferred from the
State of Queensland to Stanwell Corporation Limited resulting

in Tarong Energy Corporation Limited becoming a wholly owned
subsidiary of Stanwell Corporation Limited. It was determined
that the transfer of the assets and liabilities was to be accounted

for as a distribution to owners and adjusted against equity.

The assets and associated liabilities transferred on 1 July 2011
were accounted for as 'disposal groups held for distribution

to owners' from the date the Regulation was approved by the
Governor in Council on 24 June 2011. As at this date, the assets
and liabilities to be transferred were substantially finalised and
the restructure was considered highly probable to proceed. The

restructure was substantially complete at the date of this report.

Distribution of assets and liabilities

Description

The following disposal group was distributed to CS Energy
Limited on 1 July 2011:

e Wivenhoe Hydro Power Station; and
® Glen Wilga and Haystack Road coal resource.

The following disposal group was distributed to Stanwell

Corporation Limited on 1 July 2011:
e Tarong Power Station;
e Tarong North Power Station; and

e Coal mining assets, including the Meandu Mine and the

Kunioon coal resource.
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The shareholding of Tarong Energy Corporation Limited was
transferred from the State of Queensland to Stanwell Corporation
Limited on 1 July 2011. Immediately following the transfer

of assets, Tarong Energy Corporation Limited's status as a
Government Owned Corporation was revoked. The shares in Tarong
Energy Corporation Limited and its wholly owned subsidiaries

were then transferred to Stanwell Corporation Limited.

Carrying amounts of assets and liabilities - consolidated

In accordance with the regulation the assets and liabilities were
transferred at the value included in the balance sheet on the
day immediately before the transfer day. The carrying amounts
of assets and liabilities prior to being reclassified as held for
distribution to CS Energy Limited and Stanwell Corporation
Limited as at 30 June 2011 were as follows:
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2 Discontinued operations and disposal groups
held for distribution (continued)

(a) Distribution of assets and liabilities (continued)

Transferred to:

CS Energy Limited | Stanwell Corporation Limited Total

Notes $'000 $'000 $'000
ASSETS
Current assets
Cash and cash equivalents 9 2 41,01 41,013
Trade and other receivables 10 7 65,475 65,482
Inventories 1" 515 69,188 69,703
Other current assets 12 - 94,405 94,405
Derivative financial instruments 13 - 162,534 162,534
Total current assets 524 432,613 433,137
Non-current assets
Derivative financial instruments 13 - 132,591 132,591
Property, plant and equipment 15 53,852 990,342 1,044,194
Exploration and evaluation 16 43,405 - 43,405
Intangible assets 18 - 71,627 71,627
Defined benefit surplus 27 133 2,320 2,453
Other non-current assets 19 - 6,499 6,499
Total non-current assets 97,390 1,203,379 1,300,769
Total assets 97,914 1,635,992 1,733,906
LIABILITIES
Current liabilities
Trade and other payables 20 85 67,385 67,470
Derivative financial instruments 13 - 84,125 84,125
Current tax liability - 10,912 10,912
Provisions 22 926 36,387 37,313
Other 23 5 760 765
Total current liabilities 1,016 199,569 200,585
Non-current liabilities
Borrowings 24 - 481,289 481,289
Deferred tax liabilities 25 14,750 70,779 85,529
Provisions 26 48 182,746 182,794
Derivative financial instruments 13 - 58,901 58,901
Other non-current liabilities - 2,180 2,180
Total non-current liabilities 14,798 795,895 810,693
Total liabilities 15,814 995,464 1,011,278
Net assets 82,100 640,528 722,628

In accordance with the regulation, at any time within one year after the transfer day, the shareholding Ministers may correct an error in the assets

and liabilities.
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2 Discontinued operations and disposal groups
held for distribution (continued)

(b) Financial performance and cash flow information

relating to the discontinued operations

(i) Financial performance and cash flow information relating to

discontinued operations transferring to CS Energy Limited

Revenue (note 5)

Other income (note 6)
Expenses

Result from operating activities
Income tax expense

Result from operating activities, net of tax

Loss on measurement to fair value less costs to distribute
Income tax benefit

Profit from discontinued operation

Net cash inflow from operating activities
Net cash outflow from investing activities
Net cash inflow from financing activities

Net (decrease) / increase in cash
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Consolidated

2011 2010
$'000 $'000
12,281 15,386
= 1
(10,641) (9,374)
1,640 6,013
(492) (1,804)
1,148 4,209
1,148 4,209
1,640 6,011
(4,820) (1,688)
(3.180) 4,323
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2 Discontinued operations and disposal groups
held for distribution (continued)

(b) Financial performance and cash flow information

relating to the discontinued operations (continued)

(i) Financial performance and cash flow information relating to

discontinued operations transferring to Stanwell Corporation

Limited
Consolidated
2011 2010
$'000 $'000
Revenue (note 5) 595,352 481,816
Other income (note 6) 19,778 21,786
Change in fair value of derivative instruments that do not qualify for hedge accounting 31,396 99,715
Reversal of impairment loss - 6,711
Changes in inventory/deferred stripping (14,978) 1,290
Expenses (590,077) (488,761)
Result from operating activities 41,471 122,557
Income tax expense (8,888) (35,214)
Result from operating activities, net of tax 32,583 87,343
Loss on measurement to fair value less costs to distribute (713,518) -
Income tax benefit 214,054 -
(Loss) / profit from discontinued operation (466,881) 87,343
Net cash inflow from operating activities 104,321 76,589
Net cash outflow from investing activities (84,432) (383,607)
Net cash inflow from financing activities 14,321 234,017
Net increase /[ (decrease) in cash 34,210 (73,001)
On 24 June 2011, all cash flow hedges were classified as ineffective This has resulted in hedge reserves arising from hedge effective
as a result of the restructure of the Group's operations as the financial instruments being discontinued and recognised through the
forecast transactions were no longer considered highly probable. statements of comprehensive income.
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(a)

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are
based on historical experience and other factors, including
expectations of future events that may have a financial
impact on the Group and that are believed to be reasonable

under the circumstances.

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the
future. The resulting accounting estimates will, by definition,
seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing material
adjustment to the carrying amounts of assets and liabilities

within the next financial year are discussed below.

Carbon pricing mechanism

On 10 July 2011 the Federal Government announced a

proposal, ‘Securing a Clean Energy Future — the Australian
Government's Climate Change Plan’, to implement a two-stage
carbon pricing mechanism for the Australian economy. The
proposed carbon price plan will effectively embed a carbon price

into the Australian economy.

Commencing on 1 July 2012, the proposal sets a fixed price

path for the first three years ($23 per tonne of CO,-equivalent
emissions adjusted in real terms by 2.5 per cent per annum)
before moving to a flexible price mechanism from 1 July 2015.

It proposes a framework for setting a cap on greenhouse gas
emissions by capping the number of carbon units available once
the flexible price period commences, which can be adjusted

over time to ensure that the Government's reduction targets

are met. The commencement of the scheme is subject to the
ability to negotiate agreement with a majority in both Houses of

Parliament to pass legislation during the 2011 calendar year.

In addition to the carbon price mechanism, the Federal
Government proposal includes strategies on renewable energy,
energy efficiency and action on land to manage climate change.
The Federal Government's planned climate change strategies will
have significant impact on thermal generation fleet cost base
and market share, depending on the projected impact of these

strategies and other macro economic assumptions.

The carbon pricing framework has been agreed by Government
and Greens members of the Government's Multi-Party Climate
Change Committee (MPCCC). The other members of the
MPCCC, Mr Tony Windsor and Mr Robert Oakeshott, have
agreed that the proposal should be released for community
consultation. The Federal Opposition has and continues to

oppose the introduction of the carbon pricing framework.
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(b)

Accordingly, there is still some uncertainty as to whether the
carbon pricing mechanism will be implemented in accordance

with the Government's current framework.

On 28 July 2011, the Australian Government released exposure
draft legislation, including consequential and associated tax
measures, in relation to its recently announced Climate Change
Plan. Legislation is expected to be tabled in Parliament during
the September 2011 sitting following a period of consultation
which concluded on 22 August 2011.

Notwithstanding the current lack of enacted legislation for

a carbon pricing mechanism in Australia at the date of this
financial report, the introduction of a price on carbon is
becoming increasingly more likely. Existing legislation requires
an increasing number of entities to monitor their carbon
emissions and the uncertainty surrounding a carbon price is
being reflected in market transactions in industries heavily

exposed to a carbon price.

The impact of the proposed carbon pricing framework on the
Company's and Group's critical accounting estimates and

judgements are set out below.

Critical judgements in applying the Group's

accounting policies

(i) Impairment of assets and non-current assets and liabilities
(or disposal groups) held for distribution and

discontinued operations

The Group normally assesses impairment at the end of
each reporting period by evaluating conditions specific

to it that may lead to indicators of impairment of assets
as detailed in note 1(h). However, as at 30 June 2011,

all assets and liabilities of the Group were classified as
held for distribution and measured at the lower of their
carrying amount and fair value less costs to distribute in
accordance with AASB 5 Non-current Assets Held for Sale
and Discontinued Operations (AASB 5) and as detailed in
note 1(1). Fair value is determined on a discounted cash
flow basis, based on market assumptions. An impairment
loss is recognised for any initial write-down of the asset (or

disposal group) to fair value less costs to distribute.

For the purposes of assessing impairment, assets are

grouped at the lowest levels for which there are separately
identifiable cash flows which are largely independent of the
cash inflows from other assets or groups of assets (cash-
generating units). Key estimates and assumptions made in
determining the fair value of assets, in the absence of quoted
market prices are discussed below.
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3 Critical accounting estimates and judgements
(continued)

(b) Critical judgements in applying the Group's
accounting policies (continued)

Cash flow projections should represent management's best
estimate of a market participant's view of the potential
range of economic conditions that will exist over the
remaining useful economic life of a particular asset,

provided the assumptions are reasonable and supportable.

Whilst the Federal Government's carbon pricing mechanism
was released subsequent to 30 June 2011, given the
requirement for management's best estimates of economic
conditions, the announcement provides further information
about assumptions that existed at reporting date as the
proposal to introduce a price on carbon has existed for
some time. While there is still some uncertainty regarding
the final form of the carbon pricing mechanism and
associated legislation, management and the directors

are of the view that the information available can be
incorporated into the impairment models and will enable
the determination of the fair value of the assets in
accordance with AASB 5.

The valuation of the Group's generation and mining assets
has incorporated management's best estimate of the
uncertainty regarding the introduction or otherwise of
carbon pricing, by adopting a scenario-based modelling
approach using various probability weightings assigned to

a range of possible carbon price trajectories.

The techniques and significant assumptions applied in the
valuation modelling of the Group's generation and mining

cash-generating unit are described below:
e Valuation techniques

As noted above, the Group used a fair value less cost to
distribute approach to measure the recoverable amount
of the generation and mining assets. A discounted

cash flow method was used which involves projecting
cash flows and converting them into a present value
equivalent through discounting using a rate of return
that is commensurate with the risk associated with the
assets and the time value of money. These calculations

use cash flow projections based on market assumptions

(pricing, dispatch and carbon), mine plans and capital
expenditure programs that willing market participants
might reasonably adopt. The key assumptions used in

these calculations are outlined below.
Electricity demand and wholesale electricity prices

The Group has forecast electricity demand and
estimated the electricity pool price and contract
premiums until the end of the generation and mining
asset lives in 2037. In arriving at its forecasts, the
Group considered past experience, economic trends,
impact of a potential carbon price, escalation as well
as industry and market trends. The projections also
took into account further efficiencies to be gained from

capital expenditure projects over the asset's life.

The 2010 Electricity Statement of Opportunity published
by the Australian Energy Market Operator has been
used as a reference for electricity demand and growth
forecasts. The median growth forecasts have been

utilised in the forward modelling.

The gas price used in the modelling reflects the
impact of the Liquefied Natural Gas developments

on the domestic gas market. A median gas price has
been used to reflect eventual domestic gas price
parity with international markets. This price will
impact new entrants and existing gas-fired electricity

generation capacity.
Carbon price scenarios

Carbon price scenarios have been developed taking into
account the Commonwealth Treasury modelling of core
policy and high price scenarios which were released

in July 2011 'Strong growth, low pollution modelling

a carbon price' Management has also developed a
median carbon price scenario which takes into account
the Federal Government's announced pricing for the
fixed carbon permit pricing period and then moves to

a curve which reflects the uncertainty surrounding

the availability and pricing on international carbon
permits. This price curve reflects management's

view of the forward curve necessary to achieve the
government's emissions reduction target of five per
cent by 2020. The median falls between the Federal
Government's core and high price scenarios with a bias

toward the core policy scenario.
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3 Critical accounting estimates and judgements
(continued)

(b) Critical judgements in applying the Group's

accounting policies (continued)

Weighting of carbon scenarios

Given the range of variables, the inherent uncertainty in
the market and the uncertainty in the eventual impact
of the proposed carbon pricing scheme, management
has assigned a probability weighting to each of the
valuation outcomes based on the different carbon price
scenarios to arrive at a final valuation of the generation
and mining assets of the Group.

Discount rate

The Group assumed a discount rate in order to calculate
the present value of its projected cash flows. The
discount rate represented a weighted average cost of
capital (WACC) for comparable companies operating in
similar industries as the generation and mining assets,
based on publicly available information. The WACC is
an estimate of the overall required rate of return on an
investment for both debt and equity owners and serves
as the basis for developing an appropriate discount rate.
Determination of the WACC requires separate analysis
of the cost of equity and debt, and considers a risk
premium based on an assessment of risks related to the

projected cash flows of each unit.

Tarong Energy Annual Report 2010/11

Other key assumptions that are critical to this assessment

include:

® Fuel and operating costs;

® Timing and quantum of capital expenditure; and
e Consumer price index and other indexations.

The valuation modelling using a fair value less cost to
distribute methodology resulted in the generation and
mining assets being impaired by $709,602,000 for the
year ended 30 June 2011 ($664,912,000 reduction in
property, plant and equipment and $44,690,000 reduction
of goodwill). A further impairment of $3,916,000 was
recognised in relation to land, resulting in a total
impairment adjustment of $713,518,000.

The uncertainties of the carbon pricing mechanism may
potentially significantly impact on the assumptions
outlined above and as a result there is inherent uncertainty
on the resulting valuation of generation assets. Given the
wide range of results from the valuations and recognising
the shortcomings in any modelling, a range of sensitivities
is presented below. The sensitivities include the impact

of changes in assumptions used for the electricity price,
discount rate and probability weightings assigned to the

carbon price scenarios on the impairment charge:
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30 June

(b)

011

Critical accounting estimates and judgements
(continued)

Critical judgements in applying the Group's

accounting policies (continued)

Sensitivity of impairment charge to changes in electricity price and discount rate

Wholesale electricity price - reduction / (increase) in impairment charge

Discount rate (pre-tax) - (increase) / reduction in impairment charge

Impairment charge depending on weighting of carbon price curves

(ii)

(iii)

Carbon price scenario used by management which reflects a 70%

weighting to a median carbon price as outlined above
Impact of using a scenario with a 90% weighting to a median carbon price

Impact of using a scenario with a 50% weighting to a median carbon price

Fair value of financial instruments

(iv)
The fair value of financial instruments that are not
traded in an active market (for example, certain types of
electricity derivatives) is determined by using valuation
techniques. The Group uses its judgement to select a
variety of methods and makes assumptions that are v
mainly based on market conditions existing at each

balance sheet date.

(vi)

Rehabilitation provisions

The Group has to provide for site closure and restoration

in accordance with the accounting policy stated in

note 1(x). This calculation requires the use of key
assumptions including the timing of restoration work, legal

requirements and the use of a discount rate.

$'000 $'000
+5% -5%
300,000 (300,000)
+1% -1%
(85,000) 73,000
$'000
709,602
802,900
664,610

Retirement benefits

Various actuarial assumptions underpin the determination
of the Group's retirement benefit obligations. These
assumptions and the related carrying amounts are outlined
in note 27.

Long service leave provision
As discussed in note 1(u).
Estimation of useful lives of assets

The estimation of the useful lives of assets has been

based on market forecasts, historical experience as well as
manufacturers' design life. Depreciation and amortisation
rates are reviewed annually for appropriateness.
Adjustments to useful life are made when considered

necessary. Effective lives are included in note 1(0).
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Notes to the financial statements (continued)
30 June 2011

4 Financial risk management of risk to which it is exposed. These methods include sensitivity

o ) ) ] ) analysis in the case of interest rate and electricity commodity
The Group's activities expose it to a variety of financial L o . o
) o S ) o price risks, a counterparty credit ratings analysis for credit risk
risks: market risk (including interest rate risk and electricity ) . o
) o o ) and a contracts aging analysis for liquidity risk.
commodity price risk), credit risk, liquidity risk and foreign

exchange risk. The Group's overall risk management program Financial risk management is carried out under policies approved
focuses mainly on the unpredictability of the electricity and by the Board. The Group identifies, evaluates and hedges

financial markets and seeks to minimise potential adverse effects electricity market risks. The Board provides written principles for
on the financial performance of the Group. The Group uses overall risk management, as well as policies covering specific
derivative financial instruments to hedge certain risk exposures. areas, such as mitigating interest rate and credit risk, use of

The Group uses different methods to measure different types derivative financial instruments and investment of excess liquidity.

The Group and the Parent Entity hold the following financial instruments:

Consolidated Parent Entity
Notes 2011 2010 2011 2010
$'000 $'000 $'000 $'000
Financial assets
Current assets
Cash and cash equivalents 2 41,013 9,983 41,013 9,927
Trade and other receivables 2 65,482 86,287 63,485 64,434
Derivatives - cash flow hedges - 81,889 - 81,889
Derivatives - held for trading 2 162,534 113,107 162,534 113,107
269,029 291,266 267,032 269,357
Non-current assets
Trade and other receivables - - 552,467 566,793
Derivatives - cash flow hedges - 98,914 - 98,914
Derivatives - held for trading 2 132,591 142,672 132,591 142,672
132,591 241,586 685,058 808,379
Total financial assets 401,620 532,852 952,090 1,077,736
Financial liabilities
Current liabilities
Trade and other payables 2 67,470 78,359 34,741 44,012
Borrowings - 28,656 - 28,656
Derivatives - held for trading 2 84,125 79,401 84,125 79,401
151,595 186,416 118,866 152,069
Non-current liabilities
Borrowings 2 481,289 420,911 481,289 420,911
Derivatives - held for trading 2 58,901 65,698 58,901 65,698
540,190 486,609 540,190 486,609
Total financial liabilities 691,785 673,025 659,056 638,678

The balances disclosed for assets and liabilities illustrate the comparatives if discontinued operations did not apply. All assets and liabilities

are classified as held for distribution as at 30 June 2011 (note 2).
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4

(a)
(i)

(i)

(iii)

(iv)

Financial risk management (continued)

Market risk

Electricity commodity price risk

The Group is exposed to electricity price movements in the

National Electricity Market. To manage its electricity commodity

price risk the Group has entered into a number of electricity

derivatives (including over-the-counter swaps, futures, cap and

option contracts) in accordance with the Board approved Risk
Management Policy. For the majority of these contracts the W
Group receives from counterparties a fixed price per megawatt

hour and in return pays the actual observed pool price. These

contracts assist the Group to provide certainty in relation to

revenue received.

Electricity price risk is measured weekly through the review of
the Group's mark-to-market exposure of the net derivative asset

and liability position.

Environmental commodity price risk

The Group is exposed to environmental certificate price (vi)
movements through its requirement to comply with various

regulatory environmental schemes as part of its normal

business operations. To manage its environmental certificate

price risk the Group buys these certificates in both the spot

and forward markets.

Foreign exchange risk

The Group incurs foreign exchange exposure primarily as a result
of imported components and equipment. Contracts to supply
these items at times include a currency rise and fall clause in

which the Group is exposed to foreign exchange risk.

Diesel commodity price risk

The Group incurs exposure to diesel price movements through
operating its vehicle fleet and equipment at its coal mine

and power stations. To manage its diesel price risk, the Group
has entered into a number of diesel derivatives. Two types of

transactions have been entered into, either the Group pays

a fixed Australian Dollar (AUD) price to counterparties and

in return receives a floating AUD price referenced to actual
observed daily closing oil price in United States Dollars (USD)
and foreign exchange prices, or the Group pays a fixed USD
price to counterparties and a separate foreign exchange forward
contract is used to hedge the foreign currency exposure. Under
both transaction types, the derivative settlement receipts/
payments are offset against actual physical consumption that is
paid for monthly. These contracts assist the Group in managing

its diesel consumption costs.

Cash flow and fair value interest rate risk

The Group has interest rate risk on its debt. The Group manages
its cash flow interest rate risk by maintaining a spread of
maturities. The Group's financier, QTC, provides loan facility
arrangements to assist in managing interest rate risk. The debt
duration is selected with reference to the cash flow profile of

the assets.

Interest rate risk is measured monthly through the monitoring of

changes in yields over the debt duration profile.

Summarised sensitivity analysis

The following commentary and tables summarise the sensitivity
of the Group's financial assets and financial liabilities to
commodity price risk and interest rate risk. The analysis is pre-
tax and is based on similar information to that which would be
provided to management and reflects the impact on the Group's

financial instruments should certain price movements occur.

The sensitivity in the mark-to-market of the electricity derivative
portfolio at balance date was investigated by observing the price
relative impact of annualised volatility in the forward curve

over a selected period under observable market conditions. The
analysis assumes an upward movement of 20% (2010: 16%) and
a downward movement of 20% (2010: 16%), which reflects the

market sensitivity of positions held by the Group at balance date.

The Group has assumed a +/-100 basis point (bpt) movement
in interest rates applicable to its borrowings as a reasonable
expectation based on historical patterns for the type of debt
facility held.
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Notes to the financial statements (continued)
30 June 2011

4  Financial risk management (continued)

(a) Market risk (continued)

Interest rate risk

Commodity price risk

-100 bpt +100 bpt -20% +20%
Carrying ) : ) : ) . ) :
Profit Equity Profit Equity Profit Equity Profit Equity
amount
30 June 2011 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Consolidated
Financial Assets
Cash and cash equivalents 41,013 (410) (410) 410 410 - - - -
Derivatives - held for trading 295,125 - - - - 114,139 114,139 (112,739) (112,739)
Financial liabilities
Derivatives - held for trading 143,026 - - - - (39,663) (39,663) 42,884 42,884
Borrowings non-current 481,289 460 460 (460) (460) - - - -
Total increase/(decrease)
in financial assets 50 50 (50) (50) 74,476 74,476 (69,855) (69,855)
Interest rate risk Commodity price risk
-100 bpt +100 bpt -16% +16%
Carrying . . ) . ) . ) .
Profit Equity Profit Equity Profit Equity Profit Equity
amount
30 June 2010 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Consolidated
Financial Assets
Cash and cash equivalents 9,983 (100) (100) 100 100 - - - -
Electricity derivatives - cash flow
hedges 180,803 - - - - - 124,304 - (10,857)
Electricity derivatives - held for
trading 255,779 - - - - 109,873 109,873 (89,666) (89,666)
Financial liabilities
Derivatives - cash flow hedges - - - - - - - - (28,904)
Electricity derivatives - held for
trading 145,099 - - - - (59,483) (59,483) 29,202 29,202
Borrowings - current 28,656 287 287 (287) (287) - - - -
Borrowings non-current 420,911 403 403 (403) (403) - - - -
Total increase/(decrease)
in financial assets 590 590 (590) (590) 50,390 174,694 (60,464) (200,225)

The sensitivity of the Parent Entity's financial instruments is not materially different to the amounts disclosed above.
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Notes to the financial statements (continued)

4  Financial risk management (continued) The Group transacts with the Australian Energy Market Operator
(AEMO), which is a company limited by guarantee. AEMO was
(b) Credit risk incorporated under the Corporations Act 2007 and is owned by

Credit risk largely arises from the potential failure of
counterparties to meet their obligations under the respective
contracts upon maturity. In relation to the Group, credit risk
arises largely from derivative financial instruments (note 13) and

trade receivables (notes 10 and 14).

The Group trades within defined parameters, sets credit limits
and monitors the performance of counterparties. Further, the
Group has a rigorous and independent credit assessment,
taking into account ratings of counterparties as provided

by independent rating agencies and adopts a conservative

approach to credit risk.

the Governments of the six jurisdictions who are members of the
Australian Energy Market - Queensland, Victoria, South Australia,
New South Wales, Australian Capital Territory and Tasmania.
AEMO is self-funding and has an ability to recover its costs from
fees that participants are required to pay. As effective power
system operations are of great importance to the Governments
involved, implied support from all owners is assumed. As a result,

credit risk with AEMO is not considered significant.

The following table provides a summary of the credit quality
of financial assets that are neither past due nor impaired as
assessed by reference to external credit ratings where available

or by internal management review:

Consolidated Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000
Cash at bank and short-term bank deposits
AA+ 37,661 5,868 37,661 5,868
AA 3,457 4,634 3,457 4,578
Other (non-rated) (105) (519) (105) (519)
41,013 9,983 41,013 9,927
Trade and other receivables
AA 8,294 10,758 8,294 10,758
AA- - - - -
BBB+ 176 938 176 938
BBB 2,794 3,380 2,794 3,380
BBB- - 972 - 972
BB - 20,894 - -
AEMO 14,184 17,952 14,184 17,952
Other (non-rated) 40,034 31,393 590,504 597,227
65,482 86,287 615,952 631,227
Net derivative financial assets
AA 146,144 167,229 146,144 167,229
AA- - - - -
BBB+ 3,260 3,976 3,260 3,976
BBB 24,325 29,420 24,325 29,420
BBB- - 6,660 - 6,660
Other (non-rated) 42,566 129,712 42,566 129,712
216,295 336,997 216,295 336,997
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Notes to the financial statements (continued)
30 June 2011

4

()

(d)

Financial risk management (continued)

Liquidity risk

The Group is subject to cash flow volatility and prefers to
minimise the risk by maintaining a highly contracted profile.
To the extent that volatility still arises, the Group manages
liquidity risk by maintaining sufficient cash and undrawn

facilities to meet any unexpected volatility. The Group uses

At 30 June 2011
Non-derivatives

Trade and other payables
Derivatives

Derivatives - held for trading

Total derivatives

At 30 June 2010
Non-derivatives

Trade and other payables
Derivatives

Derivatives - held for trading

Total derivatives

Details of the maturity of borrowings are provided in note 24.

Fair value measurements

The fair value of financial assets and financial liabilities must
be estimated for recognition and measurement or for disclosure

purposes.

Tarong Energy Corporation Limited has adopted the amendment
to AASB 7 Financial Instruments: Disclosures, which requires
disclosure of fair value measurements by level of the following

fair value measurement hierarchy:

a) quoted prices (unadjusted) in active markets for identical

assets or liabilities (Level 1):

b) inputs other than quoted prices included within Level 1
that are observable for the asset or liability, either directly

(as prices) or indirectly (derived from prices) (Level 2); and
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stress testing to measure extreme cash flow risk. The Group has
access to QTC funds as required once shareholding Ministers'
approval for the borrowing purpose has been received, subject
to meeting credit criteria set by QTC. The QTC borrowings have
no fixed repayment date, however the facility is assessed by
QTC annually.

The following table provides a summary of contractual

maturities of financial liabilities:

Less than Greater than .

Nominal amount
5 months 5 months

$'000 $'000 $'000
67,470 - 67,470
36,448 95,996 132,444
36,448 95,996 132,444
78,359 - 78,359
34,178 91,841 126,019
34,178 91,841 126,019

¢) inputs for the asset or liability that are not based on

observable market data (unobservable inputs) (Level 3).

The following table presents the Group's and the Parent Entity's

assets and liabilities measured and recognised at fair value.
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4  Financial risk management (continued)

(d) Fair value measurements (continued)

Level 1 Level 2 Level 3 Total
$'000 $'000 $'000 $'000
Group - at 30 June 2011
Assets
Derivative financial assets 16,701 160,855 123,543 301,099
Liabilities
Derivative financial liabilities (47,471) (63,760) (22,926) (134,157)
Net derivative financial assets (30,770) 97,095 100,617 166,942
Group - at 30 June 2010
Assets
Derivative financial assets 31,717 337,863 69,898 439,478
Liabilities
Derivative financial liabilities (30,918) (91,246) (5,050) (127,214)
Net derivative financial assets 799 246,617 64,848 312,264
Although the Group considers that its estimates of fair value are used could lead to a reasonably alternative fair value being
appropriate, the use of different methodologies or assumptions reached. For fair value measurements in Level 3 of the fair value
could lead to different measurements of fair value. For fair value hierarchy, changing one or more of the unobservable inputs used
measurements in Levels 2 and 3 of the fair value hierarchy, to reasonably possible alternative assumptions would have the
changing one or more of the derived or unobservable inputs following effects:
Effect on profit or loss Effect on hedging reserve
Favourable (Unfavourable) Favourable (Unfavourable)
$'000 $'000 $'000 $'000
Group - at 30 June 2011
Derivative financial assets 15,784 (15,365) - -
Derivative financial liabilities 16,661 (16,511) = -
Total 32,445 (31,876) - -
Group - at 30 June 2010
Derivative financial assets 11,137 (11,357) 1,042 (1,048)
Derivative financial liabilities 13 (109) - -
Total 11,250 (11,466) 1,042 (1,048)
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4  Financial risk management (continued)

(d) Fair value measurements (continued)

The following table shows a reconciliation from the beginning
balances to the ending balances for fair value measurements of

derivative financial instruments in Level 3 of the hierarchy:

2011 2010
$'000 $'000
Group
Opening balance 64,848 23,243
Total gains recognised in: =
Profit or loss’ 52,078 45,326
Other comprehensive income (16,210) 16,210
Transfer out of Level 32 (99) (19,931)
Closing balance 100,617 64,848

1 Total gains and losses are included in the profit or loss in ‘change in fair value of derivative instruments that do not qualify for hedge accounting'

2 During the year certain derivative financial assets and liabilities were transferred out of Level 3 of the fair value hierarchy when significant inputs used in their fair value
measurement which were previously unobservable become observable.
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Notes to the financial statements (continued)
30 June 2011

5 Revenue

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
From discontinued operations
Sales revenue
Sale of electricity 550,036 474,916 450,968 416,814
Energy services revenue 52,450 15,902 52,450 15,902
Sale of by-product 3,985 4,088 3,783 3,979
606,471 494,906 507,201 436,695
Other revenue
Interest 1,162 2,296 1,161 2,431
607,633 497,202 508,362 439,126
6 Other income
Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Insurance proceeds received 4,052 2,359 = -
Net present value gain on contingent consideration in
business combination 11,613 1,080 - -
Other income 4,113 18,348 3,316 6,652
19,778 21,787 3,316 6,652
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Notes to the financial statements (continued)
30 June 2011

7 Expenses

Profit before income tax includes the following

specific expenses:

Depreciation
Generation assets
Capitalised overhauls
Non-generation assets
Operational mining assets
Buildings

Amortisation
Software

Total depreciation and amortisation

Asset impairment’

Profit before income tax includes the following

specific expenses:
Finance costs

Interest and finance charges paid/payable on

borrowings
Amount capitalised

Interest associated with increase in provisions due

to the passage of time

Total finance costs

Consolidated

Parent Entity

201 2010 2011 2010
$'000 $'000 $'000 $'000
60,680 55,383 48,386 45,146
24,906 19,254 19,558 15,331
9,089 8,051 8,912 7,847
16,554 7,355 - -
2,310 2,160 1,733 1,698
281 - 281 -
113,820 92,203 78,870 70,022
713,518 - 613,421 -
38,953 28,285 38,778 28,284
= (5,032) = (5,032)

8,947 7,343 5,002 3,859
47,900 30,596 43,780 27,111

' Asset impairment relates to the adjustment of the carrying amounts of property, plant and equipment and goodwill held for distribution on remeasurement to
the lower of their carrying value and fair value less costs to distribute. More details are presented in note 3.
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Notes to the financial statements (continued)
30 June 2011

8 Income tax expense

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
(a) Income tax benefit [ (expense):
Current tax (17,077) 798 (6,959) (16,735)
Deferred tax 220,298 (38,597) 185,218 (23,406)
Over provided in prior years 1453 781 1:202 362
204,674 (37,018) 179,461 (39,179)
Income tax benefit/ expense is attributable to:
Income tax expense on discontinued operating activities (9,380) (37,018) (4,565) (39,179)
Income tax benefit on loss on measurement of assets to fair
value less costs to distribute 214,054 - 184,026 -
Profit before income tax from discontinued operations 204,574 (37.018) 179,461 (39.179)
Deferred income tax expense included in income tax
expense comprises:
Increase in deferred tax assets (note 17) 20,368 4108 2,433 8,847
Decrease [ (increase) in deferred tax liabilities (note 25) 199,330 (42,705) 182,785 (32,253)
220,298 (38,597) 185,218 (23,406)
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84

(b)

Income tax expense (continued)

Numerical reconciliation of income tax expense

to prima facie tax payable

Profit before income tax expense from discontinued
operating activities

Loss on measurement of assets to fair value less costs
to distribute

Tax benefit [ (expense) at the Australian tax rate of 30%
(2010: 30%)
Tax effect of amounts which are not (taxable) / deductible

in calculating taxable income:

Sundry items

Revenue losses used (not booked in prior year)

Capital losses credited to expense (not previously

recognised in deferred tax asset)

Over provision in prior years

Income tax expense

Tarong Energy Annual Report 2010/11

Consolidated

Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000
43,111 128,570 32,892 136,377
(713,518) - (613,421) -
(670,407) 128,570 (580,529) 136,377
201,122 (38,571) 174,159 (40,913)
(598) 772 1,403 772
916 - 916 -
1,781 - 1,781 -
203,221 (37,799) 178,259 (40,141)
1,453 781 1,202 962
204,674 (37,018) 179,461 (39,179)
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8 Income tax expense (continued)

(c) Amounts recognised directly in equity

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Aggregate current and deferred tax arising in the
reporting period and not recognised in the profit
or loss but directly debited or credited to equity:
Cash flow hedges (note 29) (54,226) 21,052 (54,226) 21,052
Defined benefit plan (note 29) 586 776 586 776
(53.640) 21,828 (53.640) 21,828

(d) Tax consolidation

Tarong Energy Corporation Limited and its wholly-owned Australian controlled entities entered into a tax sharing and funding agreement
from 1 July 2005 in relation to their participation in the tax consolidation regime. Under the terms of this agreement, the wholly-owned

entities reimburse Tarong Energy Corporation Limited for any current income tax payable by Tarong Energy Corporation Limited arising in
respect of their activities. The reimbursements are payable at the same time as the associated income tax liability falls due. In the opinion

of the directors, the tax sharing agreement is also a valid agreement under the tax consolidation legislation and limits the joint and several

liability of the wholly-owned entities in the case of a default by Tarong Energy Corporation Limited.

9  Current assets - Cash and cash equivalents

Consolidated Parent Entity

2011 2010 2011 2010

$'000 $'000 $'000 $'000

Cash at bank and on hand 3,457 4,634 3,457 4,578

Deposits at call 31,912 5,868 31,912 5,868

Working capital facility 5,749 - 5,749 -

Margin call account - available funds (105) (519) (105) (519)
Transferred to assets classified as held for distribution

(note 2) (41,013) - (41,013) -

= 9,983 - 9,927
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(a)

(b)

(c)

(d)

10

(a)

(b)

()

(d)

Current assets — Cash and cash equivalents (continued)

Cash at bank and on hand
Cash held with banks is bearing an interest rate of 3.29% (2010: 2.6%).

Deposits at call
The deposits yielded floating interest rates between 5.1% and 5.6% during the year ended 30 June 2011 (2010: 3.3% to 5.2%).

Working Capital Facility

The Working Capital Facility is used for short-term funding and the terms of the facility are reviewed annually. The balance of the Working
Capital Facility as at 30 June 2011 was $5,749,000. As at 30 June 2010 the Company had drawn down current borrowings under the Working
Capital Facility of $28,656,000 (note 21). Interest is earned (or charged) based on the daily Reserve Bank of Australia official cash rate.

Fair value

The carrying amount for cash and cash equivalents equals their fair value.

Current assets - Trade and other receivables

Consolidated Parent Entity

2011 2010 2011 2010

$'000 $'000 $'000 $'000

Trade receivables 57,546 54,697 57,538 54,697

Other receivables 6,885 30,410 4,973 8,637
Prepayments

Insurance 91 n7z 91 75

Other prepayments 960 1,063 883 1,025

1,051 1,180 974 1,100

Total current assets - trade and other receivables 65,482 86,287 63,485 64,434

Transferred to assets classified as held for distribution (note 2) (65,482) - (63,485) -

- 86,287 - 64,434

There are no material receivables that are past due.

The Group holds cash collateral to support the margin requirements to cover positions traded on the Sydney Futures Exchange. A review of
the classification of the cash collateral was performed during the year and the classification was revised from ‘Trade and other receivables'
to 'Other current assets. The prior year cash collateral balance of $10,940,000 has been reclassified from ‘Trade and other receivables' to

'Other current assets' (note 12).

Bad and doubtful trade receivables
The Group did not recognise any material losses in respect of bad and doubtful trade receivables during the year ended 30 June 2011 (2010: $Nil).

Other receivables

These amounts generally arise from non-electricity related transactions of the Group. Repayment terms are generally 30 days from invoice
date. No interest is charged on outstanding balances. Collateral is not normally obtained.

Effective interest rates and credit risk

Information concerning the effective interest rate and credit risk of non-current receivables is set out in note 13 and note 14.

Fair value

The carrying amounts of trade and other receivables equal their fair values.
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11 Current assets - Inventories

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Raw materials
Stores at lower of cost or net realisable value 18,477 17,898 11,031 11,292
Fuel
Coal stocks at cost (work in progress) 1,597 5,587 - -
Coal stocks at cost (complete) 22,365 40,628 22,365 40,628
0Oil at cost 1,571 1,452 1,571 1,452
25,533 47,667 23,936 42,080
Environmental certificates
Large-scale Generation Certificates 21,447 - 21,447 -
Small-scale Technology Certificates 1,647 - 1,647 -
Renewable Energy Certificates - 13,775 - 13,775
Gas Electricity Certificates 461 994 461 994
NSW Greenhouse Abatement Certificates 2,138 980 2,138 980
25,693 15,749 25,693 15,749
Total current assets - inventories 69,703 81,314 60,660 69,121
Transferred to assets classified as held for distribution (note 2) (69,703) - (60,660) -
- 81,314 - 69,121

Write-downs of inventories to net realisable value recognised as an expense during the year ended 30 June 2011 amounted to $Nil (2010:
$960,000) in the Group and $Nil (2010: $542,000) for the Parent Entity. The expense is included in 'Raw materials and consumables’ used in
the profit or loss.

12 Current assets - Other current assets

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Deferred stripping 49,646 56,133 - -
Cash collateral 44,542 10,940 44,542 10,940
Other 217 217 217 217
Transferred to assets classified as held for distribution (note 2) (94.405) - (44,759) -
- 67,290 - 11,157

' The Company holds cash collateral to support the margin requirements that are required to be held to cover positions traded on the Sydney
Futures Exchange. A review of the classification of the cash collateral was performed during the year and the classification was revised from
‘Trade and other receivables' to ‘Other current assets. The prior year cash collateral balance of $10,940,000 has been reclassified from ‘Trade

and other receivables' (note 10) to 'Other current assets"
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13 Derivative financial instruments

Consolidated Parent Entity
2011 2010 2011 2010

$'000 $'000 $'000 $'000
Current assets
Electricity derivatives - held for trading 161,644 112,164 161,644 112,164
Electricity derivatives - cash flow hedges - 81,889 - 81,889
Other financial derivatives - held for trading 890 943 890 943
Total current derivative financial instrument assets 162,534 194,996 162,534 194,996
Non-current assets
Electricity derivatives - held for trading 132,591 142,672 132,591 142,672
Electricity derivatives - cash flow hedges - 98,914 - 98,914
Total non-current derivative financial instrument assets 132,591 241,586 132,591 241,586
Transferred to assets classified as held for distribution (note 2) (295,125) - (295,125) -
Total derivative financial instrument assets - 436,582 - 436,582
Current liabilities
Electricity derivatives - held for trading 83,186 79,401 83,186 79,401
Other financial derivatives - held for trading 939 - 939 -
Total current derivative financial instrument liabilities 84,125 79,401 84,125 79,401
Non-current liabilities
Electricity derivatives - held for trading 58,901 65,698 58,901 65,698
Total non-current derivative financial instrument liabilities 58,901 65,698 58,901 65,698
Transferred to liabilities classified as held for distribution (note 2) (143,026) - (143,026) -
Total derivative financial instrument liabilities - 145,099 - 145,099
Net derivative financial instrument assets - 291,483 - 291,483

(a) Instruments used by the Group

The Group is party to derivative financial instruments in the normal course of business primarily to hedge exposures to fluctuations in the
spot price of electricity. Some trading occurs to profit from short-term movements in the electricity derivative forward market in accordance
with the Group's Energy Risk Management Policy (refer to note 4).

Electricity derivatives - cash flow hedges

The Group enters into derivative contracts (generally swaps) to fix the price of electricity sales. The volume of generation hedged by
contracts is determined in accordance with the Group's Energy Risk Management Policies. The cash flows are expected to occur within three

years of balance date.

The contracts are recognised at trade date and are settled on a net basis each week. The settlement dates coincide with the dates on which
revenue is received on the underlying electricity sales (generally 20 business days from the end of the settlement week).

These contracts are fair-valued by comparing the contracted rate to the current market rate for an identical contract. The gain or loss from
remeasuring the hedging instruments at fair value is deferred in equity in the hedging reserve, to the extent that the hedge is effective,
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13 Derivative financial instruments (continued)

(a) Instruments used by the Group (continued)

and recycled into the profit or loss when the hedged electricity revenue is recognised. The ineffective portion is recognised in the profit or
loss immediately. In the year ended 30 June 2011 a gain of $71,155,000 (2010: gain of $107,755,000) was reclassified from the cash flow
hedge reserve to the profit or loss and included in the measurement of electricity revenue.

On 24 June 2011, all cash flow hedges were discontinued as a result of the restructure of the Group's operations as the forecast transactions
were no longer considered highly probable. At balance date for both the Group and the Parent Entity these contracts constituted a net asset
with a fair value of $Nil (2010: net asset of $180,803,000). Due to the nature of the electricity derivative contracts, most ineffectiveness

arises at the time when the hedged electricity is generated. The ineffective portion of the hedge is recognised in the profit or loss at the time

when the effective portion of the hedge is recycled to the profit or loss.

Electricity derivatives - held for trading

Trading contracts are entered into for the purposes of profiting from short-term movements in the electricity derivative forward market

in accordance with the Group's Energy Risk Management Policy. Maturities are unrelated to outstanding hedging contracts. However,

the amount and rate of hedging transactions are considered in the determination of the positions taken. In addition to these contracts
designated as held for trading, an accounting reclassification is made to contracts entered into as a hedge for portfolio purposes that do not

meet the requirements of a cash flow hedge under AASB 139 Financial Instruments: Recognition and Measurement.

At balance date for both the Group and the Parent Entity these contracts constituted a net asset with a fair value of $152,099,000 (2010:
net asset of $109,737,000).

These contracts are fair-valued by comparing the contracted rate to the current market rate for an identical contract. Any changes in fair

values are taken to the profit or loss immediately.

(b) Credit risk exposures

Credit risk arises from the potential failure of counterparties to meet their obligations under the respective contracts at each settlement date
as well as any unrealised mark-to-market losses from derivative contracts. Management have established limits using external credit ratings
to measure credit risk arising from derivative financial instruments. Controls are also in place to limit the amount of exposure, by groupings of

counterparties. Measurement of credit risk is monitored on a daily basis and reported on a weekly basis.

The Group has historically undertaken the majority of its transactions in electricity derivatives contracts with counterparties owned by the
State Government of Queensland. With the sale of the Government-owned contestable retail businesses, and with full retail contestability,
new counterparties have emerged or are emerging, presenting a changing landscape with regard to credit risk. Management conducts

regular credit reviews of all counterparties.

14 Non-current assets - Trade and other receivables

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Related party receivables
Loans to subsidiaries = - 552,467 566,793
Transferred to assets classified as held for distribution (note 2) = - (552,467) -

= - = 566,793

The Company's non-current receivables include loans provided to subsidiaries for their net cash requirements. These loans are non-interest bearing

and are eliminated upon consolidation.

Tarong Energy Annual Report 2010/11 89



- - - - = - = - - junowe 00q }aN

(z 910u)

(¥6L'v0'L) (8zl's€) (zos'9l) (L1%9'96) (060'€51) (z88'€99) (5€5'87) (oLe'st) (90L's€)
uo1INQUISIP 104 P|aY S}ISSE 03 paJasuel|
Juswtedwi

(9ez'c0e'l) (¥9£'LL) (S6€'0S) - (08¥'ce) (£98'160'L)  (¥L8'St) (916'¢) - )

puUE UOI1BSIJIOWE 'uoI1eIdIdIp pale|nWNdIY
0EY'9¥E'T 768'CLL £68'99 1¥9'96 0£5'G81 6vL'SSL'L 6YEYL 9ze'6l 901's€ 150)
LLOZC 3unf 0€ 3V
- - - - - - - - - junowe 00q }3u buiso|)
o ) ) ) ) ) ; ) ) (z s300)

(¥6L'%7%0'L) (8zl'se) (zos'9l) (1¥9'96) (060'€S1) (z88'€99) (ses'8e) (oLg'st) (9oL's€)
uo1lNQUISIP 104 P|aY S}ISSE 03 paJajsuel|
(6eS'ELL) (906'%7) (680'6) - (#S5'91) (089'09) (oL€'7) - - abieyd uonesiowe pue uoiealdag
(88'899) (¥8+'S€) (z99'¢) - - (££9'109) (680'%7) (9L6'e) - abaeyd Juawdiedw
= (€28'7) - = - = - = - (€28'7) sjunowe

n_m pasijeyided Ajsnoinaid jo umop-a3upg

c

2 (¥99) - (8) - (€v5) (1) (1) - - s|esodsig

(@]

o S0l - - - 2€0'LL (689) - - - UoI1e}l|IqeyaJ Ul 3SBAIUI [ (3SB4d3(])

n
+— S)asse JuawdojaAlp

(- - - - 875'Sl - - - - (8%5'sl)

U Buiuiw 0y pasijelided 1sa131ul Jajsued|

m - - - (evz'L) - - - YL - S33sse Juawdo|an3p bululw wouy SIysuel|

v
= . , (91 330u)

(98} SlLL - - 908 - - - 60€9 -

Z UOI1EN|BAS pUB UOoI}ei0|dX3 W0l SIajsuel]
m - 690'7€ 680'9 919'L ¥0L'CS Tv8'sS 696 - (682'151) $52.604d U1 340M WOLY SIySUBI]
: 3] 0LS'90L - - - - - - - 0Ls'90L suor3esado [ewsou ybnoayy suoiIppy

-

(qv] 088'50L'L 6vY'19 TLL'ET 716'6L LS¥'90L 866'0LT'L 996'€S L9'LL 95¢'86 junowe 300q 33u buiuadg

(-

U— LLOZ dunf O€ P3pus Jea)
000,$ 000.$ 000.$ 000,$ 000.$ 000,$ 000.$ 000.$ 000,$
|e301 Jinyipuadxa s}asse s3asse JudwdojaAdp s}asse buluiw s}asse sbuipjinq pue| ssaiboad p33epII0SU0D)
P3443J3p |NBYIIAQ uol}esub-uoN Burunp |euoijesadg  uolesUID pIoyaa44 ployaai4 ul JI0M

juawdinba pue jue|d ‘Ajiadoid - s}asse JULINI-UON G|

Notes to the f

30 June 2011

Tarong Energy Annual Report 2010/11

90



=)
((P)
S
[
)
<
(@]
NS
(V2]
4+
(-
(D)
v
]
O
]
n

IERIEE

Notes to the f

30 June 2011

"P3sIaNAI sem Judwiiedwi pasiubodal Ajeriiul 3yl Jo 000'LLZ'9$ PUB SIIBWIIS S} PISSISSEAU UolIei0dio)) Y} ‘6007 J2QWANON OF UO UOIIEIS JIMOd YJoN Buoie] 3y} 4O 0p0S |euoI}ppe
33 JO uoIsInbde UQ "W} 1By} 1B SISOJ JI1BM PUE SISO [aN4 'ss3304d A3ID14393]9 Buipnjaul ‘syndul 3suadxa pue aNUIA3J A JO SJUSWISSISSE PISIAI Y3 P[44 SIISSE Y} JO JUNOWE I|QBIIA0II
3} U1 UOIIdNPAI SIY] "SIASSY UOIIEIS Jamod YHop Buoie] Jo aieys 0p0S s,uoijesodio) ayi 03 uoljejal ui Z00g unf O Papua Jeah ay3 ui pasiubodal sem 000'005'z€S 40 Iuswliedwi Jasse uy

[BSIIA JudWIedW (¢

088'S0L'L  6t¥'L9 TLL'ET v16'6L LS+'901 866'0LZ'L 996'€S vL9'LL 957'86 junouwe >00q }3N
(b2T'9rs) (091'9€) (€12'8€) - (ovz'sl) (961'v€Y) (SL¥'6l) - - UOI3ESI3IOWE PUE UOI3EIdIAIP pajeinwnddy
+01'25¢2'C 609'L6 G8¢e'l9 ¥16'6L 169'vCL ¥61'S0L'L 18E'eL ¥/9'l1 957'86 1503

010¢ 3unr 0¢€ 3V

088'S0L'L  6¥¥'L9 cLL'ET 16'6L L5901 866'0LC'L 996'E€S vL9'LL 95¢'86 junowe xo00q 33u buisoy
(€0z'ze) (vsz'el) (150'8) - (5s€'2) (€8€'39) (091'2) - - abieyd uonjesiziowe pue uoiieidaq
(S05'€) - = (505'¢) = - = - - 51502 JuaWdo|aAIp dulw Joj Jauied

24N3UIA 1U10[ WOJ UOIINQLIIUOY

LLL'9 - 43 - - 18€'9 86¢ - = (9SS0 pue ijoid ul
abieyd Juawiiedwi Jo |BSIAAY
(96) - (Sv) - (19) - - - - sjesodsi(
G8S'EC - - - = G85'€e - - - uoI1elI|IqeYaJ Ul 3SBAIDU|
ce0's - = - - - - - Z£0's pasi|elided s3s03 buimoliog
- LST'Y €LE'9L 820'91 £€96'LT 910'9L 8y - (S89'vLL) $s24604d Ul s0M Wiouy SIdysuel|
0%8'80Z 051z 51§ - - L¥8'881 8v0'6 - 08Z'c SuoIjeuUIqIOD SSaUISNQ YBNoay3 suoiIppy
TLY'SEL - - - - - - - TLY'SEL suoi}elado [ewlou ybnoiyy suoippy
¥70'CTy'L 96¢'6C 8vEYL 16€'£9 ¥68'L6 TS5'LE0'L TEL'IY ¥L9'LL LSl'6CL Junowe %00q 3au buiuadg
0LOZ dunf Qg Papus 43\
000.$ 000.$ 000.$ 000,$ 000,$ 000.$ 000,$ 000.$ 000.$
10 ainjipuadxa sjasse s}asse sjasse buluiw s}asse sbuipjinq . ssaiboad 3180110510
15301 Pa443j3p |neytanQ uoijesduab-uoN juswdojandp buluiy  jeuonnessdg  uonesaudn  ploydai4 Puel ploy3a4 ul J40pA pa3epll J

(panunuod) juswdinba pue jue|d 'Ajiadold - S33sSe JuaINd-UON G

91

Tarong Energy Annual Report 2010/11



=
v
>
<
=)
<
(@]
£
n
4+
-
v
v
4+
(0]
wn

inancia

Notes to the f

30 June 2011

junowe >00q }dN

(£68'18S) (606's7) (6£6'Sl) (s81'88) (€80'z0Y) (zsz'9l) (oLe'sl) (6£1'81) uoiNQUISIp 404 Py S39SSE 0} pallajsuel|
juswutedwi pue
(8Le's8L'l)  (¥98'£9) (S5L0'09) - (610'L20'L)  (¥0S'ch) (9L6'e) - UOI}ESI1IOWE 'U0I3RIN2Idap P3jRNWnIdY
G12'L9L'L €LL'€6 ¥66'59 581'88 zoL'sey'L 95/'8S 9ze'el 6L1'81 1509
LLOZ 3unf 0€ 1V
- - - - - - - - junowe >00q }au buiso|)
(£68'189) (606'S7) (6£6'S1) (581'88) (€80'z0Y) (zsz'9l) (oLe'st) (6£1'81) UuoiNQuISIp 404 P|ay S3asse 03 paliajsuel]
(685'8£) (855'61) (c16'8) = (98€'8t) (ec'l) - - abJeyd uoijesiiowe pue uoneudaq
(Lzw'el9) (¥89'c€) (L95'€) - (695'059) (169'L2) (9L6'e) - abueyd jusuniedw
(€28'7) - - - - - - (€28'7) syunowe pasijeyided Ajsnoinaid Jo umop-a3Lpg
(02) - (£) - (z1) (1) - - sjesodsiq
(zcL) - - - (zeL) - - - 13SSE UOIIB1I|IQBYSJ Ul 3SBII3(]
s33sse Juawdo|ansp
- - B t60L B B B (¢60°2) Buiuiw 03 pasijenided 15aUa3ul JaJsuel |
- - - (evZ'l) - - chT'L - S39SSE JUaWdO[AIP BUIUIW WO} SId)Suel]
SLL'L - - 908 - - 60€'9 - UOI}EN[BAS pUEB UOI}EIO[dXD WO SIdJSUel]
- 906'€€ §66'S 919'L 918'aS 996 - (662'86) $534604d U1 IOM WO SIdSUBI]
G/E'0S - - - - - - G/€'0S suoijesado [ewiou ybnoayy suonippy
Z66'612'L  ST'Sh vav'ze 16'6L 996'5Y6 LLL'8E vL9'LL 810'9L Junowe 300q 33u buiuado
LLOT aunf Q€ papus Jea)

000,$ 000,$ 000,$ 000,$ 000,$ 000,$ 000,$ 000,$

aunjipuadxa sjasse syasse Juswdo|aAsp sjasse sbuipjing ssaiboud
|eyol pue| pjoy3a.4 Julied
P344243p |[NBYIIAQ  uoljesuab-uopn buiup uoljeJauUln)  ploy]4 ul YIop

(panu1uod) juawdinba pue jue|d 'Ajiadoad - S}asse Juaund-uoN Gl

Tarong Energy Annual Report 2010/11

92



=)
((P)
S
[
)
<
(@]
NS
4+
(-
(D)
v
]
O
]
n

IERIEE

Notes to the f

30 June 2011

266'61C'L  SvT'sy vov'ce 16'6L 996'Gt6 LLL'8€E vL9'LL 810'9L junouwe x00q 13N
(6ve'L1S)  (80¥'EE) (0L1'8€) - (152'9zv)  (080'6L) - = UOIESI1IOWE PUE UOIeId4dIP Pa)e|nwNIdy
Lve'LeL'L €59'8L ¥15'09 ¥16'6L LLL'TLE'L 16£'LS /9'l1 810'9L 1509
0LOZ aunr o€ v
z66'6lC'L Sve'sh v9v'ce 16'6L 996'Gt6 LLL'8E vL9'LL 810'9L junouwe y00q 33u buiso|y
(czo'oz) (Le€'s1) (L¥8'2) - (9v1'st) (869'L) - - abieyd uonesiiowe pue uonedaudaq
(S0S'€) o - (s0s'€) - = - = 1502 1uswdojaAap
QUIW J0J Jaued 4NJUIA Julof WOL) UOIINQLIIUOY
(G¥) - (cv) = (€) = - - sjesodsiq
LT8'TT - - - LT8'TT - - - 13558 UOI3B}1|1QBY3] Ul 3583.0U]
889'C - - = - = - 889'7 pasijeyided s1s0d buimoulog
- 86v'LE BLE9L 820'9L £2T'SL 8y - (OLL'spL) 5521604 Ul 3IOM WO SIJSUEBI|
768'G6 - - = - - - 768'S6 suoijesado [ewlou ybnodyl suoiippy
[S1'TLL'L 8LO'ET YEO'L L6€'£9 §90'€68 L9€'0y vL9'LL ¥95'zel Junowe 500q 3au buruadg
0L0Z Sunf OE Papus Jes)
000,$ 000.$ 000,$ 000.$ 000.$ 000.$ 000,$ 000,$
ainyipuadxa s}asse syasse Juswdo|aA3p sjasse sbuipjing ssaiboud
|ejol pue| pjoya3.4 Judied
Pa14343p |neysaAQ  uoilesdulb-uoN Buruipy uorjeIUn  ployaai4 ul YIopn

(p3nuiyuod) juswdinba pue jueld 'Ajiadoad - s3asse JuaLnd-uoN Gl

93

Tarong Energy Annual Report 2010/11



Notes to the financial statements (continued)
30 June 2011

16 Non-current assets - Exploration and evaluation

Consolidated Parent Entity

2011 2010 2011 2010

$'000 $'000 $'000 $'000
Costs carried forward in respect of areas of interest in the
exploration and evaluation phases:
Opening balance at 1 July 49,476 49,476 49,476 49,476
Additions 1,044 - 1,044 -
Transferred to property, plant and equipment (note 15) (7.115) - (7.115) -
Transferred to assets held for distribution (note 2) (43,405) - (43,405) -
Closing balance at 30 June = 49,476 - 49,476

The ultimate recoupment of costs carried forward for exploration and evaluation phases is dependent on the successful development and
commercial exploitation or sale of the areas of interest.

17 Non-current assets - Deferred tax assets

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
The balance comprises temporary differences attributable to:
Amounts recognised in profit or loss
Provisions 67,211 60,187 39,290 35,867
Accruals 767 837 107 286
Fixed assets 21,759 7,534 - -
Tax losses’ = 798 - 798
Other = 811 - 811
89,737 70,167 39,397 37,762
Amounts recognised directly to equity
Defined benefit plan 618 151 618 151
Total deferred tax assets 90,355 70,318 40,015 37,913
Set-off of deferred tax liabilities pursuant to set-off provisions (note 25) (90.355) (70,318) (40,015) (37,913)
Net deferred tax assets = - = -
Movements:
Opening balance at 1 July 70,318 65,761 37,913 28,617
Credited to profit or loss (note 8) 20,368 4,108 2,433 8,847
Charged to equity 586 (776) 586 (776)
Tax losses (used) [ created in current year (798) 798 (798) 798
(Over) [ under provision in prior year (119) 427 (119) 427
Closing balance at 30 June 90,355 70,318 40,015 37,913

" The deferred tax asset attributable to tax losses does not exceed taxable amounts arising from the reversal of existing assessable temporary differences.
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Notes to the financial statements (continued)
30 June 2011

18 Non-current assets - Intangible assets

Consolidated Software Goodwill Mining Lease  Mining information Total
Kunioon Kunioon

$'000 $'000 $'000 $'000 $'000
Year ended 30 June 2011
Opening net book amount - 44,669 62,037 4,785 111,491
Additions 5,086 21 - - 5,107
Impairment charge - (44,690) - - (44,690)
Amortisation charge (281) - = - (281)
Transferred to assets held for distribution (note 2) (4,805) - (62,037) (4,785) (71,627)
Closing net book amount - - - - -
At 30 June 2011
Cost 5,086 44,690 62,037 4,785 116,598
Accumulated amortisation and impairment (281)  (44,690) - - (44,971)
Transferred to assets held for distribution (note 2) (4,805) - (62,037) (4,785) (71,627)
Net book amount - - = - -
Year ended 30 June 2010
Opening net book amount - - 62,037 4,785 66,822
Acquisition of business - 44,669 - - 44,669
Closing net book amount - 44,669 62,037 4,785 111,491
At 30 June 2010
Cost - 44,669 62,037 4,785 111,491
Accumulated amortisation and impairment - - - - -
Net book amount - 44,669 62,037 4,785 111,491

Goodwill

Goodwill recognised during the period ended 30 June 2010 relates to the acquisition of the Tarong North Power Station completed on 30

November 2009 and is attributable mainly to the synergies expected to be achieved from integrating the business into the Group's existing

business (note 37).

Mining Lease - Kunioon

Additional economic coal reserves at the Meandu Mine were confirmed during the 2009 financial year which enabled the Group to defer a

full scale development and transition to the Kunioon coal resource. Activities relating to the transition to the Kunioon coal resource have

been deferred, however the resource continues to be part of the Group's long term fuel supply plan. Amortisation of the Kunioon mining

lease and mining information will occur over the life of the Kunioon Mine using a units of production method and reflecting the pattern of

economic benefit to the Group in accordance with note 1(p). Amortisation will commence once the mine is operational.
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Notes to the financial statements (continued)
30 June 2011

18 Non-current assets - Intangible assets (continued)
(a) Impairment tests for goodwill

For the purposes of impairment testing, goodwill was allocated to the Group's cash-generating units (CGUs) as follows:

Consolidated

2011 2010
$'000 $'000
Generation and mining 44,690 44,669

The goodwill balance arose on acquisition of the remaining 50% interest in the Tarong North Power Station which completed on 30
November 2009 and has been allocated in full to the generation and mining CGU, comprised of the Tarong Power Station, Tarong North

Power Station and the Meandu Mine. All goodwill was impaired to $Nil as a result of the impairment tests for the year ended 30 June 2011.

Further detail on impairment testing is provided in note 3.

19 Other non-current assets

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Deferred stripping 4,960 10,972 - -
Other 1,539 1,756 1,539 1,756
Transferred to assets held for distribution (note 2) (6,499) - (1,539) -
- 12,728 - 1,756

20 Current liabilities - Trade and other payables

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Trade payables 19,342 23,365 16,437 21,742
Accrued expenses 34,228 43,356 8,904 15,139
Other payables 13,900 11,638 9,400 7,131
Transferred to liabilities held for distribution (note 2) (67.470) - (34,741) -
- 78,359 - 44,012

Trade and other payables are generally due within 30 days.

The carrying value of trade payables approximates their fair value.
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Notes to the financial statements (continued)
30 June 2011

21 Current liabilities - Borrowings

Consolidated Parent Entity
201 2010 2011 2010
$'000 $'000 $'000 $'000
Unsecured
Loans from Queensland Treasury Corporation (QTC) - 28,656 - 28,656

The Working Capital Facility is used for short-term funding and the terms of the facility are reviewed annually. As at 30 June 2011 the
Working Capital Facility reflected a cash balance of $5,749,000 (note 9). Interest is earned (or charged) based on an interest rate that

changes daily based on the Reserve Bank of Australia's official cash rate.

Further details on loans from QTC are provided in note 24.

22 Current liabilities = Provisions

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Employee benefits 26,633 23,273 25,618 21,909
Onerous contracts 783 339 783 339
Dividends - 17,401 - 17,401
Site rehabilitation 9,897 10,252 1,826 2,100
Transferred to liabilities held for distribution (note 2) (37,313) - (28,227) -
- 51,265 - 41,749
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Notes to the financial statements (continued)
30 June 2011

22 Current liabilities = Provisions (continued)

(a) Dividends

Provision is made for the amount of any dividend declared on or before the end of the financial year but not distributed at balance date.

(b) Movements in provisions

Movements in each class of provision during the financial year, other than employee benefits, are set out below:

Onerous contracts Dividends Site rehabilitation
Consolidated - Year ended 30 June 2011 $'000 $'000 $'000
Carrying amount at 1 July 339 17,401 10,252
Amounts paid during the year (339) (17,401) (488)
Additional provisions recognised = - 533
Reassessment of provision 783 - (400)
Transferred to liabilities held for distribution (note 2) (783) - (9,897)
Carrying amount at 30 June - - -
Parent Entity — Year ended 30 June 2011
Carrying amount at 1 July 339 17,401 2,100
Amounts paid during the year (339) (17,401) 153
Additional provisions recognised - - 109
Reassessment of provision 783 - (536)
Transferred to liabilities held for distribution (note 2) (783) - (1,826)
Carrying amount at 30 June - - -
23 Current liabilities - Other current liabilities
Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Other current liabilities 176 4,364 176 1,114
Unearned income 589 589 217 217
Transferred to liabilities held for distribution (note 2) (765) - (393) -
- 4,953 - 1,331
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24 Non-current liabilities - Borrowings

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Unsecured
Loans from Queensland Treasury Corporation (QTC) 481,289 420,9M 481,289 420,911
Transferred to liabilities held for distribution (note 2) (481,289) - (481,289) -
- 420911 - 420911

(@) Loans from QTC
The QTC non-current borrowings have no fixed repayment date and the terms of the facility are reviewed by QTC annually. Interest is

charged based on a fixed rate which is set annually.

The total interest rate payable includes a Competitive Neutrality Fee payable to Queensland Treasury, representing the difference between
the cost at which QTC is able to source debt and the estimated cost of debt for the Group were it to be a stand-alone entity not owned by
the Queensland Government. The Competitive Neutrality Fee can be adjusted up or down according to changes in credit quality of the Group

and market changes to the relative cost of debt compared with a highly-rated Government issuer.

(b) Fair value

The carrying amounts and fair values of interest bearing liabilities at balance date are:

2011 2010
Carrying Amount Fair Value Carrying Amount Fair Value
$'000 $'000 $'000 $'000
Current borrowings = - 28,656 28,656
Non-current borrowings 481,289 495,558 420,911 435,391
481,289 495,558 449,567 464,047

Fair value is inclusive of costs which would be incurred on settlement of a liability.
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24 Non-current liabilities - Borrowings (continued)

(c) Financing arrangements

The Group and Company had access to the following undrawn borrowing facilities at balance date:

Consolidated Parent Entity
2011 2010 2011 2010

$'000 $'000 $'000 $'000
Credit standby arrangements
Bank overdrafts
Total facilities 1,000 1,000 1,000 1,000
Used at balance date = - = -
Unused at balance date 1,000 1,000 1,000 1,000
QTC loan facilities
Total facilities 531,288 470,91 531,288 470,91
Used at balance date 475,540 449,567 475,540 449,567
Unused at balance date 55,748 21,344 55,748 21,344

The bank overdraft facilities may be drawn at any time and may be terminated by the bank without notice. Subject to the continuance of
satisfactory credit ratings, the QTC loan facilities may be drawn at any time.

In addition to the unrestricted access to funds as noted above, the Company has a $135,000,000 facility with QTC which was able to be
drawn to support the Company's Australian Financial Services Licence requirements up to 30 June 2011.

The Group's debt facilities were transferred to Stanwell Corporation Limited on 1 July 2011 as a result of the generator restructure.

(d) Interest rate risk exposures

The following table sets out the Group's exposure to interest rate risk at balance date.
The QTC borrowings have no fixed repayment date as noted in (a) above. After consideration of future funding requirements and in
accordance with the 5 year Corporate Plan, the Group does not expect to repay the QTC loan within 5 years of balance date. Accordingly, the

amounts shown in the "1 year or less' column and 'Over 1 to 5 years' column below consist of interest only repayments.

Fixed interest securities maturing in:

1 year or less Over 1 to 5 years Over 5 years Total
$'000 $'000 $'000 $'000
2011
Loans from QTC 49,641 198,563 411,712 659,916
Weighted average interest rate 8.2% 8.2% 8.2%
2010
Loans from QTC 36,495 145,943 396,642 579,080
Weighted average interest rate 8.1% 8.1% 8.1%
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25 Non-current liabilities - Deferred tax liabilities

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
The balance comprises temporary differences
attributable to:
Inventories 28,465 36,936 10,612 16,188
Receivables 3,080 10,129 1,387 3,417
Fixed assets 76,307 240,156 66,269 233,893
Mining costs 20,047 20,047 - -
Derivatives held for trading 46,584 33,212 46,584 33,212
Other (5,643) 28,291 5,296 26,223
168,840 368,771 130,148 312,933
Other
Revaluation of property, plant and equipment 7,044 7,044 7,044 7,044
Cash flow hedges - 54,226 - 54,226
7,044 61,270 7,044 61,270
Total deferred tax liabilities 175,884 430,041 137,192 374,203
Set-off of deferred tax assets pursuant to set-off provisions
(note 17) (90,355) (70,318) (40,015) (37,913)
Transferred to liabilities held for distribution (note 2) (85,529) - (97,177) -
Net deferred tax liabilities - 359,723 - 336,290
Movements:
Opening balance 430,041 366,994 374,204 321,606
(Credited) / charged to profit or loss (note 8) (199,930) 42,705 (182,785) 32,253
(Credited) / charged to equity (54.226) 21,052 (54.226) 21,052
Over provision in prior year (1) (710) (1) (707)
Closing balance 175,884 430,041 137,192 374,204
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26 Non-current liabilities - Provisions

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Employee benefits 1,139 1,118 1,139 1,094
Site rehabilitation 181,655 161,805 98,352 94,075
Transferred to liabilities held for distribution (note 2) (182,794) - (99.491) -
- 162,923 - 95,169

(a) Site rehabilitation
Provision is made for site rehabilitation costs expected to be incurred upon the closure of each generation site and the mine site. The
estimated costs include reclamation, plant closure, waste site closure and monitoring activities. The costs have been determined on the basis

of current costs, current legal requirements and current technology. The calculation of the provision is in accordance with note 1(x).

(b) Movements in provisions

Movements in the site rehabilitation provision during the financial year are set out below:

Site rehabilitation

$'000
Consolidated - Year ended 30 June 2011
Carrying amount at 1 July 161,805
Increase in discounted amount arising from passage of time 8,414
Effect of change in discount rate’ (3,251)
Reassessment of provision 15,132
Transferred to current provision (445)
Transferred to liabilities held for distribution (note 2) (181,655)
Carrying amount at 30 June -
Parent - Year ended 30 June 2011
Carrying amount at 1 July 94,075
Increase in discounted amount arising from passage of time 4,893
Effect of change in discount rate' 1,421
Reassessment of provision (1,592)
Transferred to current provision (445)
Transferred to liabilities held for distribution (note 2) (98,352)

Carrying amount at 30 June

' This change reflects a reassessment of the discount rate to be used in calculating the present value of future rehabilitation obligations.
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27

(a)

(b)

(0

Non-current liabilities - Retirement benefit surplus

Superannuation plan

The Company's superannuation contributions include contributions to its default superannuation fund the Electricity Supply Industry
Superannuation (Qld) Ltd, the Trustee of Energy Super (previously known as ESI Super), an industry multiple employer superannuation fund.
The Fund has Defined Benefit and Defined Contribution Accounts. Employer contributions to the Defined Benefit Account are based on the
advice of the Fund's Actuary. After serving a qualifying period, members are entitled to benefits from this Scheme on resignation, retirement,
retrenchment, termination, disability or death. The Defined Benefit Account of this fund provides lump sum benefits based on years of
service and final average salary. Employees are given the choice of converting their benefits into the Defined Contribution Account of this
fund. From 10 June 2001 new employees were only entitled to join the Defined Contribution Account. The Defined Contribution Account

receives fixed contributions from the Group and the Group's legal or constructive obligation is limited to these contributions.

Energy Super has reported that the most recent actuarial assessment of the defined benefit portion of the Fund, as at 30 June 2010, was
carried out by Mr Shane Mather, Fellow of the Institute of Actuaries of Australia, on 16 June 2011. The actuary concluded that the assets of
the plans were sufficient to meet all benefits payable to all members of the scheme in the event of the plan's termination, or voluntary or

compulsory termination of employment.

The Actuary has certified that the Fund is in a satisfactory financial position as at 30 June 2011. The Actuary has utilised the Experience
Rated Approach to determine the financial position of the Company's notional interest in the Fund. The contribution rate for each Employer

under this approach is determined based on the movement in that Employer's notional assets and benefit liabilities.

Balance sheets amounts

The amounts recognised in the balance sheet are determined as follows:

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Present value of the defined benefit obligation (42,534) (39,740) (42,534) (39,740)
Fair value of defined benefit plan assets 44,619 39,724 44,619 39,724
2,085 (16) 2,085 (16)
Net asset / (liability) before adjustment for
contributions tax 2,085 (16) 2,085 (16)
Adjustment for contributions tax 368 (3) 368 (3)
Transferred to assets held for distribution (note 2) (2,453) - (2,453) -
Net liability in the balance sheet - (19) - (19)
Categories of plan assets
The major categories of plan assets are as follows:
Cash 2,231 1,986 2,231 1,986
Equity instruments 31,233 27,807 31,233 27,807
Debt instruments 6,693 5,959 6,693 5,959
Property 4,462 3,972 4,462 3,972
44,619 39,724 44,619 39,724
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27 Non-current liabilities - Retirement benefit surplus (continued)

(d) Reconciliations

Reconciliation of the present value of the defined benefit
obligation, which is partly funded:

Balance at the beginning of the year
Current service cost

Interest cost

Contributions by plan participants
Actuarial losses

Change in tax

Benefits paid

Balance at the end of the year

Reconciliation of the fair value of plan assets:
Balance at the beginning of the year
Expected return on plan assets

Actuarial gains

Contributions by the Group

Contributions by plan participants

Benefits paid

Balance at the end of the year

(e) Amounts recognised in profit or loss

The amounts recognised in the profit or loss are as follows:

Current service cost

Interest cost

Expected return on plan assets

Total included in employee benefits expense

Actual return on plan assets
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Consolidated

Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000
39,740 36,424 39,740 36,424
1,829 1,820 1,829 1,820
1,984 1,682 1,984 1,682
546 641 546 641
(826) (1,391) (826) (1,391)
37 461 371 461
(1,110) 103 (1,110) 103
42,534 39,740 42,534 39,740
39,724 33,797 39,724 33,797
2,394 2,048 2,394 2,048
1,127 1,195 1,127 1,195
1,938 1,940 1,938 1,940
546 641 546 641
(1,110) 103 (1,110) 103
44,619 39,724 44,619 39,724
Consolidated Parent Entity
201 2010 2011 2010
$'000 $'000 $'000 $'000
1,829 1,820 1,829 1,820
1,984 1,682 1,984 1,682
(2,394) (2,048) (2,394) (2,048)
1,419 1,454 1,419 1,454
3,521 3,243 3,521 3,243
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(9

(9)

(h)

Non-current liabilities - Retirement benefit surplus (continued)

Amounts recognised in other comprehensive income

Consolidated Parent Entity

2011 2010 2011 2010

$'000 $'000 $'000 $'000
Cumulative actuarial losses at 1 July (2,808) (4.618) (2,808) (4.618)
Actuarial gain recognised for the year 1,367 1,810 1,367 1,810
Cumulative actuarial losses at 30 June (1,441) (2,808) (1,441) (2,808)

Actuarial assumptions

The principal actuarial assumptions used (expressed as weighted averages) were as follows:

Consolidated Parent Entity

2011 2010 2011 2010
Discount rate 5.2 % 5.1 % 5.2 % 5.1 %
Expected return on plan assets 6.0 % 6.0 % 6.0 % 6.0 %
Future salary increases 4.5 % 4.5 % 4.5 % 4.5 %

The expected rate of return on assets has been based on historical and future expectations of returns for each of the major categories of
asset classes as well as the expected and actual allocation of plan assets to these major categories. This resulted in the selection of a 6.0%

per annum (2010: 6.0% per annum) rate of return net of tax and expenses.

Employer contributions to the defined benefit plan

Employer contributions to the Defined Benefit section of the Plan are based on recommendations by the Plan's Actuary. Actuarial
assessments are made at no more than three yearly intervals, and the last such assessment was made as at 30 June 2010.

The objective of funding is to ensure that the benefit entitlements of members and other beneficiaries are fully funded by the time they
become payable. To achieve this objective, the Actuary has adopted a method of funding benefits known as the Aggregate Funding Method.
This funding method seeks to have benefits funded by means of a total contribution which is expected to be a constant percentage of

members' salaries over their working lifetime.

Using the funding method described above and particular actuarial assumptions as to the Plan's future experience (as detailed below), the
Actuary recommended in the actuarial review as at 30 June 2010, the payment of employer contributions to the fund of 12.0% of salaries
for employees who are members of the Defined Benefit section. These contribution rates have been adopted by the Group for the period
ended 30 June 2011.

The increase in the employer contribution rate is primarily due to a reduction in the investment return on Plan assets at the time of the last

actuarial review.

Total employer contributions that would be expected to be paid by the Group for the year ending 30 June 2012 if the Group were not
discontinued are approximately $1,297,000 (Parent Entity: $1,297,000).

The economic assumptions used by the Actuary to make the funding recommendations were a long term investment earning rate of 6.0%
per annum (net of fees and taxes), a salary increase rate of 4.5% per annum together with an age-related promotional scale, and an

inflation rate of 3.0% per annum.
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27 Non-current liabilities - Retirement benefit surplus (continued)

(i) Net financial position of plan
In accordance with AAS 25 Financial Reporting by Superannuation Plans the plan's net financial position is determined as the difference
between the present value of the accrued benefits and the net market value of plan assets. This has been determined as at the date of the
most recent financial report of the superannuation fund (30 June 2010), and a deficit of $653,000 was reported.

(j) Historic summary

2011 2010 2009 2008 2007

$'000 $'000 $'000 $'000 $'000

Defined Benefit Plan obligations (42,534) (39,740) (36,424) (30,439) (28,416)
Plan assets 44,619 39,724 33,797 35,243 41,004
Surplus / (deficit) 2,085 (16) (2,627) 4,804 12,588
Experience adjustments arising on plan liabilities (415) (930) 2,607 (472) (2.616)
Experience adjustments arising on plan assets 1,127 1,195 (4.360) (8.146) 3,965

(k) Restructure of the Queensland Government Owned Electricity Generator Corporations

As part of the generation restructure, a retirement benefit surplus of $133,000 was transferred to CS Energy Limited and $2,320,000 was
transferred to Stanwell Corporation Limited on 1 July 2011 (note 2).

28 Contributed equity

Consolidated and Parent Entity Consolidated and Parent Entity

2011 2010 2011 2010
Number of shares Number of shares $'000 $'000

(a) Share capital

Ordinary shares
Voting (A class) shares of $1.50 fully paid 4 4 = -
Non-voting (B class) shares fully paid 661,965,442 661,965,442 986,965 986,965
661,965,446 661,965,446 986,965 986,965

(b) Movements in ordinary share capital

Balance at 1 July 661,965,446 661,965,446 986,965 711,965
Equity injection = - - 275,000
Balance at 30 June 661,965,446 661,965,446 986,965 986,965
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28 Contributed equity (continued)

(c) Ordinary shares
Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of the company in proportion to the number of

and amounts paid on the shares held.

On a show of hands every holder of A class ordinary shares present at a meeting in person or by proxy, is entitled to one vote and upon a poll
each share is entitled to one vote.

The Company is wholly owned by the Queensland Government and received an equity injection of $275,000,000 on 7 October 2009 from its
shareholders in order to facilitate the purchase of the additional 50% interest in the Tarong North Power Station. No additional shares were

issued in relation to the equity injection received.

(d) Capital risk management
The Group's objectives when managing capital are to safeguard its ability to continue as a going concern, so that it can continue to provide
returns for shareholders and benefits for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

Consistent with industry practice, the Group monitors capital on the basis of the gearing ratio. This ratio is calculated as gross debt divided

by total capital. Total capital is calculated as ‘equity’ as shown in the balance sheet plus gross debt.

During 2011, the Group's strategy, which was unchanged from 2010, was to maintain a gearing ratio within a 40% upper limit. The gearing

ratios at balance date were as follows:

Consolidated

2011 2010
$'000 $'000
Total borrowings from QTC 481,289 449,567
Total equity 722,628 1,313,536
Total capital 1,203,917 1,763,103
Gearing ratio 40% 26%
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29 Reserves and retained earnings

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
(a) Reserves
Property, plant and equipment revaluation reserve = 16,434 = 16,434
Hedging reserve - cash flow hedges - 126,542 - 126,542
- 142,976 - 142,976
Movements:
Property, plant and equipment revaluation reserve
Balance at 1 July 16,434 16,434 16,434 16,434
Transfer to retained earnings (note 29(b)) (16,434) - (16.434) -
Balance at 30 June = 16,434 - 16,434
Hedging reserve - cash flow hedges
Balance at 1 July 126,542 77416 126,542 77,416
Revaluation
Gross cash flow hedge revaluation = 177,933 = 177,933
Deferred tax on revaluation - (53,379) - (53,379)
Transfer to profit or loss - revenue
Gross amount transferred (71,155) (107,755) (71,155) (107,755)
Deferred tax on transfer 21,345 32,327 21,345 32,327
Transfer to profit or loss - change in fair value of derivative
instruments that no longer qualify for hedge accounting
Gross amount transferred (109,613) - (109,613) -
Deferred tax on transfer 32,881 - 32,881 -
Balance at 30 June - 126,542 - 126,542
(b) Retained (losses) / earnings
Movements in retained (losses) [ earnings were as follows:
Balance at 1 July 183,595 107,634 190,474 108,867
Net (loss) / profit for the year (465,733) 91,552 (401,068) 97,198
Actuarial gains on defined benefit plans recognised directly
in retained earnings 1,953 2,586 1,953 2,586
Deferred tax relating to actuarial movements on defined
benefit plans (586) (776) (586) (776)
Transferred from reserves (note 29(a)) 16,434 - 16,434 -
Dividends - (17,401) - (17,401)
Balance at 30 June (264,337) 183,595 (192,793) 190,474
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29

(c)

30

31

(a)

Reserves and retained earnings (continued)

Nature and purpose of reserves

(i) Property, plant and equipment revaluation reserve

The property, plant and equipment revaluation reserve was used to record increments and decrements on the revaluation of
non-current assets when it was carried at fair value prior to the transition to Australian Equivalents to International Financial
Reporting Standards. The property, plant and equipment revaluation reserves were transferred to retained earnings upon classification

of assets as held for distribution.

(ii)  Hedging reserve - cash flow hedges

The hedging reserve is used to record gains or losses on cash flow hedges that are recognised directly in equity, as described in note

1(m). Amounts are recognised in profit or loss when the associated hedged transaction affects income.

On 24 June 2011, when the regulation legislating the generator restructure was gazetted as approved by the Governor in Council, all
cash flow hedges were classified as ineffective as the forecast transactions were no longer considered highly probable and amounts
recognised in the cash flow hedge reserve were transferred to the profit or loss. In the intervening period to 30 June 2011 all cash flow

hedges were classified as ineffective. As a result, there was no hedge reserve as at 30 June 2011.

Dividends
Parent Entity
2011 2010
$'000 $'000
Total dividends provided - 17,401
Pursuant to the National Tax Equivalents Regime (refer note 1 (e)) the Group is not required to maintain a franking account.
Key management personnel disclosures

Directors

The following persons were directors of Tarong Energy Corporation Limited during the financial year:

Chair - non-executive

G J Carpenter from 1 July 2010 to 22 March 2011

Non-executive directors

R A Barton

L K Bond

K L Collins (Chair for the period from 22 March 2011 to 30 June 2011)
E M Jameson

J H Pegler

K E Smith-Pomeroy

S R Rochester

Mr Carpenter and Ms Smith-Pomeroy were granted unpaid leave of absence from their duties to the Tarong Energy Corporation Limited
Board upon being appointed to the putative Genco 2 (Stanwell Corporation Limited) and Genco 1 (CS Energy Limited) Advisory Boards for
the period 22 March 2011 to 30 June 2011.
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31 Key management personnel disclosures (continued)

(b) Other key management personnel

The following positions, all of which are employed by Tarong Energy Corporation Limited, had the authority and responsibility for planning,
directing and controlling the activities of the consolidated Entity during the financial year:

Chief Executive Officer

General Manager Generation Operations

General Manager Mining Operations

Chief Financial Officer

General Manager Marketing and Trading

General Manager People and Communications

General Manager Corporate Governance

(c) Remuneration of key management personnel

A summary of the remuneration of the directors of Tarong Energy Corporation Limited and other key management personnel of the Group is

set out in the following table:

Parent Entity

201 2010
$'000 $'000
Short-term employee benefits 2,351 2,243
Post-employment benefits 259 257
Termination benefits - 70
2,610 2,570

Directors

Directors' remuneration is determined by the shareholding Ministers. In addition, the shareholding Ministers have determined remuneration
payable to directors who are members of various Board committees. Directors' remuneration comprises cash salary, committee fees and
superannuation contributions. Directors who were appointed to Advisory Boards to support the generator restructure were on unpaid leave

from the Corporation.

Other key management personnel

Tarong Energy Corporation Limited's remuneration policy has three distinct objectives:

® toensure all employees are recognised and rewarded for their performance in a fair and equitable way;

® to ensure the remuneration paid to employees is competitive, enabling the Group to attract and retain employees capable of meeting

the Group's needs; and

® to reward employees for achieving pre-determined corporate, business unit and personal performance targets.
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31

Key management personnel disclosures (continued)

(c) Remuneration of key management personnel (continued)

Remuneration packages for the Chief Executive Officer and other key management personnel comprise the following components:

® base salary, which is payable in cash. Base salaries are based on the general market rate, as assessed by external consultants Mercer HR

Consulting;
e other benefits, including motor vehicle allowances, private health insurance and car parking;

e retirement benefits delivered under defined contribution superannuation funds nominated by the key management personnel apart from

one key management person who is provided defined lump sum benefits based on years of service and final average salary; and
® at-risk performance incentives, that may be payable annually in cash, depending upon satisfaction of key criteria.
Link between remuneration paid and the performance of the Group

Directors' remuneration is not directly linked to the performance of the Group, with any remuneration increases being determined by the
shareholding Ministers. Directors do not receive any performance-related remuneration.

The rate of remuneration increase for the Chief Executive Officer and other key management personnel is determined with regard to wage
movements and individual performance. Remuneration increases are applied after personal performance reviews, consideration of the

Group's performance and review and approval by the Board.

At-risk performance incentive payments of the Chief Executive Officer and other key management personnel are capped at 15% of total
fixed remuneration (base salary, motor vehicle allowance, superannuation and parking benefit where applicable). The amounts payable are

tied to the achievement of pre-determined corporate, business unit and individual performance targets as approved by the Board.
Service agreements
Service agreements are not in place for directors.

The Chief Executive Officer's appointment is approved by the shareholding Ministers upon recommendation of the Board. The remuneration
and other terms of employment for the Chief Executive Officer are specified in an employment contract. The contract provides for the
provision of performance-related cash bonuses and other benefits including motor vehicle allowance, health insurance and car parking.
Other major provisions of the contract relating to remuneration are set out below:

e term of contract - three years, commencing 29 January 2007 and extended on 29 January 2010 for a further two years (with no further

option to extend);

® payment of termination benefit on early termination by the Group, except for serious misconduct or poor performance, equal to two
weeks' salary (with a minimum of 13 weeks and maximum of 52 weeks salary) for each year of continuous service, 20% of residual salary
value of the contract and any accrued entitlements; and

® payment of 12 weeks' salary upon expiry of the agreement, and any accrued entitlements.

In line with current government policy, Senior Executive appointments have been approved bythe Board. The remuneration and other terms
of employment for these roles are specified in employment contracts. The contracts provide for the provision of performance related cash

bonuses and other benefits including motor vehicle allowance, health insurance and car parking.

The General Manager Marketing and Trading, who commenced in the role on 23 July 2008, is employed under another contract arrangement
which is not for a fixed term and therefore does not provide for the payment of a termination benefit on early termination. Should the
position become redundant, the contract provides for payment of a redundancy amount comprising six months salary, and as for all
employees, an additional amount payable for each year of service subject to a cap of 75 weeks salary, an additional notice payment of 17

weeks salary, and accured entitlements.
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31 Key management personnel disclosures (continued)
(c) Remuneration of key management personnel (continued)

All senior executives other than the General Manager Marketing and Trading are employed on fixed term employment contracts. The Chief
Financial Officer and General Managers Corporate Governance, Generation Operations, Mining and People and Communications are subject

to these contracts. Contract provisions include:

® three year terms, with the option to extend the term for a maximum of two years by mutual agreement. Commencement date for the
General Manager Corporate Governance was 1 June 2007 (and extended on 1 June 2010), for the General Manager Generation Operations
was 1 September 2008, for the General Manager Mining Operations was 19 November 2010, and for the Chief Financial Officer and the

General Manager People and Communications was 2 March 2009;

® a payment of termination benefit on early termination by the Group, except for serious misconduct or poor performance, equal to two
weeks salary (with a minimum of four weeks and maximum of 52 weeks salary) for each year of continuous service, 20% of the residual

salary value of the contract and any accrued entitlements; and

® aseverance payment equal to 12 weeks of salary, only in circumstances where employment terminates upon expiry of the contract and
where the Group has not offered further employment beyond the expiry date for reasons other than for serious misconduct or poor

performance, and any accrued entitlements.
At-risk performance incentive remuneration

The terms and conditions for each category of at-risk performance incentive remuneration in this or future reporting periods are set out in
note 32.
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31 Key management personnel disclosures (continued)

(d) Details of remuneration

Details of the remuneration of each director of Tarong Energy Corporation Limited and each of the other key management personnel of the

Group are set out in the following tables:

Directors of Tarong Energy Corporation Limited

Short-term employee benefits Post-

Name cmployment Total
Cash salary Committee fees Non-motletary Super.-
benefits’ annuation

$'000 $'000 $'000 $'000 $'000
2011
Mr G J Carpenter 54 6 9 6 75
Mr R A Barton 29 9 - 4 42
Ms L K Bond 29 8 - 4 41
Ms K L Collins 42 9 3 5 59
Ms E M Jameson 7 2 - 1 10
Mr J H Pegler 19 4 - 2 25
Ms K E Smith-Pomeroy 21 7 - 3 31
Mr S R Rochester 6 1 - 1 8
2010
Mr G J Carpenter 66 8 n 7 92
Mr R A Barton 27 6 = 3 36
Ms L K Bond 27 8 - 4 39
Ms K L Collins 27 8 - 4 39
Ms E M Jameson 27 9 - 4 40
Mr J H Pegler 27 6 - 3 36
Ms K E Smith-Pomeroy 27 6 - 3 36

"The benefits include car parking and associated fringe benefits tax.
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Notes to the financial statements (continued)
30 June 2011

31 Key management personnel disclosures (continued)

(e) Other transactions with directors and other key management personnel

All transactions in the years ended 30 June 2011 or 30 June 2010 between the Group and directors or other key management personnel, including

their related parties, were on normal commercial terms and conditions and were immaterial in nature.

32 Employee benefits

Consolidated Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000

Aggregate employee benefit liability (including on-costs):
Current (note 22) 26,633 23,273 25,618 21,909
Non-current (note 26) 1,139 1,118 1,139 1,094
27,772 24,391 26,757 23,003
Average number of employees during the reporting period BOE c06 506 00

(full-time equivalent)

(a) Long service leave
The present values of long service leave not expected to be settled within 12 months of balance date have been calculated using the

following assumptions:

Consolidated Parent Entity
2011 2010 2011 2010
Assumed rate of increase in wage and salary rates 4.5% 4.5% 4.5% 4.50%
Discount rate 5.1% 5.1% 5.1% 5.1%
Settlement term 13 years 13 years 13 years 13 years

(b) Performance payments for the Group
The following discloses the aggregate at-risk performance bonuses and salary and wages paid to all employees who received an at-risk

performance payment:

Parent Entity

2011 2010
$'000 $'000
Aggregate at-risk performance incentive remuneration’
Chief Executive Officer and Senior Executives 345 270
Contract and Enterprise Bargaining Agreement employees 5,595 5,421
5,940 5,691
Aggregate remuneration (including at-risk performance incentive remuneration) paid or payable to
employees to whom a performance payment is paid or payable? 61,640 60,222
Number of employees to whom a performance payment is paid or payable 554 537

' Performance payments accruing in respect of the relevant year, regardless of the payment date.
2 Total remuneration includes base salary, overtime payments, motor vehicle and other work related allowances and performance payments but excludes
superannuation and non-cash benefits.
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Notes to the financial statements (continued)
30 June 2011

32

(b)

33

(a)

Employee benefits (continued)

Performance payments for the Group (continued)

The terms and conditions for each category of at-risk performance incentive remuneration in this or future reporting periods are

set out below:

Employee category Grant date’ Nature of remuneration granted
) ) ) At-risk performance incentive payable in cash
Chief Executive Officer 23 August 2011 ) .
(cap of 15% of total fixed remuneration)
. . At-risk performance incentive payable in cash
Senior Executives 23 August 2011 ) )
(cap of 15% of total fixed remuneration)
At-risk performance incentive payable in cash
Contract employees 23 August 2011 . .
(cap of 15% of total fixed remuneration)
Enterprise Bargaining Agreement At-risk performance incentive payable in cash
23 August 2011 ) )
employees (cap of 12% of total fixed remuneration)

'Tarong Energy Corporation Limited became a subsidiary of Stanwell Corporation Limited on 1 July 2011 as part of the generator restructure. Approval of the 2010/11
incentive payments for all employees was given by the Stanwell Corporation Limited Board on 23 August 2011.

Remuneration of auditors

During the year the following fees were paid or payable for services provided by the auditor of the Parent Entity:

Consolidated Parent Entity
2011 2010 2011 2010

$'000 $'000 $'000 $'000
Assurance services
Audit services
Audit of financial reports and other audit work under the
Corporations Act 2001 281 2 281 2!
Prior year under-provision 1 21 1 21
Other assurance services' 69 - 69 -
Total remuneration for audit and other assurance services 351 302 351 302

' Relates to assurance services provided in respect of the generator restructure.
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Notes to the financial statements (continued)
30 June 2011

34

35

Contingencies

Claims

A number of claims by or against the Group are pending as at 30 June 2011. It is not practical to estimate the potential effects of these

claims however the Group has concluded that any asset or liability that may arise from these claims will not be significant.

A Federal Court action was received by the Group on 15 July 2010 regarding the purchase of certain land in relation to the Kunioon Coal
Project which did not proceed. This claim has not yet been quantified by the Applicant and it is not yet possible for the Group to form an
opinion on the potential outcome of this action.

Guarantees

Cross guarantees given by Tarong Energy Corporation Limited, TN Power Pty Ltd, Tarong North Pty Ltd, Tarong Fuel Pty Ltd, TEC Coal Pty Ltd
and Glen Wilga Coal Pty Ltd are described in note 39.

In addition to the above, in specific transactions with third parties Tarong Energy Corporation Limited also guarantees subsidiaries

independently.

These guarantees may give rise to liabilities in the Parent Entity if the subsidiaries do not meet their obligations under the terms of the
overdrafts, loans, leases or other liabilities subject to the guarantees.
Bank guarantees

The Group has provided a bank guarantee to the State of Queensland in respect of mining tenements issued under the Mineral Resources Act
1989 (Qld).

The maximum amount payable under the guarantee is $44,931,000 (2010: $44,931,000). The bank guarantee will transfer to Stanwell
Corporation Limited on 1 July 2011 as part of the generator restructure.
Indemnity deed

The Group has provided an indemnity deed to the State of Queensland in respect of the Agreement for Lease dated 20 June 2008 in relation
to the lease of floors 12-14 of 60 Albert Street, Brisbane, Queensland. The maximum amount payable under the indemnity deed is $2,052,000
(2010: $2,052,000). The indemnity deed will transfer to Stanwell Corporation Limited on 1 July 2011 as part of the generator restructure.

No material losses are anticipated in respect of any of the above contingent liabilities.

Commitments

Capital commitments

Capital expenditure (GST exclusive) contracted for at the reporting date but not recognised as liabilities is as follows:

Consolidated Parent Entity

2011 2010 2011 2010
$'000 $'000 $'000 $'000

Payable:
Within one year 33,348 30,871 6,019 14,147
Later than one year but not later than five years 550 2,587 550 2,587
Later than five years - - - -
33,898 33,458 6,569 16,734
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Notes to the financial statements (continued)
30 June 2011

35 Commitments (continued)

Operating leases
The Group leases property and motor vehicles under operating leases with terms ranging from one to four years. Leases generally provide
the Group with a right of renewal, at which time all terms are renegotiated. Property lease payments comprise a base amount plus an

incremental contingent rental. Contingent rentals are based on movements in the Consumer Price Index.

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Commitments for minimum lease payments in relation to
non-cancellable operating leases are payable as follows:
Within one year 2,810 3,521 2,732 3,325
Later than one year but not later than five years 9,354 9,801 9,354 9,723
Later than five years 8,041 10,381 8,041 10,381
20,205 23,703 20,127 23,429

Other commitments

Other operating expenditure (GST exclusive) contracted for at the reporting date but not recognised as liabilities is as follows:

Consolidated Parent Entity
201 2010 2011 2010
$'000 $'000 $'000 $'000

Payable:

Within one year 61,231 77,227 46,752 44,990
Later than one year and not later than five years 128,073 105,320 60,998 56,420
Later than five years 77,997 108,800 37,845 56,100
267,301 291,347 145,595 157,510

Commitments transferring as part of the generator restructure

All commitments of the Group transferred to CS Energy Limited and Stanwell Corporation Limited as part of the Generator Restructure on

1 July 2011 as follows:

Transferred to:

CS Energy Limited Stanwell Corporation Limited fotel
$'000 $'000 $'000
Capital commitments 4,652 29,246 33,898
Operating lease commitments 1,725 18,480 20,205
Other commitments 41 267,260 267,301
6,418 314,986 321,404
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Notes to the financial statements (continued)
30 June 2011

36 Related party transactions

(a) Parent Entity

Ultimate control of the Group resides with the State of Queensland. The ultimate Parent Entity within the Group is Tarong Energy
Corporation Limited.

(b) Directors

The names of persons who were directors of the company at any time during the financial year are as follows: Mr R A Barton, Ms L K Bond,
Mr G J Carpenter, Ms K L Collins, Ms E M Jameson, Mr J H Pegler, Mr S R Rochester and Ms K E Smith-Pomeroy.

(c) Subsidiaries

Interests in subsidiaries are set out in note 38.

(d) Key management personnel compensation

Disclosures relating to key management personnel are set out in note 31.

(e) Transactions with related parties

Tarong Energy Corporation Limited is a Queensland Government Owned Corporation, with all shares held by the shareholding Ministers
on behalf of the State of Queensland. All State of Queensland controlled entities meet the definition of a related party of Tarong Energy
Corporation Limited.

The Group transacts with other State of Queensland controlled entities. All transactions are negotiated on normal terms and conditions
offered by the respective related party or as disclosed in note 41.

The following transactions occurred with related parties:

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Sales - State of Queensland controlled entities
Settlements relating to electricity derivatives 57,184 49,706 57,184 49,706
Expenses - State of Queensland controlled entities
Raw materials and consumables used 22,408 26,455 21,629 26,309
Employee benefits expense 3,186 3,405 3,181 3,346
Finance costs 21,981 27,840 21,981 25,496
Income tax 197,970 37,018 186,076 39,179
Services 312 - 312 -
Transmission systems costs 32,969 3,167 32,969 2,556
Other expenses 3,187 16,263 3,187 15,677
282,013 114,148 269,335 112,563
Loans to related parties
Loans repaid by / (advanced to) subsidiaries - - 24,445 (282,497)
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Notes to the financial statements (continued)
30 June 2011

36 Related party transactions (continued)

(e) Transactions with related parties (continued)

Consolidated Parent Entity
2011 2010 2011 2010

$'000 $'000 $'000 $'000
Loans from related parties
Loans advanced from State of Queensland controlled entities 75,587 54,069 75,587 54,069
Loan repayments to State of Queensland controlled entities 49,556 49,511 49,556 49,51
Superannuation contributions
Contributions to superannuation funds on behalf of employees 9,138 8,624 9,138 8,624
Interest revenue
Subsidiaries = - = 12
Other transactions
Dividends paid to the State of Queensland 17,401 45,541 17,401 45,541

(f) Outstanding balances arising from sales/purchases of goods and services

The following balances are outstanding at the end of each reporting period in relation to transactions with related parties:

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Current receivables
Subsidiaries > - = -
State of Queensland controlled entities - current tax asset = 6,505 = 6,505
State of Queensland controlled entities - other 10,659 17,798 10,659 17,798
10,659 24,303 10,659 24,303
Non-current receivables (loans)
Subsidiaries = - 552,467 566,793
Current payables
State of Queensland controlled entities - loans = 28,656 = 28,656
State of Queensland controlled entities - current tax liabilities 10,912 - 10,912 -
State of Queensland controlled entities - other 2,073 4,272 2,073 4,272
State of Queensland controlled entities - dividend provision = 17,401 = 17,401
Subsidiaries = - = -
12,985 50,329 12,985 50,329
Non-current payables (loans)
State of Queensland controlled entities - loans 481,289 420,911 481,289 420,911

No expense has been recognised in respect of bad or doubtful debts due from related parties.
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37

38

Business combination

Summary of acquisition

On 30 November 2009 TN Power Pty Ltd (TN Power), a subsidiary of the Company, obtained control of the Tarong North Power Station, a
business which principally operates to generate and sell electricity. Prior to the acquisition the Tarong North Power Station was operated as
an unincorporated joint venture whose participants were TN Power (50% interest) and TM Energy (Australia) Pty Ltd. TN Power purchased
the additional 50% interest in the Tarong North Power Station and the share in the joint venture manager entity, Tarong North Pty Ltd,
increasing the Group's equity interest from a 50% joint venture participant to a 100% owned subsidiary.

The net assets acquired were $254,938,000 including goodwill of $44,669,000. The goodwill was attributable mainly to the synergies
expected to be achieved from integrating the operations of the Tarong North Power Station into the Group's existing business.

Transactions separate from the acquisition

The Group incurred acquisition related costs during the year ended 30 June 2010 of $14,925,000 relating to external legal fees, due diligence
costs and stamp duty. These costs have been included in other expenses in the Group's consolidated statement of comprehensive income.

The Company and the previous joint venture parties were subject to an Electricity Agreement under which the Company was required to guarantee
the supply of water and coal to the Tarong North Power Station and was subject to a number of penalty provisions in the instance that certain
requirements were not met. At the acquisition date this pre-existing relationship was effectively terminated. The value assigned to the termination
of this agreement was $18,875,000 and represented management's estimate of the reduction in risks and future cash outflows as a result of
extinguishing the Electricity Agreement. This amount was recognised in the profit or loss as a cost to terminate contractual obligations.

Subsidiaries and associates

Significant investments in subsidiaries

Equity holding

. Country of

Name of entity . . Class of shares 2011 2010

incorporation o o

0 0
TN Power Pty Ltd" Australia Ordinary 100 100
Tarong North Pty Ltd Australia Ordinary 100 100
Tarong Fuel Pty Ltd'2 Australia Ordinary 100 100
Glen Wilga Coal Pty Ltd? Australia Ordinary 100 100
TEC Coal Pty Ltd" Australia Ordinary 100 100

! These subsidiaries have been granted relief from the necessity to prepare financial reports in accordance with Class Order 98/1418 issued by the ASIC.
These subsidiaries were transferred by regulation to Stanwell Corporation Limited on 1 July 2011.

2 Tarong Fuel Pty Ltd is a holding company and Glen Wilga Coal Pty Ltd is dormant.

The financial results of the subsidiaries are detailed below:

Revenue Expenses Total Assets Total Liabilities Equity
$'000 $'000 $'000 $'000 $'000
2011
TN Power Pty Ltd 104,104 (140,517) 357,611 (415,832) (58,221)
TEC Coal Pty Ltd 172,804 (169,977) 299,699 (281,789) 17,910
Tarong North Pty Ltd 25,117 (25,117) 1,795 (1,951) (156)
2010
TN Power Pty Ltd 61,524 (72,174) 408,678 (430,642) (21,964)
TEC Coal Pty Ltd 156,393 (153,732) 133,109 (120,149) 12,960
Tarong North Pty Ltd 14,088 (14,088) 21,849 (22,005) (156)

Tarong Fuel Pty Ltd is a holding company and Glen Wilga Coal Pty Ltd is dormant and as such no results are shown.
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39

40

41

Deed of cross guarantee

The Corporation has entered into a Deed of Cross Guarantee with its subsidiaries TN Power Pty Ltd, Tarong North Pty Ltd, Tarong Fuel Pty Ltd,
TEC Coal Pty Ltd and Glen Wilga Coal Pty Ltd under which each company guarantees the debts of the others.

By entering into the deed, the wholly owned entities have been relieved from the requirement to prepare a financial report and directors'

report under Class Order 98/1418 issued by the Australian Securities and Investments Commission.

The above companies represent a ‘Closed Group' for the purposes of the Class Order, and, as there are no other parties to the Deed of Cross

Guarantee that are controlled by Tarong Energy Corporation Limited, they also represent the ‘Extended Closed Group'

Interests in joint ventures

The Corporation holds a 19.46% (2010: 20.30%) interest in the output of a Joint Venture named Private Forestry Plantation Joint Venture
whose principal activity is the commercial production of plantation timber.

The Group's interest in the assets employed in Joint Ventures are in the consolidated balance sheet, in accordance with the accounting policy

described in note 1(b), under the following classifications:

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Non-current assets
Property, plant and equipment - carrying value 1,027 1,027 1,027 1,027
Share of assets employed in joint venture 1,027 1,027 1,027 1,027

Economic dependency

The Group relies upon the Australian Energy Market Operator (AEMO) to determine the Regional Reference Price used in calculating the

Group's electricity sales revenue.

The Group's customers are predominantly Queensland based due to limitations of physical delivery to other Australian Energy Market
regions (States).

The Group is reliant on Queensland Electricity Transmission Corporation Limited (Powerlink Queensland) to provide fully available and

functioning transmission lines to enable physical delivery of electricity.

The Tarong and Tarong North Power Stations are dependent upon the supply of water for the production of demineralised water as cooling
water, for the production of drinking water and for water for general use such as hosing down. Wivenhoe Power Station is dependent upon
a supply of water to operate as a pumped storage hydro electric power station, but this water is returned to the natural waterways.

From 1 July 2008, the Group, on a directive from the Queensland Government, entered into contractual agreements with the South East
Queensland Water Grid Manager for long-term water supply from the water grid for both the Tarong North and Tarong Power Stations.
Grid water will include dam water and recycled water. Annual maximum contract volumes and contract charges for the first ten years to

2017/18, have been set by the Queensland Government.
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30 June 2011

42 Events occurring after the reporting period

Generator Restructure

As disclosed in note 2, on 1 July 2011 the assets or business units described as held for distribution by the Company were distributed to the
Queensland Government through equity. This was undertaken to effect the restructure of Queensland's State-owned electricity generation

businesses from three to two entities.

Residual assets and liabilities remaining in Tarong Energy Corporation Limited are anticipated to be received/paid in the short-term and the
Company will not be trading from 1 July 2011.

Federal Government's Proposed Carbon Pricing Mechanism

On 10 July 2011 the Federal Government announced a proposal, ‘Securing a Clean Energy Future — the Australian Government's Climate
Change Plan’ to implement a two-stage carbon pricing mechanism for the Australian economy. The impacts of this proposal have been

considered in these financial statements as detailed in note 3.

Other than the items discussed in note 2, there has not been any matter or circumstance occurring subsequent to the end of the financial
year that has significantly affected, or may significantly affect, the operations of the Group, the results of those operations, or the state of

affairs of the Group in future financial years.
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43 Reconciliation of profit after income tax to net cash inflow from operating activities

Consolidated Parent Entity
2011 2010 2011 2010
$'000 $'000 $'000 $'000
(Loss) [ profit for the year (465,733) 91,552 (401,068) 97,198
Depreciation and amortisation 113,820 92,203 78,870 70,022
Non-cash retirement benefits (519) (486) (519) (486)
Write-down of previously capitalised amounts (2,823) - (2,823) -
Non-cash onerous contract expense 444 339 444 339
Non-cash stock obsolescence expense = 1,061 = 642
Impairment charge [ (reversal) 713,518 (6,711) 613,421 -
Net loss on disposal of non-current assets 525 87 13 36
Net gain on contingent consideration (11,613) (1,079) = -
Net gain on change in rehabilitation liability = (11,535) = -
Unrealised fair value gain on derivative financial
instruments through profit or loss (41.391) (98,190) ELEE, (98.188)
Change in operating assets and liabilities
Decrease [ (increase) in inventories 11,612 (3,114) 8,461 (12,312)
(Increase) | decrease in receivables (86) (5,938) (9.171) 14,51
Increase in other current assets (33,625) (217) (33,604) (217)
Decrease [ (increase) in deferred stripping 12,500 (8,536) - -
Decrease [ (increase) in other operating assets 217 (1,756) 217 (1,756)
(Decrease) [ increase in deferred income = (294) = 217
Increase [ (decrease) in payables 4,017 (6,984) (2,732) (16,759)
(Decrease) [ increase in other current liabilities (4.188) 4,405 (938) 1,155
Decrease / (increase) in current tax asset 6,505 (6,505) 6,505 (6,505)
Increase / (decrease) in current tax liabilities 10,912 (2,448) 10,912 (2,448)
(Decrease) | increase in deferred tax liabilities (220,547) 36,662 (185,463) 21,471
Increase in rehabilitation provisions 8,947 7,343 5,002 3,859
Increase in other provisions 3,381 985 3,754 986
Increase in other current liabilities 88 1,756 88 1,756
Net cash inflow from operating activities 105,961 82,600 49,978 73,521
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Directors' declaration
30 June 2011

In the directors' opinion:
(@) the financial statements and notes set out on pages 39 to 124 are in accordance with the Corporations Act 2001, including:

() complying with Accounting Standards, the Corporations Regulations 2001 and other mandatory professional reporting

requirements; and

(i)  giving a true and fair view of the Corporation’s and Group's financial position as at 30 June 2011 and of its performance, as

represented by the results of its operations and its cash flows, for the financial year ended on that date; and
(b)  there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and payable; and

(c) at the date of this declaration, there are reasonable grounds to believe that the members of the extended closed group identified in
note 39 will be able to meet any obligations or liabilities to which they are, or may become, subject by virtue of the deed of cross

guarantee described in note 39.

This declaration is made in accordance with a resolution of the directors.

L —
—

G J Carpenter J A Leaver
Chair Director
Brisbane

30 August 2011
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Independent auditor's report
30 June 2011

Independent auditor's report

To the members of Tarong Energy Corporation Limited

Report on the Financial Report

| have audited the accompanying financial report of Tarong Energy Corporation Limited, which comprises the balance sheets as at 30 June 2011,
the statements of comprehensive income, statements of changes in equity and cash flow statements for the year then ended, notes comprising a
summary of significant accounting policies and other explanatory information, and the directors' declaration of the company and the consolidated

entity comprising the company and the entities it controlled at the year's end or from time to time during the financial year.

Directors' responsibility for the Financial Report

The directors of the company are responsible for the preparation of the financial report that gives a true and fair view in accordance with the
Australian Accounting Standards and the Corporations Act 2001, and for such internal control as the directors determine is necessary to enable

the preparation of the financial report that is free from material misstatement, whether due to fraud or error.

Auditor's responsibility

My responsibility is to express an opinion on the financial report based on the audit. The audit was conducted in accordance with the
Auditor-General of Queensland Auditing Standards, which incorporate the Australian Auditing Standards. Those standards require compliance
with relevant ethical requirements relating to audit engagements and that the audit is planned and performed to obtain reasonable assurance

about whether the financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial report. The procedures
selected depend on the auditor's judgement, including the assessment of the risks of material misstatement of the financial report, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation of the financial report
that gives a true and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used

and the reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation of the financial report.

| believe that the audit evidence obtained is sufficient and appropriate to provide a basis for my audit opinion.

Independence

The Auditor-General Act 2009 promotes the independence of the Auditor-General and all authorised auditors. The Auditor-General is the auditor

of all Queensland public sector entities and can only be removed by Parliament.

The Auditor-General may conduct an audit in any way considered appropriate and is not subject to direction by any person about the way in
which audit powers are to be exercised. The Auditor-General has for the purposes of conducting an audit, access to all documents and property

and can report to Parliament matters which in the Auditor-General's opinion are significant.

In conducting the audit, the independence requirements of the Corporations Act 2001 have been complied with. | confirm that the independence
declaration required by the Corporations Act 2001, which has been given to the directors of Stanwell Corporation Limited would be in the same
terms if given to the directors as at the time of this auditor's report.

Opinion

In my opinion the financial report of Tarong Energy Corporation Limited is in accordance with the Corporations Act 2001, including:

()  giving a true and fair view of the company's and consolidated entity's financial position as at 30 June 2011 and of their performance for the
year ended on that date; and

(i) complying with Australian Accounting Standards and the Corporations Regulations 2001.
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Independent auditor's report (continued)
30 June 2011

Emphasis of Matter - Significant Uncertainty Regarding the Impact of Carbon Pricing Mechanism

| draw your attention to note 3 to the financial statements which describes the uncertainty on the determination of asset values at 30 June 2011
arising from the proposed introduction of the Federal Government's “Securing a Clean Energy Future - the Australian Government Climate Change
Plan”. This uncertainty impacts on the determination of the fair value less costs to distribute of the Group's generation and mining assets at 30
June 2011 which resulted in the recognition of an impairment loss of $709.6 million as at 30 June 2011. This uncertainty impacts on the fair value
of Property, Plant and Equipment transferred by Tarong Energy Corporation Limited and recognised by Stanwell Corporation Limited on 1 July 2011,

as described in note 2. My opinion is not modified in respect of this matter.

Other Matters - Electronic Presentation of the Audited Financial Report

This auditor's report relates to the financial report of Tarong Energy Corporation Limited and the consolidated entity for the year ended 30 June
2011. Where the financial report is included on Stanwell Corporation Limited's website the company's directors are responsible for the integrity

of the website and | have not been engaged to report on the integrity of the website. The auditor's report refers only to the subject matter
described above. It does not provide an opinion on any other information which may have been hyperlinked to/from these statements or otherwise
included with the financial report. If users of the financial report are concerned with the inherent risks arising from publication on a website,

they are advised to refer to the hard copy of the audited financial report to confirm the information contained in this website version of the

financial report.

These matters also relate to the presentation of the audited financial report in other electronic media including CD Rom.

f—stec

G G Poole FCPA

Auditor-General of Queensland Brisbane

31 August 2011
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Glossary
Availability:

Carbon intensity:

Bank cubic metre:

The total energy available to the system, allowing for planned maintenance
and breakdowns, as a percentage of maximum possible energy available

Emissions of carbon dioxide equivalents per megawatt hour generated
(kgCO,e/MWh)

A cubic metre of rock or material in situ before it is extracted

Abbreviations

AASB Australian Accounting Standards Board

ACICC Aboriginal Community Interest Consultative Committee
AEMO Australian Energy Market Operator

AIFR All Injury Frequency Rate

ASINZS Australian [ New Zealand Standard

Co, carbon dioxide

CPRS Carbon Pollution Reduction Scheme

CSG coal seam gas

CSIRO Commonwealth Scientific and Industrial Research Organisation
DERM Department of Environment and Resource Management
EBA Enterprise Bargaining Agreement

EIS Environmental Impact Statement

EMS Environmental Management System

EPC Exploration Permit for Coal

GEC Gas Energy Certificate

GW gigawatt (one GW = one thousand megawatts)

GWh gigawatt hour

GOC Government Owned Corporation

HSEQ Health, Safety, Environment and Quality

HSE Health, Safety and Environment

IASB International Accounting Standards Board

IFRS International Financial Reporting Standards

ILUA Indigenous Land Use Agreement

44 Meandu Mine.

43 Tarong Power Station employee.
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ISO 14001 International standard for environmental management

LTl Lost Time Injury

MDL Mineral Development Licence

ML megalitre (one ML = one million litres)

MW megawatt (one MW = one million watts)

MWh megawatt hour

NGAC New South Wales Greenhouse Abatement Certificate
NGERS National Greenhouse and Energy Reporting System
NEM National Electricity Market

NO, nitrogen oxide

PCC post-combustion capture

QAO Queensland Audit Office

Qrc Queensland Treasury Corporation

REC Renewable Energy Certificate

Calculations

Dividend Payout Ratio
Dividends Paid X 100

Operating Profit After Tax
excluding tax-effected fair value
gains of derivative instruments

Return on Average Equity
Operating Profit After Tax x 100

Average Total Equity

Return on Average Productive Assets

Earnings Before Interest and
Tax excluding fair value gains of
derivative instruments  x 100

Average Total Assets - Average
Total Capital Projects in
Progress - Average Total
Derivative Instrument Assets -
Average Total Cash and cash
equivalents

Gearing

Debt X 100

Debt + Equity
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