PUBLIC

THE PARLIAMENTARY STANDING COMMITTEE OF PUBLIC ACCOUNTSMET IN
COMMITTEE ROOM 2, PARLIAMENT HOUSE, HOBART, ON MONDAY,
21 NOVEMBER 2016.

INQUIRY INTO THE FINANCIAL POSITION AND PERFORMANCE OF
GOVERNMENT-OWNED ENERGY ENTITIES

Mr GRANT EVERY-BURNS, CHAIR; Mr STEPHEN DAVY, CHIEF EXECUTIVE
OFFICER; Mr_MILES SMITH, CHIEF FINANCIAL OFFICER; Ms RACHEL STEVEN,
MANAGER, GOVERNMENT RELATIONS, Mr EVANGELISTA ALBERTINI, CHIEF
TECHNICAL AND OPERATIONS OFFICERHYDRO TASMANIA, WERE RECALLED
AND EXAMINED.

CHAIR (Mr Dean) - This is a public session and is bemgprded orHansard. You have
parliamentary privilege whilst you are in this ewwviment but once you move outside,
parliamentary privilege no longer applies. If ybave information you would like give in
confidence, you need to ask the committee and Wenake a determination.

Grant, would you like to make any further statemmmthings that have happened since you
last appeared before the committee?

Mr EVERY-BURNS - Quite a lot has happened in the meantime. Tlyankagain for the
opportunity to appear before you. | might put aspeal touch to this and note that all of you
have put in a lot of hours in addition to the namrthis particular quest. Likewise, the officers
and staff of Hydro have put in extraordinary amasurfttime and resources in the search effort.

There have been some significant developments siecdast appeared, most notably in
October, Hydro announced its results for the yaad, the headline was an underlying loss, 2015-
2016, of $65.4 million. That is the normal, stamdeomparative used across the financial world
year on year. But for completeness | note oupngit after tax, is a loss of $28%illion, and on
the comprehensive line that comes up to almostatenbe, a small loss of $3.6 million. That is
for completeness, but at the comparative level §65.4 million loss.

That result is about $100 million below budget, @nd somewhat better than the estimated
loss of $90 million | advised this committee onRfhe 2016. | would like you to appreciate the
improved result, post what we knew when we spokgota The first time round was fuelled by
strong revenue in the second half of June, browadjuut by very good rainfall, increased
generation with numerous storages on spill in geatod. It related to exports in the Victorian
spot market, where electricity prices had becomtedugh.

It was also supported by additional revenues frbm gas market, gas market sales into
higher prices, and additional revenue from the sdlenvironmental energy products. That
created a turnaround to some extent.

Hydro Tasmania had previously estimated the cott@energy supply challenge at between
$140 and $180 million, including offset reductienBasslink costs. Owing to the better result for
2015-2016 and good inflow since then, we now exfieetoverall cost to be at the lower end of
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that range. Most of the impact occurred in thevioes financial year, with some small amount
carried over into the current financial year. Asrpised, Hydro Tasmania has borne the cost of
securing supply, as evidenced by the annual acspwartd in doing so, largely protected
Tasmanian consumers.

The state budget projects no dividends from Hydmeriania until 2019-2020 financial year,
but that does not mean that Hydro will be unprofegan the period. We will work closely with
the Tasmanian Government to increase our finasti@hgth for the benefit of all Tasmanians.

The cost of the energy supply plan to Hydro Tasmaras substantial, but certainly justified
for the purpose of protecting energy supply andgbenomy. While there is no doubting the
anxiety caused by the energy supply challenge, @agis energy supply was protected. The
state's reputation as a good place to live, wadit &nd do business remains strong. The energy
supply challenge required our people's best skitisativity and determination. That continues,
and it is currently laying foundations for the ftegu Hydro Tasmania will rebound strongly from
the challenging 2015-2016 by rebuilding storagestaring profitability and reducing debt.

By the end of this financial year we expect to kreaen, or post a small profit. We will
reduce debt by more than $50 million, from apprcately $827 million to a target of
$772 million.

As we sit here today, our deep cyclical weathetepag continue to play out in real time. In
the five months of this committee's deliberatiohasmania has experienced a significant wet
period. Most recently October 2016, yielded on0nyear wet inflows. It is quite exceptional.
These conditions have greatly assisted our consesveebuild strategy, and it allows me to
report storages today exceeding 46 per cent. Taaipal effect of this is Tasmania is now very
well placed to ride through a repeat of last yesxtseme events with minimal impact.

This leads me to note our Hydro power assets dtdletous down when they were most
needed over the last 12 months. They have sethraiggh acute water shortages, bush fires and
flood. This is because they are good assets, wadl, well maintained in accordance with the
corporation's 10 year asset management plan. \We kime overall risk position of our assets is
much better than a decade ago. We measure it andanit. We have boosted investment in the
current plan by 10 per cent and we believe thia pl@perly identifies the risks we are aware of.

In conclusion, Hydro Tasmania remains strong batlts financial position and in its key
assets. There will be no complacency as we maveafal.

CHAIR - If | can ask a question from your comment alemuther situation similar to the
one we have recently gone through, that Hydro Tasma&ould be in a position to get through
that, and | take it comfortably, is that what yoa saying?

Mr EVERY-BURNS - That is what | am saying.

CHAIR - What do we have in place now that we did notehiavplace before? More water
storage, more than we started with?

Mr EVERY-BURNS - At the start period around this time, when tterage is getting low,
storages were probably in the early twenties. h&trhoment the storage is sitting at 46 per cent.
They are more than 20 per cent above where theg iwdhe equivalent period last year.
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| am advised that with that starting position we géathstand a Basslink outage every bit as
big as the one we had. And we can withstand tredlvee conditions every bit as similar to those
we had.

CHAIR - You are pretty certain of that position?

Mr EVERY-BURNS - It is evidenced. We know what the burn of wates from the
23 per cent position to the 12.5 per cent positieer the whole period. If that was repeated we
would come out with substantially more water. ihkhit is self evident.

Mr GAFFNEY - After we spoke last time you mentioned you waéoeng a reassessment of
what you think is a good number, a good percentadpe at. Have you furthered that or has that
report been finished or compiled? We are sayingd6cent is a good number but what is the
bottom line? What are you aiming for all the time?

Mr EVERY-BURNS - Forty-six is a high number at the moment. We @ontinuing to
work with the taskforce. The taskforce has beargdd with that responsibility, to produce the
interim report. With their suggestions on thoseage levels and so on, by about December, and
the final report in June next year. We have viand we are having input to the process but
essentially we do await the outcome of their reptirts progressed, the work is in hand.

CHAIR - On the water storage, what are your predictmmsvater storage with the weather
forecasts that are coming in? | know this is aaar

Mr EVERY-BURNS - | can answer that fairly clearly. | do not egpstorages to increase
much from this point because of the normal seasaitahtion, which is the rain begins to fall off
in this period. Our draw on storages normallybiewt 1 per cent a week in very round terms.

Mr DAVY - If there is no rain at all and no outsources.

Mr EVERY-BURNS - From what we are seeing at the moment the irgflawil continue for
a period because the ground is wet. The drawceiitinue at the normal rate. | would not expect
it to keep peaking from here. From here we ar@ wery good position but | would expect it now
to decline down the ramp. It will be carefully whéd.

Ms FORREST - On that point, what is the base line you wanstiok with now and in the
future? We know Australia has droughts, no doubtwil have another one.

Mr EVERY-BURNS - We are going to be informed on the baselineccoedance with the
taskforces outcomes. We have set ourselves, imtegm, a target for the end of the financial
year with at least 30 per cent in storage. Weoargack to do that.

Mr DAVY - What we announced a few months ago was that addraim to be above
40 per cent at the beginning of summer. Clearlyavgegoing to manage that. It is at 46 per cent
now so at the beginning of December we will be \ablbve,

MsFORREST - Not through your actions particularly, though.
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Mr DAVY - No, this is what we talked about a couple of therago. This year we are
aiming to be above 40 per cent at the beginninguaimer and above 30 per cent at the start of
the next financial year so we are well on trackcbieve that.

Mr EVERY-BURNS - | believe it is partly through Hydro's actions. Wave had a very
conservative operating strategy and we have goh@foour way not to use water in the major
extent we can so we are trying to make sure thatgpill occurs it is going to occur in areas
where we can generate as heavily as possible butawe been holding on to majors so that is
where most of the storage rebuild is occurrings fuite deliberate.

MsFORREST - | accept that but the rain has come.

Mr EVERY-BURNS - If the rain had not come it would have simply meart had to do
other things in addition and it would have cost enmroney but they would have been done.

CHAIR - Again on this point, the 46 per cent water haddi right now if you looked back
over say a 10 year period what have been your watklings at about this time of the year,
coming into the summer, for the lower rainfall @®2aAre you able to average that out? | guess
you would.

Mr EVERY-BURNS - The company could. Chair, you are asking me atgpreand | do
not have that information at my fingertips. lhsalthy comparatively.

CHAIR - Are you in a much better position now than yavédnbeen generally across those
previous years? Are you similar or below it?

Mr DAVY - My expectation is that in the lead up to théboarperiod we have probably had
more because we had deliberately stored more &mpiriod but in the preceding periods | would
not expect us to have been quite as well off. dlrtbt expect but numbers could be checked if it
was critical.

Ms FORREST - The AETV evaluation; we had a briefing with tAeiditor-General last
week as well after he published his report. | wango through a few points and get an answer
from whoever feels best placed to answer. In answ& question you gave us back in that 1
September meeting you gave us the car book valuheoCCGT of $16.7 million, down from
$75 million,

Mr DAVY - I think we are talking about information thatsvanly provided in confidence.

CHAIR - If you are in a position we can see where thestjan is going. Are you saying to
us as a committee this is evidence that you wakiltb retain in confidence? We need to know.
The questions are being asked. Itis up to you.

Mr DAVY - Is this part of this year's annual accounts begause | think when we provided
it it was in confidence but it was already partlus year's annual accounts then we are probably
happy to answer it.

Mr SMITH - The whole number is. | am pretty sure thatsli ithere.

Mr BACON - Is it operating at the moment, the power station?
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Mr DAVY - The power station is the five units combinedre Aou asking about the main
unit, the combined-cycle unit? The combined-cyoid is scheduled to come on line in January.
We were originally planning to have it on line irctGber but that was always going to be
dependent on how good the inflows were over wiatet spring. Because they have been much
stronger than average we have delayed puttingdimdined-cycle unit on until January.

Mr BACON - If you wanted to fire it up, say you made theigien to fire it up today for
whatever reason, how long would that take to geaemaergy?

Mr DAVEY - Itis about a 14-day lead time.
Mr BACON - In terms of when the decision was made last yefgre Basslink went down,
to recommission the power station, how long did than take for it to generate power at that

time? A number of months?

Mr ALBERTINI - It was about nine weeks, say two months. The&® a piece of work that
the original equipment supplier said that we shalddefore we fully put that unit on line.

Mr BACON - What was that work?

Mr ALBERTINI - It was one of the turbine air coolers. It nekdefurbishing before the
unit could go back in service.

Mr BACON - In terms of when it was announced it would bedsoid decommissioned, |
think on 12 August, what was done to the planhat time?

Mr ALBERTINI - It was not decommissioned so there was no attiken that prevented
the plant from being put back into service. Thanplwas in dry lay-up but there was no
equipment removed or services removed to the unit.

Mr BACON - In terms of dry lay-up, before the decision wasdmto seek expressions for
the sale of the unit and in the past it had opdrabe Crean, the former chairman, told us on
Friday it could be fired up in a matter of days wiliebecame commercially -

Mr DAVY - What is Mr Bacon referring to here?

CHAIR - Can you make it clear?

Mr DAVY - He mentioned Dr Crean.

Mr BACON - Dr Crean gave evidence to the committee on Friday

Mr DAVY - What was the status of his evidence?

CHAIR - His evidence was public evidence that was ginetne public arena. It was open
to the public. It will be posted online as soomascan get the drafts up.

Mr DAVY - Was it posted on line?
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CHAIR - It will be. It was on Friday.
Mr DAVY - Was notice that he was going to be?
CHAIR - It was probably that day.

Mr BACON - Because he appeared by telephone, I think itrvaagelevised because there
was no-one here on camera.

CHAIR - It was an open, public session.

Mr EVERY-BURNS - To be fair, can | request if there is any refiees to what you have
heard Dr Crean say, that we have not, can yous$eNhat was said, so we are on the same page.

CHAIR - The members are entitled to ask you questioasdame from that evidence. It
was in the public arena. If a question comes foora of our members in relation to that and you
would like to take further advice or want to re&d transcript then please say that you prefer to
take it on notice so you can look at the trans@aiqt provide the answer in accordance with that.

Mr EVERY-BURNS - He is only suggesting at this stage that if tedhe situation, can you
preface the question with whatever the statemesu et least we know what was said.

Mr BACON - Yes, no problem. We do not have the transcrgpé bbut from what Dr Crean
said, the power station could be fired up if it wasmmercially appropriate to do it within a
matter of days and produce energy. You talk abloeitcombined cycle unit being put into dry
lay-up after the Government made the decision ¢t s@pressions of interest.

Mr DAVY - No, that is not correct.

Mr BACON - Which bit?

Mr DAVY - The combined-cycle unit had been in dry lay-oipd number of months prior to
August. There was no change in the operationalst# the combined-cycle unit.

Mr BACON - When did the combined cycle unit go into dry lgy?

Mr DAVY - It had been in dry lay-up for almost 600 daysthg time it came back into
service. | think the last time it had operated ®akily 2014.

Mr ALBERTINI - We received it in 2013, operated it for a year.
CHAIR - Can we get that date clear?

Mr DAVY - The CCGT had been in dry lay-up since it lagtraged on 3 June 2014 and it
was returned the service on 20 January 2016.

Mr BACON - Who may the decision to put the unit into dry-lgy?

Mr DAVY - Hydro Tasmania.
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Mr BACON - There was nothing done to the unit until Novemhst year or December last
year?

Mr DAVY - There would have been lots of things done.

Mr BACON - There was maintenance done?

Mr EVERY-BURNS - Dry lay-up is about storing it in a completeleperved condition. It
is not about shutting it down in an orderly fashidhis about opening it up and leaving it in the
condition where it has dry air put through it. Yda everything you can to totally preserve it.
That total preservation meant, what you have qubte@rean as saying to me does not sound at
odds with any position we have already put. Thgatii was intended to be commercially
available, it was intended to be fully available &ale, and it was intended to be in perfect
condition. That is the intention of the process.

Mr BACON - So it would have been fair to say there was nwegwogenerated by the
combined cycle unit at all in the financial yea2it14-2015?

Mr DAVY - That is correct. In the financial year 2014-2Ghere would have been no
generation from the combined-cycle unit.

Mr BACON - And so through that whole financial year theresw@ point where it was
commercially appropriate to use the unit? Thers wa value for money in running the unit
during that financial year?

Mr DAVY - That is what we calculated at the time, yes.

Mr BACON - Yes; the drought effectively had started at ffexiod?

Mr DAVY - No, the first drier than usual month was Septen2®15.

Mr BACON - September 20157

Mr DAVY - Yes.

Mr BACON - And then the decision was then made in Novemk@o?ry, | have forgotten
that November date.

Mr DAVY - We started looking into it in October and we mdalde decision to return in late
November.

Mr BACON - So the unit was not effectively in dry lay-uptstan the 2013-2014 financial
year, where it could be fired up in a matter ofday

Mr ALBERTINI - No, the unit was in dry lay-up from 8 July 205310 December 2013.

Mr DAVY - Right. So maybe we can explain what dry lay-lgans?
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Mr ALBERTINI - Itis to leave it in a state of readiness. Thwre of the unit, unless it has
dry air going through it, then all the cooling tgbare subject to corrosion and would cause
damage and would not be able to be restarted quickl

Mr BACON - So there is a 14-day period to fire the unit tgh® moment and the only
reason it took nine weeks is because there wag afte unit that had to be refurbished?

Mr ALBERTINI - Not the only reason. Christmas occurred dutivag period of time. The
rest of the power station had been operating toghthe unit back without a crew. The crew had
Christmas off and we returned the unit after that.

Mr BACON - So the seven weeks is due to Christmas and toothar thing you talked
about?

Mr ALBERTINI - In the normal process and as it had been inadmup for a particularly
long time - 600-odd days - to ensure it ran relidhben a more comprehensive check was done.

Mr BACON - Dr Crean also said in April 2014, he gave thstforesentation Hydro gave to
the Government presenting the sale of the comligeld unit as a possibility. He never got any
feedback from the Government before he then lefrdhe. So my question would be were you in
that meeting in April 2014?

Mr DAVY - | really can't recall.
Mr EVERY-BURNS - | was not and | have no knowledge of what yautalking about.

CHAIR - As | previously said if you would prefer to talteat on notice, it is understandable
as you have not had an opportunity to read thes¢rgst of Dr Crean.

Mr EVERY-BURNS - No, it is a statement that is made. | donhkht causes us much -
Mr DAVY - | am not trying to be difficult. | just do nohkw whether | was at that meeting.

Mr BACON - So he said the first meeting with the Governmeat in April after the
election. There was a range of options put toGbgernment that included the possible sale of
the combined cycle unit. A value of $100 milliomsvconveyed to the Government at the time as
what Hydro expected. It was a preliminary evalatirom your point of view, but that
$100 million sale figure was put to the Governmientthe combined cycle unit to be sold at that
time.

Ms COURTNEY - Point of order, Mr Chairman. | do not recatirfr the meeting we had on
Friday with Dr Crean that level of detail being yded specifically around that meeting.
Without the transcript, it is very difficult to beble to reflect on what was actually said at what
time because | took notes of the meeting but

Mr BACON - You do not have to answer the question either.
CHAIR - The member is referring to a discussion relatirgginformation he is of the view
was given and | know | cannot be certain. | haoeraad it either, so are members clear on that

position?
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Mr BACON - The meeting was in April - the sale of the powstation was put forward, as
was the valuation. From your recollection did thappen in April 20147

Mr DAVY - | can go back and find out, but | do not have amgord with me of that
meeting.

Mr BACON - Do you recall your first incoming briefing withé Government?
Mr DAVY - There were many briefings with the incoming goweent.

CHAIR - Would you prefer to take that question on nétice

Mr DAVY - What is the question? Did we have a briefingomil?

Mr BACON - Yes, and was the sale of the power station putdad to the Government in
that meeting?

Mr DAVY - | will take that on notice.

Ms FORREST - | will ask the whole question, because thislli®a the public record. It is
on our website and it is in the question answerddigly. There were some private answers and
some public answers. | am not saying anything ihaot publicly available. In September you
gave us a current book value of the combined-cgele turbine of $16.7 million, down from
$75 million in 2015 - a drop of approximately $58lion-plus. The Auditor-General referred to
a drop of $40.82 million, so | am interested in whygre is a difference. Are you saying the
CCGT only has a value of $16.7 million?

Mr SMITH - The answer to that question is yes. Currentlyoar books the CCGT is
valued at $16.7 million. There is some other eaugipt on that site valued at around the same
amount, which is the FT8s and the Trent, and thtt gou up to $40 million on the books.

Mr DAVY - The explanation of the discrepancy is the vatuatf the other units, which we
would previously assume to be zero, now have pesialues -

MsFORREST - | am looking at the CCGT value rather than thele lot.

Mr DAVY - The CCGT value has changed by as much as yowglsilated, but the other
four units were previously valued at zero, but raver valued at small positive numbers.

Ms FORREST - When you took over the CCGT it was valued at rapjmately
$99 million -

Mr DAVY - | believe that is what we wrote it down to in dist annual accounts after we
received it.

MsFORREST - You are saying that is what you believed it wasth?

Mr DAVY - Yes.
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Ms FORREST - And then the potential sale at the time was i&ibon. It is now
$16.7 million, which continues to fall away. Yooutd argue this was what kept the lights on
during the energy crisis, so does energy secudatyfactor into this valuation? What constitutes
the valuation of only $16.7 million?

Mr SMITH - According to the methods we have to use in cgpants, the asset is valued -
it is the higher of its value in use for its saldue less cost of sale. The value in use was gate
zero, so it was the resale value less costs. Weahadvisory firm, Craigie Engineering, which is
very experienced worldwide, to give us the mosenéwaluation as part of the annual audit. That
is how it is valued.

MsCOURTNEY - Is that valuation method stipulated through actimg standards?
Mr DAVY - Yes.

MsFORREST - So we can expect it to stay at a similar vabrath coming years?
Mr SMITH - Yes, | would expect so.

Mr EVERY-BURNS - This is exactly the issue boards and manageniao¢sall the time.
The circumstances in which it was used, have beengane, the machine is now sitting there
fully available. You said it has all this currerdlue for energy security. | am saying, hand on
heart, we do not need it for energy security. E¥e&re went through what we have gone through,
it is unlikely we would have to fire it. We mawtat is most unlikely.

Ms FORREST - You are saying that an extended outage of Bdssind another severe
drought, you wouldn't need to fire it up.

Mr EVERY-BURNS - We could work it all through, but that is my camtien right now.
From where we are sitting, it is unlikely we wouleled to.

Mr BACON - At this point?

Mr EVERY-BURNS - Yes, Scott, at this point. When you are lookihgad and you are
trying to put valuations around these things, Myileseflecting these standards that are used.
Does it have a value in use? Could we projecivamee stream that emerges from it, the answer
is no. Then you fall back to, does it have a salkie? Initially, we believed it did - for
reasonable reasons we believed it had a sale vaiude most recent estimates from people who
look at the world market - which has moved duritighas activity, as the years go by the market
moves - they are saying to us the cost of pickingj dismantling and finding a buyer means that
the residual left, in terms of value, is very smdlhave no reason to doubt the original figures w
looked at. Ruth noted that the figures quotedhattime we took the asset on, seemed to be
reasonable. Now we have other good advice, we haveason to doubt that.

Ms FORREST - While we are on AETV, | want to talk about soofehe contracts. These
are areas we did not perhaps go to. We have talkedt AETV before, but the expert panel
report talked quite a lot about this. | am sure flave read that.

Mr EVERY-BURNS - For 20127
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Ms FORREST - Yes. It talks about the hassles, basicallywbeh Hydro Tasmania and
Aurora, as owner of AETV at the time. Aurora usesitractual arrangements with Hydro
Tasmania to secure a better deal in respect afdhecontestable customers, which is what it says
in that report. It also said that if Hydro Tasnsaexercised an option to supply more of the
contestable load to Aurora, putting Aurora in aif@s it could not operate the Tamar Valley
Power Station profitably.

Mr EVERY-BURNS - | am sorry, you are catching me completely offabak. | do not
have detailed knowledge of the report. Steve,may be able to answer better than me on this.

Mr DAVY - What was the last point you made, Ms Forrest?

MsFORREST - In the expert panel's report it said that Aurorasusontractual arrangements
to Hydro Tasmania to secure a better deal in réspleds non-contestable customers. Then
Hydro Tasmania exercised its option to supply nuomgtestable load to Aurora, putting Aurora in
a position where it could not operate the Tamateygbower station profitably. | am not making
it up, this is what they said in their report. dnder if there are any matters that hang over from
those previous arrangements. Can you also preade information about the gas contracts that
you inherited as part of the AETV? Are they stilplace, the supply in respect of the take or pay
gas contracts and tolling arrangements, the hdgpitge? It has never been clear to me what
was take-over, what wasn't.

Mr DAVY -1 can answer that.

Mr EVERY-BURNS - Yes, just commercially sensitive please.
Mr DAVY - Yes, that's right.

Mr EVERY-BURNS- | am not sure it is in the public arena.

Mr DAVY - No, but much of the information is. In regard toyaverhanging issues to do
with the contractual arrangements that existed éetmHydro Tasmania and Aurora before the
transfer of the AETV assets, no there are not. oAlbur contracting activities are current. They
have all been entered into since that time. Tiger®thing that overhangs from that area. Does
that answer that question?

MsFORREST - Yes.

Mr DAVY - What was transferred to Hydro Tasmania in June 20d3the AETV company,
which owned the power station, which had effecfiveeen renamed Aurora Energy Tamar
Valley and a company called Alinta Energy Tradimgl ¢arketing. That company contained a
number of arrangements. A gas contract with E44B;Byas transportation arrangements with
TGP and it also contained a tolling arrangemenh @airnsdale Power Station which is, as it
happened, owned by Alinta Energy. It is a tollarxgangement for the Bairnsdale Power Station
which is in Victoria. There are also a number atlbto-back arrangements where we were, at
the same time, buying the gas and buying the tateson, selling the gas and transportation on
to the retailers of gas here in Tasmania and @otoe of the major customers in Tasmania. All
those gas arrangements, those contractual arranggnveith the exception of the Bairnsdale
arrangement, expire either at the end of 2017amecto the end of 2017.
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MsFORREST - They all expire at that time?
Mr DAVY - The arrangements that were transferred to us8. Y

Mr BACON - When was the decision made to make the workertheatpower station
redundant?

Mr DAVY - That decision was made in August of last year.
Mr BACON - When were the redundancies paid out?

Mr DAVY - | do not recall the exact dates. It would hdex=n different for different
individuals.

Mr ALBERTINI - Not all of them were paid out. A couple of {eople we re-contracted.
So, just whatever the agreed terms were.

Mr BACON - How many workers were at the power station utijust 2015?

Mr ALBERTINI - Approximately 30.

Mr BACON - How many were made redundant in August 2015?

Mr ALBERTINI - | believe the number was 12.

Mr BACON - So, 12 and they were re-hired, or were thosetipagiefilled later in the year?
Mr ALBERTINI - Some of those positions, yes. Not necessatikedor like arrangement.
Mr BACON - How many staff are at the power station now?

Mr ALBERTINI - | believe 24.

Mr BACON - | think you said they were offered a redundaneg then contracted back so
there was a redundancy paid? About what timelditidccur?

Mr ALBERTINI - When we decided to recommence the operatioheopbwer station.
Mr BACON - In November?

Mr ALBERTINI - That sounds about right but | do not have thecsig dates in front of
me.

Mr DAVY - We have been asked these questions on noticprawidled the answers already
SO we are going over old ground.

CHAIR - | should have commented at the beginning on tfdtat will happen with some
guestioning. | do not really apologise for thatdgse a lot of things have happened in the
meantime but | ask members to try to be conscidubase areas we have previously covered.

PUBLIC ACCOUNTS, HOBART 21/11/16 (EVERY-BURNS/DAVY/SMITH/STEVEN/
ALBERTINI) 12



PUBLIC

Unless there is something new coming from it, befch because there is not much to be gained
from repeating questions.

Mr EVERY-BURNS - Chair, we are in the same position becausepasgy with the efflux
of time, we may answer questions here slightlyedéhtly but it does not mean the answer is
different. It has to be accepted.

CHAIR - We will be aware of that. That is the same with other energy authorities we
have had back and other witnesses. We underdtahd t

Mr EVERY-BURNS - That is why we have been hesitant to some extéfg think we have
answered before and it will not get any better.

CHAIR - Sure. This is not a position we brought on tfeg purposes of trying to catch
anybody out. It is not the case. We are very tstdading of that and we will note that in going
through. Thank you for raising it.

Mr DAVY - | am drawing to your attention that we have adiebeen asked questions about
the redundancies, the return to service and whoreramployed. We have taken some question
on notice. We have provided those answers. Hetiesomething new, we are happy to answer
something new but this is so far very much deja-vu.

CHAIR - | ask our members to be conscious of that btitafquestion is asked | would ask
you do your best in answering it again.

MsFORREST - Going back to AETV in terms of your annual reépehich describes AETV
as having two business activities and a loss ofita860 million was reported in financial year
2016. What was the loss associated with the gBoeractivities and the loss of profit gas sales
and gas transport sales? Can you provide us vd#seription of the gas related activities and the
contracts of the gas transport and gas sales airddilration? | am trying to figure out where the
profitable bits of the business are and wheredhksds are coming from.

Mr SMITH - In our annual report when we split these segmetés up, this is about as
detailed as it gets, so you are asking for morailddbehind each segment?

MsFORREST - Yes.

Mr SMITH - That is not something | can give you off the tdpmy head. Can you repeat
what sorts of things you are after?

Ms FORREST - The loss associated with the generation aawiind the loss of profit
associated with gas sales, gas transport sale prabably needs to include a description of the
gas related business of AETV and the contracts feeldas transport and gas sales and their
duration. You can put it in writing too if you wian

Mr DAVY - Yes, we do not have that kind of detail to hdma, we will take it on notice.

CHAIR - We will do as we did on other occasions. Thestgions you take on notice, we
will put in writing to you so there can be clarity.
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Mr DAVY - | think that is commercial as well. We can that in our answer.

CHAIR - If you can answer now that is good, but if yaed the time then that is acceptable.
The reason for that being that there could be othastions arising from the answers you
provide. We do not want to have to bring you bagkin and we can put any further questions,
back to you in that form.

Mr EVERY-BURNS - We could help bit by commencing an answer on tfigere is a loss
associated with generation in that figure and thera loss associated with the gas transactions
that is not broken up here.

Mr DAVY - The operating result is the $28.7 million in tenual accounts as the result
before [inaudible] movements. We already providat tevel of break-up. To provide another
answer which is how much of that 28 was generaaod how much was gas wholesale
transactions, we do not have that level of detieh

Mr EVERY-BURNS - We can acknowledge some of that loss is assocwtbdhe legacy
contracts, because there is a loss built into thermanently and we have already made those
statements publicly before. Some of it does gthéoway we accounted for generation activity.
We used gas to create the power and is whereddé#tanal gas expense comes from.

Ms FORREST - We are asking for a bit of a break up of theuatipents and eliminations to
help us to understand what is losing money, whabtdosing money and what is making money,
because something must be.

Mr SMITH - Part of the reason we cannot answer straighy asvéhe note before it, which
is the deed of cross guarantee. We do not doafidbunts for AETV. ASIC has given us an
exemption because they are part of our group, #0@gnt owned. The sort of questions you are
asking are quite detailed and we would have toagk land make some assumptions to work out
what cost you would allocate to what things anchty@u could work out profitable segments.

Ms FORREST - Is not that a reasonable question in view offde we are not selling it
now? It is going to be part of our generation ssad the contracts are potentially up for
renewal. There is obviously work to be done ther#. is a relevant thing in terms of
understanding the risks or the opportunities ferlibsiness.

Mr DAVY - We will take the question away and come up \a&itly answer. We do not have
the numbers to hand.

Ms FORREST - On your income statement, page 48 of you anmajpart, can you provide a
break up of the sales of products and servicdsamparent company's income statement? Coming
back to a question asked during the year to prog@teils of other revenue of $154 million from
the Auditor-General's report. Can you provide eakrup of all revenue from the parent company
as we received last year from the Auditor-Generapert. He does not breaks it down to such an
extent and | unfortunately left that in anothercgla

Mr EVERY-BURNS - Whatever you saw in the Auditor-General's repast year in terms
of the revenue breakdown, you are asking if wegiaa you a similar -
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Ms FORREST - No, you provided an answer based on the Audheneral's report last year
about the other revenues and | am asking for akbtoeen of all revenue of the parent company.
We have the sale of products and services, fatrevghins, share of profit and joint venture and |
need other. You did for last year and | am loolkanghis year.

Mr SMITH - The Auditor-General did it last year.

MsFORREST - You provided some further detail to it.

Mr SMITH - The Auditor-General may or may not have doné dlgain this year.

Ms FORREST - | am asking you to do it. Unfortunately, | I¢fte Auditor-General's report
somewhere else and | cannot put my hand on iteahtbment, but | do not think you did. |
looked at it.

Mr DAVY - We understand the question.

Ms FORREST - The short turnaround from the Auditor-Generaled his report and now
we are back here again. We are only human toaisrside of the table.

Mr SMITH - I will try to get you an answer within this sessif | can.

MsFORREST - | also need the direct costs in other, which larger line item for the parent
company. Other revenue and other expenses.

Mr SMITH - Okay.

Mr BACON - There is a provision in the accounts of $33.8iamilfor the decommissioning
closure and site rehabilitation of the Tamar Vallegwer Station and that the work is not
expected to be undertaken until 2039. When yowewgeeking the sell the power station, were
there discussions about when that work would nedxtdone if the power station was sold?

MrsRYLAH - You mean the combined-cycle unit, Scott?

Mr DAVY - Yes, that is a very good point. The discussiomes were having with the
Government were about selling the main unit and detommissioning the site. The
decommissioning costs of the site would only oagben all the units at the power station were
no longer used. Of the five unit on the site nomnly one of the five would be sold and the other
four would be remaining. Decommissioning the gitaild -

Mr BACON - There were no discussions about that at the time?

Mr DAVY - | do not think we changed the provision for Hite rehabilitation as a result of
wanting to sell the CCGT.

Mr SMITH - | think we did change the assumption about tldeBzll Bay power station.
When the situation of last year's events, we pushadout a bit because we would not have had
the resources to do all that.
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Mr BACON - It is about having the funding available to béealo decommission that site
rather than manpower?

Mr SMITH - It was more about manpower because we were ibg&lling diesel. That is
not TVPS, that is the old Bell Bay power station.

Mr BACON - No, it is the other one that has the $24.1 milliso you delayed that work
until 2017 through to 2021 rather than do it durithg energy crisis? Are they the same
workforce that operates the current power statibat would decommission the old power
station?

Mr ALBERTINI - We have used resources. No, that is past tesishe Bell Bay Power
Station, the old thermal station, is decommissionethis would be for demolition and site
rehabilitation.

Mr BACON - Right, so it is a different workforce?

Mr ALBERTINI - They are specialist demotion contractors typycal

Mr DAVY - We also utilise the old thermal power statidie sis one of our supplementary
diesel sites. That is the site we installed theeahTM2500s. Some 75 megawatts of diesel-fired
turbines were installed at the old thermal powati@h site so we couldn't very well undertake

demolition activities while we were doing that.

CHAIR - I have a question in relation to the annual repad | take it under a heading of
contingent assets and liabilities and | refer ® plenultimate paragraph in that section where it
reads:

The corporation has made claims against Bassligk_tt (BPL) in respect of
contractual arrangements between the corporatiah BIPL concerning the
Basslink interconnector. The claims relate to dlaéage of the interconnector
between 20 December 2015 and 13 June 2016.

Is Hydro in a position to provide the committeehat figure?

Mr EVERY-BURNS - We are in a position to provide that informatiolVhat is written
there is correct.

CHAIR - Yes, | have read it from your annual report.

Mr EVERY-BURNS - What are you looking for?

CHAIR - You talk about a position there and there idaantrelating to the outage of the
interconnector between that period of time, so lesking are you able to provide the Committee
with a figure?

Mr EVERY-BURNS - No, | think that is subject to legal professionaliege.

CHAIR - Can that information be provided in confidence?
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Mr DAVY - We would have to take advice even on that, whetinar was something we
could do.

Mr EVERY-BURNS - We are happy to look into it.
CHAIR - You opened it up in your annual report.

Mr EVERY-BURNS - | am happy to explore this bit of the discussioncamera but |
cannot suggest that we could answer your question.

CHAIR - Okay. We may need to go in camera at the enth@fsession to pursue that
further.

Ms FORREST - In your cash flow statement there are proceents financial derivatives,
$54 million.

Mr EVERY-BURNS - What page?
MsFORREST - Page 51 of your cashflow statement.
Mr EVERY-BURNS - Just so we can be certain we are looking at the $haimg.

Ms FORREST - | understand this has been invested. If yok looder investments in the
balance sheet, one would guess that would be st @asseducing debt by $60 million this year.
Note 15 on page 75 talks about that. Is that eecoassumption or not?

Mr SMITH - Is your first question, what is that process froenihtive, the $54 million?
MsFORREST - Yes, you can start with that and then we wilvgat it was used for.

Mr SMITH - That is a product of the way we trade electioh the Sydney Futures
Exchange. When we write contracts there, whichdideduring the energy crisis to make sure we
had enough energy, we bought energy. When the goes up then every day they calculate
whether you owe money or the counterparties oweeyamnd then that cash comes in so we had
about $54 million came in from the SFE so it dadesman we have earned it. You would
technically have it if we closed them all out bwitsicash that is ours but possibly not yet ouss, s
we keep that separate until we have closed thosiiges but as to did it get used to pay off debt,
all of the sum of all the cash flows in and out e things that we look at and then we adjust the
debt to fit that as a whole position and lookingsard to what we can see coming.

MsFORREST - So your debt is still increasing overall?

Mr SMITH - No, our debt is going down.

Ms FORREST - According to the Auditor-General on his assesgmthe summary of
borrowings from his report, the closing borrowinfygg 2013 was $900 million. In 2014,

$858 million; 2015, $850 million; and now in 20H®05 million.

Mr SMITH - | don't have that in front of me but that thaithe debt line, so there will be
other ins and outs down the bottom. If you havieak at the net debt line, that is what is
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happening with our debt. Net debt is not in theush report. What was the last figure you read
out?

Ms FORREST - $905 million.

Mr SMITH - $905 million is the face value of all the deb¢ Wave with Tascorp. That is
before things such as this $54 million. We hawetadebt figure which takes into account -

Ms FORREST - So effectively the $54 million is used to paywhodebt. You say it is less
than that, that the debt is reducing.

Mr SMITH - No, it doesn't pay down debt. Paying down dednild be closing out some of
the $905 million. It is part of our cash position.

Ms FORREST - How do you see your debt levels? The Auditon€al raised the point
that the bottom line is still increasing. Theraietter of comfort there from the Treasurer.

Mr SMITH - Right now the debt is not increasing.

MsFORREST - You still require the letter of comfort, though?

Mr SMITH - Yes, we do.

MsFORREST - Is it your intention to try to get a position e you don't require that?
Mr SMITH - It certainly is.

MsFORREST - What is the time frame of process for that?

Mr SMITH - It's within our corporate plan period. We thiwk can be stand-alone within
the time of our corporate plan period.

MsFORREST - Are we talking the end of this financial year?
Mr SMITH - No, maybe two to four years.
MsFORREST - Give me an expected time.

Mr EVERY-BURNS - | refer you to my opening remarks. We are indyebhape. We
intend to pay down debt, our target this year igraximately $50 million of debt reduction, but
over the next few years it depends on our havisgudisions with government. The more funds
we can retain from our earnings, the more we v@# to pay down debt. The less we can retain
of the profits we make, the longer it will takepgay down the debt.

Ms FORREST - So it's a balance between returns to governnpaying down debt, and
getting rid of a letter of comfort?

Mr EVERY-BURNS - Absolutely. We're not trying to be evasive arglave not suggesting
Hydro will be unprofitable. Hydro will be profitéd and we are going to drive it to profitability
and then we're going to work with government tottryuse as much of those funds as we can to
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reduce our debt, hence not need the letter of adrafal get into a position we are much more
comfortable with. That is where we are aiming tolmit to give you an answer on that, we just
don't know.

Ms FORREST - | am asking for an expectation of when you avdamger going to need a
letter of credit and the paying down of debt.

Mr SMITH - It is difficult for me to answer questions oretiuditor-General's figures
because I'm not sure what they are. If we go ge@d® of the annual accounts - in the financial
results section - if you look at table 2, theraiset debt section. This clearly shows where the
debt is headed and it is headed down. In 20Mast $851 million; in 2015, it was $839 million;
and in 2016, it was $827 million. As we sit notisia lot lower than $827 million.

MsFORREST - The Auditor-General has raised a flag in hisorep

Mr SMITH - That's not what | am saying, so that is sometlyiou might have to take up
with the Auditor-General.

Ms FORREST - Going back to the financial derivatives, whicle started talking about
from the cashflow statement, note 20 on page %hefannual report, it is a couple of questions
about trying to understand how this works. It@ an easy thing to understand for anybody. In
fair value' you talk about three different wayevels one, two and three - where three different
valuation methods are chosen - quoted market prinasket observable inputs and non-market
observable inputs. Can you describe the energggrierivatives valued by level one method,
and method two method and by level three method?

Mr SMITH - Yes, | can. Obviously note 20 is a very longl @omplex note, a number of
pages, and basically each part of the note lookseaderivatives in a different way to give you as
much information as it can. This note, as withtladl notes, is governed by accounting standards
and what the standard says is that when you val@sset the most preferable way is level one. It
is a transparent deeply liquid market where thsra price quoted. That is all the things in the
level one column. Level two is a valuation teclugdput it uses observable market inputs so it is
not a pathway between. Level three is when youd ieevalue something but there is not a
market. When you are valuing aspects of Basslikk, the Basslink Services Agreement, the
BSA, which relies on the difference between Tasmaramrices and Victorian prices you cannot
go to a market screen anywhere and look at thdiat 1§ a very complicated process of sitting
down with the auditors and going through a model tarey have to be happy with every part of
that model and that is how this number is done thegt have a specialist team, it is either the
Melbourne or Sydney office, that has a look at Waiiation. It is quite difficult to do but thei®
no other way to do it otherwise we would use alleme or two method.

Ms FORREST - Some of us do try and understand it a bit - dessipeople who have to.
Thanks for that and still on pages 90-91 partidylathe largest group of energy priced
derivatives used the level three method and thetéw@eneral in his report says the contracts
for the major industries were valued as derivatiostracts. Are these derivatives requiring level
three non-market observable inputs to value, majdustry contracts? When the value of
generating plant goes up so does the liabilityhefrmajor industry contract | presume, or does it?
Is that how it works? When the value of a genegaplant goes up so does the liability of the
major industry contract. It is a question, yes?
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Mr SMITH - Yes, that is part of the story of the account$ie derivatives that you have
already bought, the contracts you have alreadyelddék, when the price goes up they look worse
when you market them to market. That is a negativaber. Then on the other side you have
still got lots of energy still to generate so whgyu value your assets using this method with
higher prices you get a higher asset value.

Mr BACON - So it is offset?

Mr SMITH - It may or may not be offset. They go in differelirections and in the case of
this annual report we are looking at, the assetesent up.

Ms FORREST - An increase in the value of the generating aaset largely off-set by the
fact that the MlIs have locked in contracts. I tha case?

Mr SMITH - In the short term.

Mr EVERY-BURNS - In this particular year it was those combined @ffe Derivative
value drove down as asset values drove upwardshancbmprehensive income line then became
almost balanced.

Mr SMITH - | think that is a good point. | know this iscamplex report but it is easier to
understand it,

MsFORREST - Is it?

Mr SMITH - if you think that there are two major driverddost of these numbers are
related to one or both of those drivers. The forse is the very difficult year we had and that is
reflected in the $65 million loss. What a shopleepould say is their profit, but then at the same
time assets have gone up and it has rained arlots business is very sensitive to both of those
things. The value of the assets going forward $dailgger. In the profit section it looks like aybi
loss but when you get to the comprehensive incdateraent and you add in the asset again it is
a break-even pretty much.

Ms FORREST - The length of term of the MI contracts is poiaihy one of the factors here.
| am not asking for the names of each contractwhat length of contracts do you have with
major industries? Do you have two at 20 years?atMngth are we looking at here?

Mr DAVY - | think we can talk about what is in the public dom The largest customer in
Tasmania is the Rio Tinto aluminium smelter. Tl@intract goes to 2025.

MsFORREST - How long was that contract when it was set?
Mr DAVY - It was a new 11l-year contract when it was firsaickr The other three major
customers, which are Norske Skog, Nyrstar, and Bedd up to about the same volume. They

have a variety of expiries, which | don't think ar¢he public domain.

Ms FORREST - The length and the duration of their contraats, they all the same length
when they are set?

Mr DAVY - No, there is a variety. The biggest and the longes is the Ball Bay smelter.
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MsFORREST - What would be the shortest period of contract goter into?

Mr DAVY - It can be whatever the customer wants. Some cestomay well decide to
hedge parts of their exposure one year at a time.

MsFORREST - You have contracts of that length?

Mr DAVY - Yes, there are some arrangements that mature shotdy, but | am not going
to go into detail.

Ms FORREST - | am not asking you to do that. | am askingerms of are they all long
term? They are obviously not all long term, someecuite short.

Mr EVERY-BURNS - They are very bespoke. As | say, they are agtuallsuit the
customer and they are very -

Mr DAVY - Some customers do not choose to hedge their erdir@ut to one date. They
enter into more of a portfolio-timed approach.slhot possible to answer even for one customer
what the maturity date of all their contracts &@@;ause some customers take other approaches.

Ms FORREST - | apologise if | missed the answer to this. Mthe energy price revenue
measured using the market price as a market lepeits, what are they? What are those ones
particularly? The ones that are measured by Ielvalsd 2 basically.

Mr SMITH - For instance ones that we can read off a scrdenthie ones that are on the
Sydney Futures Exchange you can see a number dar, tthey are a level 1. Then you start
getting into two and three involve some sort ofigcton, usually some sort of future projection.
Sometimes you have markets that have quotes théb@vard in time and you can use them.

Mr DAVY -1 can probably be a little bit more specific. Th@smanian price that we use is
the regulated contract price methodology. Thaivadl you to put in some observed inputs and
calculate a forward price for Tasmanian contradtsis not a directly observed price, but it is
calculated using observed inputs. Where we havealkoulate Tasmanian revaluation numbers
beyond the observable national market prices, therare using model numbers for the inputs
rather than observed numbers for the inputs. iBhahen it gets you into category 3.

MrsRYLAH - In the market, what does the market go out torimseof the derivatives?

Mr DAVY - For Victoria and New South Wales for example?

MrsRYLAH - Yes.

Mr DAVY - Three years.

MrsRYLAH - Anywhere beyond three years you have to use a nmoohkeber?

Mr DAVY - Thatis correct.

MsFORREST - The same applies to both the assets and the tiesii
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Mr DAVY - Correct. We attempt to use the same curves on both

Mr BACON - In terms of the combined unit, and you operatehien it is commercially
appropriate to do so, can you set out what thoselitons are in terms of the wholesale
electricity price, the gas price?

Mr EVERY-BURNS- Yes, that is correct.

Mr BACON - When the gas price is at a certain level andihelesale electricity price is at
a certain point it is commercially appropriate uo that?

Mr EVERY-BURNS - No. You have to take quite a long-term view of Ytour observation
about prices, if you look at the average expeataid the fuel costs and the long term
expectations for electricity costs, you havdaok at months ahead in this case. Otherwise you
would not put the unit into service. It has a agrtoverhead to get it into service. Once it is in
service it likes to operate. Now, hydro plant isaim, much more flexible for us. With a hydro
plant, if we see a high price in the market todas,can choose to generato a Victorian price
for example - put the plant into service and puicitoss the Basslink and take the benefit in four
hours. There is what is called a commitment denighat has to be made for a gas-fired plant and
commitment decisions are expensive one-off decssiorou have to sit back and not just look at
price of gas at the moment and the price of elgttrat the moment, you have to understand
your sub-costs for the unit, the overhead in retoto service and -

Mr BACON - So that is the commitment cost?

Mr EVERY-BURNS - There is a commitment cost so you have then haketide, am |
prepared to make the commitment and then leaveséiivice for a month or two or three months
or whatever will genuinely repay the cost, otheewsu are burning the state's money. That is
the dilemma we face. The combined cycle plant Eadicularly inflexible plant. The Hydro
plant is particularly flexible so you have your rstges sitting behind it, decisions can be made
very quickly. Even open-cycle gas turbines doat¥ehsuch a commitment decision associated
with them. It's much shorter decision times.

Mr BACON - There was no point in the 2014-15 financial y@here those conditions were
met but you made the decision not to run the peiation -

Mr EVERY-BURNS - Not that | am aware of because it was so overwimgjithat it cost a
lot of money to make a decision to commit or recatnm

Mr BACON - When you say a lot of money, is there a roughrégyou can put on that?
Mr EVERY-BURNS - Millions.
Mr BACON - Ten million? Five million?

Mr SMITH - It depends if you are talking about the speafist of getting it going or the
more fuller economic picture.

Mr BACON - Either or.
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Mr EVERY-BURNS - No, but it is worse than that. It is not just dt@mmitment cost; it is
that you would then be running it through night atad/ at times when you knew the market
prices are going to be well below gas cost. Asxample, gas costs may well be $60 a megawatt
hour in effect and you watch the market go to 3@ ywou have committed to running it so you are
just burning money. It is not just $1 million tetgt into service, it's the corporate view thatiyo
are going to waste money, so for the small amoantrgake in the peaks, which you would make
money out of, you take the view that there is maghn it.

Mr BACON - Because you have to run it 24 hours a day?
Mr EVERY-BURNS - Yes.

Mr BACON - Through that 2014-15 year, how often were yokilog at those decisions? Is
it a weekly proposition or -

Mr EVERY-BURNS - | can't answer it but it was well known what therke# payments
were. It was well known what the costs of the beads were.

Mr BACON - So it is not under active consideration all tineet whether or not you run it?

Mr EVERY-BURNS - No, you had hydro plant there which is your -

Mr DAVY - Now it is under active consideration all thedim

Mr BACON - But at that point it wasn't?

Mr DAVY - It was not an option. At the moment we are coneditb operating the power
station in January and we have been actively censiglthe commencement time of its operation.
During winter we had made public statements thatwees contemplating putting the unit into
service in October and we chose not to do thatusecaf the amount of water that was around
and fitting it into our dispatch and making thaprafitable activity wasn't possible in October.

Again it wasn't possible in November so we havetlpat off to January.

Mr BACON - What was the difference in the 2013-14 year dreh tthe 2014-15 year in
operating the power station, and why was it operateéhe 2013-14 year but not in 2014-15?

Mr DAVY - There was a carbon price during 2013-14. Thatcked the economics quite
considerably.

Mr BACON - And that was the only difference.

Mr DAVY - Yes, that was the main difference.

Mr BACON - The main difference or the only difference?
Mr DAVY - That was the main difference.

Mr BACON - So what are the other differences?
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Mr DAVY - | can' tell you. It was along time ago.

Mr BACON - But there are other things that have gone intoctenge in the way that it has
been operated besides the carbon price?

Mr DAVY - At the moment we are in a state where we wamtothe unit again after the
work that we have done over the past few monthse HAd decided to run the unit in October
pending the amount of rainfall that we receivedrovimter and spring. We delayed that starting
decision and now we are out to January.

Mr BACON - But there are differences besides the carbor pyvlty the unit wasn't running
in 2014-157?

Mr EVERY-BURNS - | think you might be reading too much into it. | linderstand your
guestion, when we first inherited the plant are goggesting it ran a lot more when we first
inherited it than it did subsequently?

Mr BACON - | am saying that the only year it didn't generats power at all was the
financial year 2014-15. In 2013-14 it was operat&te carbon price effected the numbers there
but are there other reasons?

Mr EVERY-BURNS - Don't read too much into it. We inherited tHarp and what we
inherited was a plant that was operating contraet®ot and we had no experience, if you like, in
not operating the plant and then understandingctimtent of contracts. | do not think there is
anything more to it than that quite honestly.

Mr BACON - Really. So it is only the change in operatioonir Aurora to Hydro and the
carbon price are the only reasons it would have loperated in that financial year?

Mr EVERY-BURNS - That is my view. There might be more to it thdt is my view. |do
not think there is anything more in there.

CHAIR - | propose to take a break in a moment. | am@td ask you a question not related
to any of that. It relates to the remediationlod sites that were used for diesel generation this
financial year. What is going to be the cost talkyfor the purposes of remediating these sites?

Mr ALBERTINI - In our operational costs, which were $13 millitime site remediation is
included in those costs. What the specific cosefh site is, | do not have that level of detail.

CHAIR - When does that have to be done by?

Mr ALBERTINI - It is all but complete.

MsFORREST - Like a mine site you have to have it as pagafr forward plan.

CHAIR - | have another question and you might need ke taon notice. The onerous

contracts? | would like the detail of those cocisaunless you have it here now. Isn't the onerous
contracts you refer to? Note 16 on page 77 of woudlit report.
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Mr SMITH - Most of those onerous contracts will be to dohwRETV contracts we
inherited. | believe part of it was remediationStfidland Bay Wind Farm foundations, there may
be a small amount for that.

Ms FORREST - | think the question was, is there any moredd an points one and two on
page 77 of your annual report?

Mr SMITH - Most of it is for the AETV contracts.
MsFORREST - The gas contracts?
Mr SMITH - | can't say all of it. Not just the gas contsat¢here are other contracts.

CHAIR - Is there a chance of a breakdown between dHisf the remediation, and so on? |
am happy for you to take it on notice if you need t

MsFORREST - The cost of each one, do you mean, Chair?
CHAIR - Yes.

Ms FORREST - The cost of the onerous contracts, the coshefréemediation, the cost of
the remediation of Studland Bay Wind Farm foundeiand all that.

Mr SMITH - We can get those. | would rather do that in seission.

CHAIR - If you can, and that is good at the end of #ss®n.

Ms FORREST - Another follow up, chair, on a matter | askedope to finish off the
financial derivatives discussion. Besides the Mhtcacts and ones listed on Sydney Futures
Exchange, are there any other financial derivatives

Mr DAVY - Yes, all of our electricity sales contracts witther counterparties are financial
derivatives. While retailers sell physical eledtyi to customers, participants in the wholesale
market sell all the physical electricity into theos market and all the term sales agreements are
derivatives. So all of our contracts with Aurovath other retailers, are all derivative contracts
every one of our sales contracts.

Ms FORREST - Are there any others besides those? Therelarget there are your
contracts for the Mls, the Sydney Futures Exchaagg,other financial derivatives?

Mr DAVY - To do with energy?

MsFORREST - Yes. They are reflected somehow in the anrebnt.
Mr DAVY - That is the sum total.

MsFORREST - That is all of them?

Mr DAVY - Yes.

PUBLIC ACCOUNTS, HOBART 21/11/16 (EVERY-BURNS/DAVY/SMITH/STEVEN/
ALBERTINI) 25



PUBLIC

MsFORREST - Okay, that is fine. | wanted to clarify that.
CHAIR - This might be an appropriate time to take atshi@ak.
Short suspension.

CHAIR - | understand there were a couple of dates cg fiou gave us that you wanted to
make clearer.

Mr DAVY - There was a question put earlier about the géolavel one year ago and they
were at 26 per cent full then.

Mr EVERY-BURNS - 46 per cent today, so 20 per cent count.

Mr DAVY - | incorrectly stated the combined cycle unit degts long period of dry lay-up
in July 2014, the date was 3 June 2014.

CHAIR - Thank you.
Mr BACON - Is that the carbon price came to and end anditlveent into dry lay-up?
Mr DAVY - It was much the same time as the carbon pridecat the end of June 2014.

Mr BACON - In the first session this morning you said theisien was made in November
to take the combined cycle unit out of dry lay-uip.is in use again and that was a commercial
decision based on the spot price in Victoria.ht fair to say?

Mr EVERY-BURNS - No. | sat at the table at the time. The reasernook it is because
we knew we were short of water. That had alreaahypkned and Basslink was operating with no
indication of their problem. We understood theelligence in the electricity market is pretty
good and when the electricity market understoodwsee going to be reliant on bringing in a lot
of energy in over Basslink, which what we were dpithen the view at that time was it was
highly likely market prices in Victoria would respe accordingly. We being in the situation
where the average price we paid for power was Megly to be higher than what it would cost if
ran the plant ourselves. That included the degistocommit it, get it on and make it happen.
We took the view it was in our overall interestgitoand there would be no commercial detriment
in doing that.

Mr BACON - But it was a commercial decision driven by thev lovater storages, not a
decision because of the low water storages, ifkpaw what | mean?

Mr EVERY-BURNS - Yes. It was a decision not taken, in my viewcduse at that time
because we thought we would need it to make upldhes. It was a decision we took because we
believed it would cost us a lot in the alternatiifethe prices in Victoria sprung and we were
importing a lot of energy. That is the core of it.

Mr BACON - The expected prices over the summer period wenexést to be higher than
they were at any period during the 2014-2015 firen@ar?
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Mr EVERY-BURNS - You are rely on your trading team and otherggbmate what the
affect will be of hundreds of megawatts of imparhen it was not happening in prior times.

Mr BACON - There was not time in the 2014-2015 financialryelere there was a forecast
of high Victorian spot prices for a significant joet.

Mr EVERY-BURNS - | think there might be. | cannot answer thataaese the trading team
put their views to us. You know every summer, fralbout December through until about March,
prices in electricity markets are high, inevitabtyich higher than the rest of the year because of
the weather and the air conditioning demand. ihévitable they go up at that time. Normally,
we would not be particularly worried about that.e\Afe not relying on bringing power in from
that source. But when you know you are relianbanging it in from that source, that is what
triggered us to think about the alternative.

Mr BACON - The year before, you started making that decigio®ctober 2015 and then
made the decision in November 2015. In 2014 waethctive consideration about the price over
summer and what that was expected to be and whetimext at that point -

Mr EVERY-BURNS - Scott, there may have been but it was neverdghioto me and the
board. The reality was, we could buy or not buyveo according to what we chose over
Basslink; if prices were high on the other sideBakslink, we simply did not use it. We would
use the water we had in storage, which is the Wwayystem was designed.

Mr BACON - How much was in storage? It is 46 per cent nod/26 per cent this time last
year, do you know what it was in the correspongtiegod in 20147

Mr EVERY-BURNS - No. It was somewhere between those two - Igashot know, but |
can find out. We had no cause to be concernedtaboiNo issues were brought to us at that
time.

Mr BACON - But it was brought to the board in 2015?

Mr EVERY-BURNS- Absolutely, we were following the weather events

CHAIR - | go to note 14 on page 74 of the report wherefers to trade creditors and it is
much higher than prior years. What is driving hi$he figure was $85 million and it moved to
$228.9 million.

Mr SMITH - We had a few more trade creditors than we erpebecause we had some
systems issues. At year end we had more than wédwmrmally have outstanding. With the
payables we implemented the SAP system and we stdireuning that. That has been a major
focus of my area. This figure was higher, becanfsthat. There may have been some other
factors.

CHAIR - It is a significant increase; we are talking at$85 million up to $228.9 million.

Mr SMITH - | can try to find out the exact breakdown of it.

CHAIR - It might be helpful because of the significantaaunt we are talking about. It may
help the committee if you can provide a breakdown.
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Mr DAVY - We will try to get it before we close today.
MrsRYLAH - Are you trading terms back into normal tradiagns?

Mr EVERY-BURNS - If | understand your question correctly, it isrfeo say our diesel
supply has been paid. Probably the gas that was [@vaudible] paid. The higher rate on
diesel that we owed, that sort of thing, a lot ldtthas been closed out because the leases are
finished and the mediation costs have gone. | Imaveeason to believe we are any different than
normal at the moment. But certainly we were ar yea because we had all this [inaudible] stuff
that creditors requiring payments. Some of it widohve been within normal terms, but a lot of
it. We will get the details for you.

CHAIR - This question on note 18, page 78 - the loam® fsubsidiaries. Which subsidiary
provides this loan facility? Is Hydro providindaan facility to its subsidiaries?

Mr SMITH - This was a case of just tidying things up. Hytlas a number of companies
associated with it, and one of the activities we winder the continuous improvement banner was
to work out what balances were sitting where amah thrrite them off, if appropriate. It is only in
the parent column you have an impact, so thereimpact on the consolidated. It is just parts of
Hydro owning parts of Hydro money and has beenetlier a long time. It's all in the same
consolidated area, but we are writing them ofidg tip the accounts.

MrsRYLAH - So itis a legacy issue.
Mr SMITH - Yes, it does not affect the consolidated accaunt
CHAIR - We saying that it will be fixing it up, tidying up, so it will not continue?

Mr SMITH - Yes. That won't continue. We have cleane@ipretty well and this is done
in conjunction with our auditors.

Mrs RYLAH - | would like clarification on two separate p@ntEarlier we had a question
from Ms Forrest regarding the transfer value, thathe valuation that was put into the Hydro's
accounts for the combined cycle unit and the vadnahat has been more recently given as a sale
value. Can you explain the differences betweersdhand why those variations between the
written down value and its sale value?

Mr EVERY-BURNS - In a high level overview, the combined-cycle plenthe one you are
talking about. The combined cycle plant is reklfvmodern kit in very good condition, from the
view of an engineer sitting back looking at planattis only 10 years old, and when it came
across it had a high value associated with it &iedcbntracts, and that wasn't real from our point
of view because it was loss making.

When the valuation was looked at, the kit was \élaeabout $100 million and that does not
seem unreasonable to me from a distance. It wasdiy a valuer. The kit looked to be in very
good condition and very capable and | believeiit ist The question is whether it is fit for
purpose and in the Hydro system as we see todasgsitsomething that requires high flexibility,
high response output, in its normal operation.
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The plant, which is a healthy plant, is a base loladt. It was designed to have gas feeding
in one end of it all the time, 24 hours a day, prmbuce electricity out the other end, 24 hours a
day. For it to be profitable you have to have ewthat the average price of gas is running at
about 'that level' and the average price of elgtgrthat emerges from the planning is running at
about 'that level' so you have a spark spread. hawe a permanent difference. It means you are
going to make money by operating it because oncepy this plant in service it has to stay in
service. Itis a base load plant.

When we are reflecting on what happened over thatar three year period, it was obvious
that a base load plant did not fit any need thatcaugld foresee so it had expensive overheads
associated with it, particularly if the gas prioecame more expensive and the electricity price
started to fall, which it rarely did. The realityas that the gas price constantly sat above the
electricity price years on end and hence the vafufe contracts were negative. The contracts
were seen to be onerous for the gas supply for pkgrand it was natural to not use it because it
cost you money.

When you come to value it in the fullness of tingeu discover that the world market had
changed, the Australian market had changed. Gesspthroughout the world had increased and
in Australia had increased, electricity prices weeey stagnant in Australia up until six months
ago. They were very low. So you are faced witteaision that you are operating a plant where
you know that most of the time your electricitygas will not support the gas fuel that you are
putting into it. When you come to value that, yimd that its value is not a profit making
machine and then the standards drive you back @t vghthe sale value of it and although it
looked like brand new plant, when you come to labkhat, the world had moved on and the cost
value you could get in selling it was not all tihagh, even though it is a modern, decent looking
plant in good condition. That was evidenced byfdwt that we were able to put it into service
within a month or two of call, and it operated anhtaultlessly through a four-month period and
produced the energy we required. There is nothirang with the plant; it is not a criticism of
that. It is about the nature of the plant compaoeithe system that we have.

Mrs RYLAH - So the written-down value that came into Hydrotsoks when it was
transferred to you was probably purchase priceoates point divided by its expected life
expectancy, give or take, assuming that there was gnaintenance all the way along and there
didn't have to be anything unexpected. That weseeprotracted on a percentage basis or on a
flat basis. | do not know how your depreciatiohextule worked. That was the value that was
transferred in. When you went to sell it, thatweahas nothing to do with what you could get for
it in a market place if you were selling it todaythat what you are saying? And that the world
market had changed for base flow gas via a combigeld unit? Because there were a whole lot
of these units on the market, the value of thests hlad plummeted?

Mr EVERY-BURNS - Yes, that is what we were told by our valuers.

MrsRYLAH - There is a significant disparity between thetten-down value and the sales
value. It was nothing to do with some weird happegnit is just interplay of these two very
independent and separate issues that you werenlpaki and that came into effect and are seen in
your accounts.

CHAIR - | have been lenient with members making longest@nts. This is about asking
guestions. | do not want to single you out becduseve allowed others to make statements. If
you can try to keep it to the questions that wedrteeask.
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MrsRYLAH - 1 did ask a question at the end. | asked if tes a correct summary.

Mr EVERY-BURNS - It came across to us at a high book value. Itwdsen down in the
first year we took over. Then the valuations wambsequently changed, so we had even better
knowledge of its utilisation, then later knowledgkits sale value in the market place. There
were a whole lot of different things that playetbiigh in that period.

Mr BACON - When did those things occur?

Mr EVERY-BURNS - Just the dates we have been given. One wasahsfér date when
we took it on; then the others were the subseqietes.

Mr DAVY - The biggest write-down was the first balance diaét tve had on our books. It
was transferred in June 2013, and at 30 June 2@t8 was quite a big write-down of the asset.

Mr BACON - To $99 million?
Mr DAVY - | think that was fair.

Ms FORREST - It is a bit silly that Aurora did not write itoevn in their books before they
transferred it.

Mr DAVY - They didn't.

Ms FORREST - | know they didn't. | will ask the Attorney-Geral about that, but she may
not have an answer either.

Mr EVERY-BURNS - We faced that, we had to consider that we got wieagot. We did
not believe it sustained the value that it was @as&ross at.

Ms FORREST - Is there any value in the energy security? dvkrnt is not required for
accounting purposes, but have you placed a value ionterms of energy security? You said
earlier you don't believe you will ever need itimgaDoes that make it a zero value?

Mr EVERY-BURNS - That does not mean it does not have assurance.valithe moment
we are just standing back and letting the taskefdrave its more independent view of what is
going on. If we inject our view too much in todlwe will be - we will just let the others have a
go at it.

CHAIR - You need to be a little careful. | believe these unprotected proof of evidence
provided by Dr Crean. It is an uncorrected probthés stage. | will need to be careful in
allowing members to relate specifically to commeratde, because as was said, the witness has
not had an opportunity to look at it for correctjomrposes.

Mr EVERY-BURNS - | am happy for you to maintain your confidentialitlf people have
that in front of them, | will quote -

MsFORREST - It was a public hearing, not a closed hearing.
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CHAIR - It was a public hearing but we need to let pedplow there is an uncorrected
proof of evidence that was given. In other wotlls, withess has not had an opportunity to look
at it and neither have we. | am providing it td mlembers at this time. As long as you
understand that.

Mr EVERY-BURNS - As you understand, | am sensitive about Hydrdsrimation, | am
therefore equally sensitive about your informatidinshould be used properly.

CHAIR - Because it is an uncorrected proof, we need @océreful in asserting that
statements in there are absolutely 100 per cerd.shduld be okay.

Mrs RYLAH - Short question. What impact do you think thewgh in renewable energy
world wide has had on the resale value of combayete ??

Mr EVERY-BURNS - | do not have any direct knowledge of it.
MrsRYLAH - What do you think?

Mr EVERY-BURNS - World wide the growth in renewables is expanding #rere is no
doubt electricity markets in many places are owgspied which makes the existing fleet,
whether it is gas turbines or anything else, lesisiable. Ange, do you have some particular
comments on that or evidence?

Mr ALBERTINI - The dynamics of burning gas to make electriggtynot unique to
Tasmania so that is a global phenomenon and oftenpgices elsewhere are in fact more
expensive than in Australia. The feedback fromatesultants we use is it is just the economics
really of producing electricity from burning gas.

Mr EVERY-BURNS - | think that is a fair comment. It is not just tipenetration of
renewables. That is an element, there is no daldiit that, but it is also the spark spread or the
cost of fuel now coming up to be greater than thlees of electricity that emerges.

MsFORREST - Another area | will to in the annual report aatk about the IT costs. Page
117 of the annual report and on page 73, it loikesthere is IT costs of $152 million over the last
five years. It seems from note 10 on page 73 yewwaiting off about $15 million a year. What
is this software that is being written off? | as®uthe hardware all gets included in the profit and
loss, the planned equipment sorry, but the $7 onillof software in 2016 and $14 million of
hardware, a total of $21 million write-off for 201&an you tell us a bit more about what that is.
It is a fairly significant,

Mr DAVY - Where are you quoting the write-off statemean{?

Ms FORREST - On page 117 is the five-year capital works peofinformation systems,
how much you are spending on it.

Mr DAVY - | was across this last year because we hadtiaydar concern.

Ms FORREST - Then your amortisation expense - $16 millior2016 software at cost in
tangible assets there. What are we talking abexg™ It cannot be a program to run the,
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Mr DAVY - Looking at the row of figures for informationstgms, that peak in 2013 which
is followed by the numbers in 2014 relate to thdPSftware system that we implemented. We
replaced all of our enterprise resource plannirgjesys with a single SAP system. That was a
large investment that replaced asset managememt@s payables, and Miles earlier referred to
the delays in getting that accounts payable systerking absolutely correctly. There was a bit
of a hiccup with some of our creditors that Milegerred to.

MsFORREST - You will not take a leaf out of Aurora's booktlwtheir billing system?

Mr DAVY - This was not a billing system. This is not &tomer billing system expense.
This is an enterprise wide financial, HR, asset agament, account payable, inventory,
purchasing system. We have effectively replacedhmai our corporate systems in one go. That
was that peak.

MsFORREST - We are still spending about $20 million a ydeanugh since then?

Mr DAVY - Everything that we do is done almost with preessand all of those processes
are automated in various information systems. W#reit is trading financial contracts offering
our electricity into the spot market the informatisystem by which they email the market
operator despatches our plans and we put our hidghe market. As | said all the core financial
systems. All the systems Momentum use for thegiriss they are all software and hardware
systems that require replacing from time to tinfdwere is minor capex and major capex that add
up to the $20 million to $30 million per year innarmal year. Then we had the peak through
2013-14 when we were replacing the enterprise systes well.

| believe the number you are referring to relatethe rate of depreciation on those financial
systems. | cannot find the exact note you aremnatgto.

MsFORREST - Page 73.

Mr DAVY - | see you have referred to being amortisatigpeage but | cannot see where it
makes the link between that and -

MsFORREST - | am wondering what it is that is what | am aski
Mr SMITH - What is the specific question?
Mr DAVY - What is the amortisation expense?

Ms FORREST - In terms of the software, basically what is Igewritten off or what
accounts for that figure?

Mr SMITH - It is pretty much as Steve has outlined. Thidet@econciles what is going in
and out of that software balance.

Ms FORREST - It seems a lot of money for software. You haxglained it is a fairly
complex system.

Mr SMITH - Most software has a small limited lifetime. 3w tamortisation is usually
much bigger than that of, say, a dam which willdawery long lifespan.
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Mr DAVY - | think we can find out whether the amortisatiow does refer to software or is
that -

Ms FORREST - The amortisation of $16 million under softwanme the consolidated
$14.5 million in the parent that relates to softsvar

Mr SMITH - | do not have a breakdown of that with me.
MsFORREST - Are you able to provide some detail around that?
Mr DAVY - Where did you get the information it relatestdtware?

MsFORREST - At the top of the column. Note 10 is a noteadbut software which we are
required to put in. Itis not just software iim$angible assets.

Ms FORREST - It is under the software column.

Mr SMITH - Most of it is software but | do not have the lkeé@wvn of that specific number
with me now.

Ms FORREST - The depreciation in the previous things woulldtee more to the hardware
wouldn't it than the software?

Mr SMITH - No, both. Both get depreciated because thdyaak a -
Mr DAVY - The software has very limited life so does hahy

Ms FORREST - It is the second biggest figure. It would beddo have an understanding
of the size of that figure. | think you understamgaiat the question is.

Mr DAVY - If we take that on notice.
Mr SMITH - You want a breakdown of what that amortisatiopexse is?
MsFORREST - Yes. It obviously relates to software becatsein the software section.

Mr SMITH - Yes, it does. Are you interested that we spdm iillion on software and
amortised $15 million?

MsFORREST - That is what it appears to be.

Mr DAVY - We will take the question on notice.

Mr EVERY-BURNS - | think you are more asking about the amortisafigure?
Mr SMITH - We have more software than just one year's expgadn the books.

CHAIR - Do you have enough to take that question orce®dtiWe will put it in writing in
any event.
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MsFORREST - We need to break it up between hardware anevacdt

CHAIR - We will put the question on notice to you intivrg that may be the simplest way.

Mr SMITH - | have an answer for one of the previous questiomhis relates to the big
jump in payables. The analysis | have back makefegt sense, now | have seen it. Because the
electricity prices went up so much because of pringhe market, that alone was $46 million of
payables and would make sense because it jumghdtdatme, right over a year end. That would
be the lion's share of it.

Mr EVERY-BURNS - Does that answer the question or is more redfire

CHAIR - The rest of that would be made up of the sofe®ar

Mr SMITH - This has nothing to do with the cost of softwérés because we were not
paying our invoices as quickly as we could. Weeneaving to do a lot of manual intervention
which we have now corrected in nearly a year. Thabt the main driver. The main driver was
the big price spike.

Ms FORREST - Is this is the question | asked, Miles? Wetalking about the increase in
the break-up of other -

Mr SMITH - No, a separate question. It is one the Ch&eds
CHAIR - | think that is sufficient. That you, Miles.

Mr BACON - Can you confirm whether or not Hydro Tasmaniausrently paying the
facility fee to Basslink?

Mr DAVY - No. We have said we have offset the money wedae from Basslink against
the money we are paying them for the facility f&&e have done that for the last three months.

Mr BACON - Since August?
Mr DAVY - I think it is September, October and November.

Mr BACON - That decision was made in September to stop gaiia fee or offsetting and
did you discuss this with the Government before y@ae that decision?

Mr DAVY - We have repeated what we have said publiclythatis all we are prepared to
say.

Mr BACON - Can we go in camera?

CHAIR - We will go in camera later on. We will make swe get in there in plenty of
time.

Mr BACON - No more questions about dealing with Basslink?

PUBLIC ACCOUNTS, HOBART 21/11/16 (EVERY-BURNS/DAVY/SMITH/STEVEN/
ALBERTINI) 34



PUBLIC

Mr DAVY - No further questions about our dealings withdiiak.

Mr BACON - Have you had discussions with the Government al@ermation you
provide to the committee, whether or not you wilt provide certain information?

Mr DAVY - There are some times, if we are asked to prowjdee have to ask interested
parties and we have had conversations with the Bowent about documents they are party to.
Yes, in that regard. In terms of overall answering

Mr BACON - | meant about specific questions they put oncedid Hydro Tasmania.

Mr DAVY - Where they are a party to correspondence oflohe of documents, yes. But,
no.

Mr BACON - If they say to you not to provide it, then thait

Mr DAVY - That is the case with every counterparty totetdeor a flow of information, we
need to get their permission. In the case ikis that, yes.

Mr BACON - There is correspondence between Hydro Tasmaniaay® willing to make
public but the Government is not willing to makebper?

Mr DAVY - No, we did not say that, not that | am aware of.
Mr BACON - If the committee was to ask for a letter from kHydlrasmania to the
Government and you were happy to provide it, yould@heck with the Government and if they

are not happy to provide it, you will not provid@ iHas that occurred?

CHAIR - We are talking about hypothetical here and thakes it difficult for an answer to
be provided. Is there some particular correspocelgnu want to refer to?

Mr BACON - | think it is the draft corporate plan from 2020415.
Mr EVERY-BURNS - | have no knowledge of what you are referring to
Mr BACON - Can we put that on notice to see whether orhmdthas occurred?

CHAIR - You need to articulate the question very clearith the specific mention of that
document so our witnesses know what you mean. yGarmrticulate it again, Scott?

Mr BACON - The 2014-2015 draft corporate plan, Hydro is lyapp give that to the
committee but the Government is not?

Mr DAVY - |1 do not think it is a question of whether we heppy or not , but it can only be
released with the Government's permission andhbgg not given it.

Ms COURTNEY - Is that the same process with the Governmenitisall other counter
parties for other documents? The same procests exiwether it is a government or any other
organisation?
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Mr DAVY - That is correct.
Mr BACON - Under which act?

Mr DAVY - The information is confidential and we are heotuwntarily, so we cannot offer
other people's confidential information.

Ms FORREST - Can | confirm if your plan for the capital exgiture spend, for the next 12
months is to spend $100 million?

Mr DAVY - In the 12 months we are in now, yes. It is iness of that.

Ms FORREST - With regard to Momentum, it does make a sigaificcontribution to the
profit of Hydro, their parent company. What is gteategic value to Hydro of the ownership of
the retailer, Momentum?

Mr DAVY - It is manyfold. Over the years Momentum, throdlgé very hard work of the
people who work there, is contributing a sizealst@ant to our bottom line. There is also the
benefit it brings us, that we have an offset tofdot wholesale prices can move up and down. As
wholesale prices move down, having a retail busimeakes the revenues of the overall company
much more stable, so it is mitigation against thate also have a risk over time there will be a
lack of liquidity or demand for financial produat® might sell across the link into Victoria, so by
having our own retailer we are effectively sellithgse products to ourselves rather than relying
on their being a market from other purchasers. s&hare the kinds of strategic benefits we
identified when we built a retail business to staith. The fourth benefit is we have a more
direct connection to customers. We understandomests better because, rather than engaging
with the wholesale market, which is engaging witheo people's customers through dealing
derivative products, we are engaging directly withr customers with Momentum on the
mainland. We can understand where the marketirgggand better understand what customers
are going to be after next by having our own rdiaginess.

Ms FORREST - The profit margins are not great in any sortbofsiness. Our own
state-owned business that runs -

Mr DAVY - | beg to differ. The contribution we have fromoMentum is a substantial part
of our annual result on average.

Ms FORREST - Is the plan to keep it? Do you see there ismgreater strategic value in
keeping it than selling it while it is doing okay?

Mr DAVY - Whatever we do with it in the future, all thogasons | identified will still exist.
We will still need to have a way of managing albdk issues and having a retail business is the
best way we know of of doing all that.

MrsRYLAH - In Dr Crean's evidence he commented:
The moment the wholesale regulated price of elagttriwas reduced

significantly with the new wholesale arrangementsecame very inefficient to
run Tamar Valley.
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What is the regulated price of electricity in thase of you pricing energy and the operation of
Tamar Valley Power Station. How does that relatéhé cost of your inputs, the gas. What is the
interplay there? Could you explain that to me?

Mr DAVY - | think what Dr Crean is referring to there gt at about the same time as the
Tamar Valley Power Station was transferred to uspewv regulated pricing methodology
commenced -

MrsRYLAH - By who?
Mr DAVY - The government of the day changed it.
MrsRYLAH - State government?

Mr DAVY - State government. This is part of the refornth@reforms had many limbs but
the ones that affected us were the transfer offtrear Valley Power Station and the associated
contract, which | explained earlier in the day wamea company called [inaudible] Energy
Trading and Marketing, but they also changed the that they regulated the wholesale contracts
in Tasmania and changed the way that energy pahteofariff for small customers in Tasmania
were set, if | can make it that precise.

Prior to these changes, and there were a serigsaofes along the way but at about the time
when the Tamar Valley Power Station was run inyjaAurora was able to charge their
customers about the price of a new entrant Povediotso there was a calculation of what would
it cost to run a brand new power station, simitathte Tamar Valley Power Station biocycle unit
and that was effectively the energy part of thedesgial and small business customer tariff.

There were a series of steps where that slowlysitianed to another methodology and by
the time we received the Tamar Valley Power Statibis new regulated pricing methodology
was being put into an averaging algorithm and tegfulated pricing methodology took no
account of costs. It was entirely to do with threvailing prices in Victoria and the supply and
demand balance in Tasmania; what were the generdticilities, what is the demand in
Tasmania, how much had it rained over the previaasyears. Effectively it tried to replicate
what would happen in Tasmania because it was ctethég Victoria bearing in mind that there
were changes to the supply and demand balancesmadraa at the time.

MrsRYLAH - So it went from a cost model to a market model?

Mr DAVY - It went from a theoretical cost. It wasn't #etual costs. It was a theoretical
cost model to a more market simulation model. Thabrrect.

MrsRYLAH - And a follow-up question: what was happeninght® input cost, the gas cost,
at that same time?

Mr DAVY - We inherited the same gas supply arrangemeeysttad been using when they
acquired the power station.

MrsRYLAH - Okay. So the only significant variable then wlas change in the wholesale
regulated price?
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Mr DAVY - Yes.

Mrs RYLAH - Changed the economics of the operation, the awdbcycle unit in
particular.

Mr DAVY - Yes, there were other changes that | think fEeammercially sensitive nature
but there were other changes on the cost sidehbytweren't as material as was changing and the
way that the revenue was collected from its germrat

Mr SMITH - Ruth's question on onerous contracts, | havespanse. | have got a
breakdown in front of me. This is on page 77 ef éimnual report; it is note 16. What | can say is
that 90 per cent of more of that balance is madefugpntracts related to AETV and there are
individual contracts with third parties listed thae have valued but | don't think it would be
prudent to say in a public forum but we do haveeakdown of them.

MsFORREST - We can do that in the private session then.

Mr SMITH - AETV is 90 per cent of that number. It is posgiblyen more than that and
that is made up of a number of different contracts.

CHAIR - The position that was the remediation part a, we were interested in finding
out how much of that was accounted for the remmdigirogram. When we referred to the diesel
generation and so on.

Mr SMITH - Of the site the diesel generation rehabilitatmmber was $1 million from
memory.

Ms FORREST - There was the southern bay site remediationediswhich would have been
not quite that much, | would have thought.

Mr DAVY - | did gloss over one of the details to do witle thew regulated pricing
methodology. It does have a small component #lates to a new entrant but it is marginal and
does not vary by very much. The way that the r&gadl pricing methodology is all documented
and it is available publicly.

CHAIR - An all encompassing question, and | think youehanswered it, but | just want to
be assured, the state of Tasmania and the peofilesistate can be assured that if we go through
a similar position that we have previously gonetigh at the beginning of this year that we are
not likely to face the same strong issues of briggn diesel generators and so on or is that a part
of your risk management strategies moving forwémle went through a similar or even | guess
worse situation than the one we have gone through.

Mr EVERY-BURNS - | did not talk about a worse situation.

CHAIR - Is that programmed into your risks assessmewprae situation, and there could |
suspect.

Mr EVERY-BURNS - All | said is from where we are today we are prtgdcagainst a
similar situation if it was to eventuate and thasimilar to what we have been through with an
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extended Basslink outage and the one in three kdndeather events we had we would not have
the same outcome. In my view we would not havealigenerators on board, not expecting.

Mr DAVY - The storage figures two years ago were 33.&pat, which was a question
earlier and we said we would get it.

CHAIR - We will close the public session and move in earo address those issues that
came up earlier.

Evidence taken in camera.

CHAIR - We are now back in the public session but weoarteof time. Thank you very
much for the way in which you have answered ourstjoes. We will be providing some
guestions to you on notice. If there are furtheesgions coming from that we will correspond
again in writing to you to clarify any points arssues. | would not like to have to recall you. |
think this is about the fourth go at it.

The committee is in a position of wanting to proglube report and put it before the
Parliament early next year when we begin our gigtinWe will be working on it between now
and March next year, trying to get a position onlTihe committee has taken a lot of evidence and
information and it is not an easy task. Thank gthwery much and have a great Christmas.

Mr EVERY-BURNS - Thank you very much.

THE WITNESSESWITHDREW.
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Mr BRYAN GREEN MP, LEADER OF THE OPPOSITION, WAS CALLED AND
EXAMINED.

CHAIR - Thank you again, Bryan, for coming back hergthere any further statement you
would like to make to the committee? There hasilzelt of water under the bridge since we last
had you here.

Mr GREEN - | believe Ms Courtney wanted me to come backl, eppect there will be a
number of questions from Sarah. | want to focus,tlee issue of energy security versus the
commercial aspects of the Tamar Valley Power Statod the thinking of the previous
government in that regard. There has been a idtisat we considered selling the power station,
therefore we are as culpable as the now Governmat also suggested they wanted to sell it.

| want to refer back to my Energy for the Futurenisterial statement, which was made in
2012. On page 34, it talked specifically aboutrgneecurity. It said:

Energy security has been a key focus of succesdoxernments. Knowing
that we are able to deliver power to our major stdal, business and
residential customers provides confidence and iogytao the Tasmanian
economy.

It was one of the key drivers that led to the deois on Basslink and the Tamar
Valley Power Station. The very real prospect oivporationing in the state
would have put jobs in jeopardy and have been tl@asfor Tasmania.

In respect to the Tamar Valley Power Station, eistances have changed
since the decision was taken to acquire and comphet station. The rain that
we have had in Tasmania since that time has chatigedelative of cost of

hydro versus gas-fired generation. While of couhse is good news for our

water storages and capacity to generate electrimiy our hydro stations, it

has reduced the competitiveness of a fixed costtstre gas fired power station
in the short-term.

It has not, however, changed the strategic eneegury benefit that Tamar
Valley Power Station provides Tasmania. This ieaefit that would not exist
but for the exceptional work of the employees inréka's Energy Business in
completing the construction of the Power Stationtiome and under budget.
The Government's strong belief is the Tamar VaReyver Station is of long-
term strategic asset for Tasmania that deliverdgaifeant value through

providing energy security.

Then | talk about the issues associated with trerggnpanel that we had looking at the
Tamar Valley Power Station to see whether or notight to be sold as a going concern.

As part of the consideration of the panel's workl ather potential reform

options, the Government has determined that theaf afalley Power Station,

together with its associated assets and gas sapptyacts, hold the most value
under Hydro Tasmania's ownership. The Governmaténds to test its

conclusion and will do so by seeking independemtroercial analysis and
valuations by the end of this year.
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Should the advice show that the state will achiegeater value from the sale
of the power station and related assets withoutptomising energy security,
the Government will explore this further. Nevetéss, the Government will
ensure that the power station is either transfawedlydro Tasmania or sold to a
third party if the sale price would realise a geedienefit to Tasmania before
June 2013.

It is important in the context of what has beenl gdoout the process that we followed, which
was passed by both Houses of the Parliament, bantention to look at the value of the power
station weighed against energy security was ataifegront of our minds at that time.

In context, Chair, | said to you on the last ocgaghat | would be more than happy to have
all of the information that was provided to me liegdup to my decisions made available to the
committee, and | am not sure whether that is tise & not but | now have the information that
was provided to me at the time. It is Treasuryi@hand will table that advice and give you a
copy of it.

This advice was provided to me in 2013 and quiec#igally it relates to all of the issues
associated with energy security, the energy forfaiere policy and goes into a whole range of
key findings associated with the Tamar Valley Po®tation. The executive summary says the
key findings of the strategic assessment are tlebperating costs of the Tamar Valley Power
Station are greater than the revenues availabieunder prevailing market conditions and the
power station therefore has negative value in eigublic or private third-party ownership. It
says that very specifically in there.

The conclusion at the end of the executive sumnoarypage 3 is that the Tamar Valley
Power Station asset should be transferred to Hydsmania, and that is exactly what occurred
because of it was so important to us from an ensegyrity point of view. | think it is important
that this information be weighed against the infation that was provided to the Government, if
you can get hold of that, Chair. It says that fi@cast operating losses of the Tamar Valley
Power Station until 2017 and high-level analysisebdcation and new entrants costs indicate that
it would result in a sale value that is insuffidiém cover the majority of outstanding debts ralate
to the asset.

Then it goes on to look at one very important nmathair, which | think is central to the
whole committee's deliberations around the enengsisc because it is our contention that
decisions were made and in the end someone hakaadsponsibility for those decisions because
they cost our state hundreds of millions of dollagée now hear the Government talking about all
of these unforeseen events but | remind the coraenittat this information was provided to me in
February 2013. Page 17 of the document talks abesués associated with annual hydrological
inflows equivalent to those experienced during Wast 2005 and 2008 droughts, failure of
Basslink which renders it out of service for a pdrof 60 days, major power station failure, major
failure of transmission network, late winter raios dry summers leading to the depletion of
reserves of Hydro Tasmania's medium to long-teorages. It then says in the second paragraph
down from that:

However, the analysis only considered individuagnsgsios and did not consider

multiple contingency events. It would be easy igualise an event such as a
prolonged failure of Basslink at a time when stesagre low.
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The Government continues to say this was complaiafgrseen but that is complete rubbish

weighed against the advice that was provided t@intlee time. It continues:

In addition, catastrophic failure of Basslink suat multiple cable breaks or
losses of transformers could render it out of senfor a period in excess of
60 days.

That is exactly what occurred. It goes on:

However, the existence of the asset, particuldryy CCGT, does provide an
additional layer of energy security supply. Givélre significant negative
impact on the Tasmanian economy of electricityoratig, it is desirable to
retain this additional level of security.

It goes on in relation to the energy security asded with the combined-cycle unit, and in the
end it comes up with the recommendation, which oisly the Government accepted, that we

transfer the asset to Hydro Tasmania.

Weigh that against the language that was being ugéd the point of sale. It is important to
look at the decisions that were made leading upvben the press release went out from

Mr Groom, which says very specifically:

The Hodgman Liberal Government is working closelythwits energy
businesses to ensure we are managing their costs pnadently and focus on
the delivery of high-quality customer service.

The former Labor-Greens government burdened HydasmBnia with the
transfer of debt associated with the purchase efgas-fired Tamar Valley
Power Station in 2013. Labor inexplicably paid @6illion above the actual
value of the Tamar Valley Power Station. Tasmartexpayers are being
forced to bear the burden of this additional debt.

As outlined at the GBE estimates last year, Hydas been considering an

option to divest the combined-cycle gas turbindhat Tamar Valley Power
Station and running the remainder of turbines akipg units. The turbine has
been sitting unused since June 2014.

- which Hydro seems to have forgotten this morning.
The Government has today given approval for Hydrasriania to
decommission and sell the combined-cycle turbirhis will allow Hydro

Tasmania to rid itself of a redundant liability aredluce debt.

That is what the Government was saying. It goes on

Importantly, Hydro has consulted with staff andans today about the changes

and provided operational support. Hydro Tasmanilh seek to maximise
redeployment opportunities throughout the periochivimise job losses.
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My response to that was that they needed to shewntbdelling as to how they could
possibly -

Ms COURTNEY - Point of order, Chair. We only have an hour #mmember is reading
out media releases.

Mr GREEN - | will only be a couple more minutes.

MsCOURTNEY - So a quarter of the time?

Mr GREEN - It needs to be laid out, Chair. At that timedid the Liberal Government
needs to prove to Tasmanian energy users thatavstilrprotected against severe drought if the
Tamar Valley Power Station is to be sold. Thahesessence of what | had to say. | would point
you to Hydro's own projections, as was leaked tbyshe fake Don Challen - and it has never
been denied - that if you look at the actual glgenat the time they were making the decision to
get rid of the Tamar Valley Power Station, we wkeading into what is the black line, which
says 'risk extreme'. That is how the decision masle. If you look beyond that, in November
2015, when they were talking about starting it bagkMr Flacksaid:

Hydro remains committed to the sale of the turland retains a strong record
of managing the state's energy security.

Ms COURTNEY - Why did you leak the Treasury advice you havst jiabled to the
Mercury before tabling it to the PAC?

Mr GREEN - TheMercury was seeking information and the information camene and |
provided it. It is not Cabinet-in-confidence, sbawis the problem?

Ms COURTNEY - Have you sought legal advice that it is not @abin-confidence?
Mr GREEN - | have not sought legal advice; it is not Cabineconfidence.

Ms COURTNEY - So you are confident with your view that Tregsadvice provided to
you when you were minister is able to be releassdadigy?

Mr GREEN - As far as | am concerned it is, yes.

MsCOURTNEY - So you did not seek legal advice? You sought yovn advice on that?
Mr GREEN - Do you have a problem with me providing it te tommittee?

CHAIR - Just ask the question, if you don't mind.

Mr GREEN - No, I did not seek legal advice.

Ms COURTNEY - Why not?

Mr GREEN - Because it is information that is relevant tsuiss associated with the
decision-making of this Government.
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Ms COURTNEY - Will you continue to leak advice throughout tt@ming years without
seeking legal advice as to whether you are abiie tihat?

Mr GREEN - | provided the information | have now providedthe committee. It is public
information. | have tabled it here and it has besported. | can understand why you would be
nervous about it, because effectively you weigls thformation against the information that
would have been provided to your Government, wiight it to you would be exactly the same.
Yet you went ahead and made a decision which soktindred of millions of dollars.

CHAIR - Order. | want members to be conscious of tleé ide need to stick to what this
inquiry is about and the terms of reference wedaading with as well. | prefer not to go into any
issues that might come out of the other place, With problems in that area. Please ask the
guestions. Answer the questions, if you don't mthdnk you, without any indication of concern
there might be between different organisationsdifidrent governments.

Ms COURTNEY - Mr Green, | would like to turn your attention dividends. Isn't that a
conspiracy theory of yours in the making that takig of the Tamar Valley Power Station was in
fact just something you made up? In July 2015akation was given for the Tamar Valley
Power Station at $75 million, almost a full yeateafit was set in the budget of the Liberal
Government of 2014. Doesn't this prove you arengrin the allegations you are making
publicly?

Mr GREEN - No, not at all because what you are failingaket into consideration is that
evidence, as | understand it, was provided to tmargittee that the incoming government was
briefed that the value of the Tamar Valley PoweatiSh was close to $100 million. Then the
decision around a $75 million dividend from Hydrasmania was built into the budget at a time
when Dr Crean had told the Treasurer there werdividends available to the government. We
said at the time, you will remember, we could noeterstand where that $75 million came from.
No-one knew where it had come from. We did notvkrad that stage you had set headlong into
effectively getting rid of the power station. Uisf so happened to coincide with a figure that was
later provided, and has been provided to this cdtamiof $75 million, which lined up with the
figure that appeared in the forward Estimates émBhdget.

Ms COURTNEY - Mr Green, on a question on notice provided tice tommittee from
Hydro on 1 September 2016, Hydro Tasmania sayastprovided with the $75 million valuation
in July 2015. How are you asserting the Governngentd have known they would receive that
valuation almost a year beforehand?

Mr GREEN - Hydro Tasmania had said to the incoming govemintkat it was worth
$100 million - or $99 million. | guess they wratedown to $75 million. The question ought to
be asked yourself. Information the Government ¢@mdd enlighten you to that, not me. The
decision-making around this, letters between thea3urer, the minister and vice versa, and the
discussions between Hydro Tasmania and their catpgan, is all information the Government
could provide to the committee to answer that qaeshot me.

Ms COURTNEY - Mr Green, it is just a conspiracy theory. Asdve just highlighted
Hydro provided that valuation a year after the Goweent put that in their forecasts.

Mr GREEN - This has all come to light, Ms Courtney -
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Ms COURTNEY - Which proves your allegations are -
CHAIR - Let the witness answer the question and letousan there.

Mr GREEN - The upshot is that the Government wanted toideoa cumulative surplus.
$75 million appeared in the budget papers as aeivd from Hydro Tasmania. We know that the
chair at that time was saying that there were nadends available from Hydro Tasmania.
Something had to change in the meantime. If thes¥e no dividends under normal
circumstances to the Government through that pexidde forward Estimates, then a decision in
the meantime had to be made to change that. titsushappens to line up with a figure of
$75 million. That has come to light, it is trugVe had not started running that argument at that
time. We were asking questions about it at the tand it has since come to light that the $75
million happened to line up with a figure that waesng put to the Government by Hydro at that
time.

CHAIR - | will take another question, then | will mowe @another member, then | will come
back again. If you can please stick to answeltrgggquestion that is asked, | would appreciate it,
rather than going off into other tangents. Werastricted by time.

Ms COURTNEY - Mr Green, you stated in evidence at the previbearing that your
government's policy was a 75 per cent dividendcydbr Hydro. Was that correct?

Mr GREEN - Yes.

Ms COURTNEY - In testimony we heard from Dr Crean on Fridag, daid that he was
confident that Hydro would be returning to a prafitboetween $75 million and $100 million over
the next five years. Could you please tell me witaper cent of $100 million is?

Mr GREEN - $75 million.

Ms COURTNEY - So under your government Hydro would have ha@&7& million
dividend.

Ms GREEN - You changed the dividend policy to 90 per cany -

MsCOURTNEY - | am suggesting to you, Mr Green, that underféhecasts -

CHAIR - Please let him answer the question.

Mr GREEN - | do not know whether you are trying to take forea fool.

Ms COURTNEY - At the time we came into Government, if Dr Creeas suggesting was
actually - as stated a couple of times last Friddnat he was confident that Hydro would return to
profitability of $75million to $100 million over # next five years, a 75 per cent dividend under
your dividend policy would be $75 million.

Mr GREEN - Why didn't you tell the Government that at timeet?

MsCOURTNEY - That is why | am asking you the questions, Meé&3r.
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Mr GREEN - It is my understanding that the answer to thegstjon is that that is not what
Dr Crean provided to the government at the time.

Ms COURTNEY - Dr Crean provided that information to the comest On his departure
he saw Hydro having a profitability of $75 millida $100 million within five years, and under a
75 per cent dividend policy, which was a Labor pglithat would have resulted in a $75 million
dividend. Is that correct?

Mr GREEN - It was outside the forward Estimates. Dr Cr&ad the government at the
time, when the government came to office, thateheas no likelihood of a dividend.

MsCOURTNEY - How do you know what Dr Crean specifically tohe¢ Government?

Mr GREEN - Because that has been well documented. | haea & through right to
information, effectively.

Mr BACON - Do you believe that the current Government wcwdde received the same
advice from Treasury as you received as minister?

Mr GREEN - Absolutely, and that is the point. | think thhat is why it is important that
that information be tabled today, for the commigteliberation, Chair. It is important. | cannot
see why Treasury would have changed their mind tathati advice.

Ms FORREST - Bryan, the Treasury advice is helpful on this.clearly says transfer the
Tamar Valley Power Station to Hydro -

Mr GREEN - Which we did.

MsFORREST - | am aware of that. | also know that once itHydro's books it was written
down significantly. Can you explain to me, becanseone else seems to be able to, why it was
not written down by Aurora before it was transfdrte Hydro?

Mr GREEN - Because it was operating as a baseload statronigh that period, and its
configuration changed as a result of coming ovedydro. It would be used, not as a peaking
station - that is incorrect - but it would be usedically as energy security. It was our insurance
policy and that insurance has been built into takier from Treasury's perspective but from a
commercial perspective it was written down.

Ms FORREST - Asking your opinion on this because you are thet minister any more.
When it was transferred to Hydro in 2013, the AEWds valued at $100 million and the
combined set-up was $98.8 million, not much diffee If you look at the values there, the
CCGT in 2016 is valued at only $16.7 million. Hgdrasmania say it is not necessary for energy
security. They still claim that and they claiméthst year before the energy crisis and they claim
it again now. Do you think the value of $16.7 oifl is a true reflection of the value of that unit?

Mr GREEN - No, | do not because | believe the combinedecyrriit has massive value to
the state as energy security. On a book priegeight be the case.

MsFORREST - If you were selling it?
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Mr GREEN - Yes. | am not privy to the market condition&t the time, when Treasury,
based on the will of the Parliament, had to seekcadas to the value of it, it told us within a yer
short period that the commercial of the statioat ik, to be sold as a base load station, a going
concern, if you could seel it in the first placegudd lose money and would have to be subsidised
and that is why the decisions was then made tefeait. | could never ignore that advice, that
the energy security aspect of it was so import&tdad you ignored that advice and what occurred,
under the scenario of the energy crisis, partitplgiven - and | have said this on a number of
occasions -the Government was saved from itselalme Basslink went down. If Basslink had
not gone down, the whole process would have beeplated. If this cycle had been one year
later with this extreme drought, we would not h&weel it. The combined cycle unit generates in
excess of 200 megawatts, which is costs milliondadfars to replace through that period of the
energy crisis.

How is it tangible for the Tasmanian people to dnadi that it is important now to keep the
combined cycle unit and the Tamar Valley Poweri&@tantact, with gas contracts into the future,
when we have 47 per cent storage? At the timenwdue water levels were falling through the
floor they did not run it at all. Now it is okay tkeep it and it is smart to keep it and the
Government is making some hero of themselves bypikgeit now. At that time, when the
decision should have been made to run it to statenyvthey did not. That is why | believe and
most thinking people believe the Government maaésams that cost us hundreds of millions.

Ms FORREST - | questioned Hydro last year before the crigi$<SBEs about this point of
energy security and | was concerned at the timiettiey were saying it was not important. | want
to take you back the Treasurer's advice and yoerresf to this on page 19. [inaudible] the
strategic value of the Tamar Valley Power Statiorjer state ownership of this time, exceeds the
potential sale to a private third party ... only hesmthe sale on terms that would be considered
acceptable to the Government is highly unlikely' assume that means market price. 'In the
situation where the Tamar Valley Power Statiorramdferred to Hydro Tasmania’, which it was,
‘all the AETV assets should be retained in statelbaat least in the short-term'. What is your
understanding of the short-term there? Short-tamd long-term can be different things to
different people.

Mr GREEN - That is right. It was important the Tamar VglRRower Station became part of
Hydro's generation mix. Decision-making beyond thaint, some of the smaller, peaking-type
gas turbines et cetera, all needed to be workexligir to understand whether they were worth
holding onto. If you had the Trent unit and thentned-cycle unit both sitting in situ, ready to
go, then that might have been the balance you deeldaought the small peaking stations back in
the early 2000s when we had the drought then.

MsFORREST - That broke the drought.

Mr GREEN - That is right. They are not necessarily effitieThey are gas in through a jet
engine and power out the other side. At leastiiytkeep it all, but then work out what the best
design to provide for energy security going forward

Ms FORREST - | have asked this question a number of time® et received an answer.
When the decision was made to purchase those, @navgre the minister at the time, when we
debated it in Parliament the supplementary appatipri was passed for that one purpose and that
was to purchase the power station. | understardAGCC said it could not sit with Hydro
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because it was a monopoly generator, so what resgeld? How can it be that we could again,
under the same government, transfer it to Hydroramide anticompetitive?

Mr GREEN - Because effectively it was not to be used aaselbad station from that point
on, and as | understand it, it is used as a supgi@ary generation within the mix.

MsFORREST - When it was purchased, it was purchased as -

Mr GREEN - To provide competition. They were competingdily with Hydro Tasmania
and there was a lot said about that at the timelandegulator was involved.

MsFORREST - Was that the intention?
Mr GREEN - Yes. They had to run it commercially at thatdi

Mrs RYLAH - Mr Green, under your government, you made asimtito transfer the
Tamar Valley Power Station to Hydro Tasmania. #swa government decision, it was not
Hydro's decision. There was an expectation fomupation of its use. What did you expect
Hydro to do when you have just outlined that it Idonot be baseload and that it was very
expensive to run?

Mr GREEN - We expected them to keep the power stationofitdurpose in case of a
drought or issues associated that could comproouisenergy security.

Mrs RYLAH - What did you expect would happen to the valugtlmzecause as Ms Forrest
has already pointed out, Aurora Energy did notemlidbwn the value of that asset? You burdened
Hydro with this grossly overvalued asset that yo& saying cannot operate as it should have
operated, as a baseload power unit, because twagisit is. You are telling them they cannot do
that and you are putting it into Hydro. What dmlyexpect Hydro would do?

Mr GREEN - Any responsible minister has to weigh both sioiethe argument. Obviously
Hydro Tasmania would have preferred not to haveldmaar Valley Power Station but in the end
the got it effectively for nothing.

MrsRYLAH - And $100 million of debt.

Mr GREEN - The upshot was | had advice, and this is whieeeGovernment has gone so
horribly wrong. All the advice | received relatéd issues associated with energy security,
security issues associated for the state for fereggoblems eventuating, and that is why the
decision was made. It was my expectation that theyld have to maintain the power station to
effective operating standards as insurance if veelee it in the future - and we did.

Mrs RYLAH - You are saying to Hydro to take $100 milliond#bt - that is not giving
something to someone for nothing. That is $100anilof value you have transferred into their
balance sheet and written off $100 million from theople of Tasmania, who own Hydro
Tasmania. You also said they had to maintain dparating condition but could not use it from
base load, which is what that unit is made for. atitid you expect them to do in terms of the
valuation of that unit?

Mr GREEN - | did not expect them to sell it.
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CHAIR - The answer has been provided. We can move andther area.

MsCOURTNEY - Mr Green, you have just talked about the imparéaof the Tamar Valley
Power Station for energy security and about it pensurance, if needed. Can you explain to the
committee why, under your watch as Energy miniserergy security was never formally
transferred to Hydro Tasmania?

Mr GREEN - | am just trying to think of the sequence of meebecause | had ministerial
responsibility for a period of time. The governrkad responsibility for energy security, | think,
maybe as a result of our entering the NationaltEtzty Market and issues associated with that. |
may stand to be corrected there. In days goneymyddTasmania had responsibility for energy
security in Tasmania. The change, | assume, woal@ been made to facilitate that entry into
the NEM.

Ms COURTNEY - But if in your eyes as a former government itl rasponsibility for
energy security, why did you when in government footmally transfer that responsibility to
Hydro?

Mr GREEN - Because we took the responsibility. The denssithhat were made at that time
were focused - and this is the balance, Ms Courtney the balance between energy security
having an eye to the state's economy overall anat whght be foreseen or unforeseen in the
future that could have a devastating effect onemanomy. That was always in the forefront of
our minds. On the other side of that equatiomoigiptially a government that only thought about
these from a commercial point of view, that coukk rour energy security - and that is your
government.

Ms COURTNEY - If you assert you transferred the entity thatildaensure energy security
to a GBE, why did you not transfer with that thepensibility for managing energy security?

Mr GREEN - Because energy security is broader than thhat i§ one part -

Ms COURTNEY - As the majority producer of electricity in trgtate and being responsible
for the hydro power, the operation of that plamil ¢he relationship with Basslink, why did you
not transfer energy security to that entity?

Mr GREEN - We maintained responsibility for energy secumdtyder my watch. Don't
forget that Hydro Tasmania is charged with the easjbility of acting commercially under the
GBE Act. It exports large volumes of energy. &ctf it exported energy in December at a time
when our water levels were critically low. Theredlways that balance and that was not a
decision | undertook at that time.

MsCOURTNEY - Do you regret not undertaking that?

Mr GREEN - Not at all. In the end | took responsibilitydahstill am.

Ms COURTNEY - In 2012 when the Tamar Valley Power Station wassferred, you said,
'We will explore the option of selling the poweatstn'. In 2014, after the Liberals came to

government, you said the former government woukkehamped at the chance to sell the plant.
When Hydro had responsibility and ownership of Thenar Valley Power Station beforehand you
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said your government would consider selling it afteérwards you said you would have jumped
at the chance. Why did you mislead the people asnfania if you did not believe the Tamar
Valley Power Station should be sold?

Mr GREEN - Ms Courtney, | have just gone through the meriat statement. You were
not in the Parliament at that time so | don't blgioe for this -

CHAIR - Order. To get this clear, you are asking thasgjon on a statement the witness
has made since that time.

MsCOURTNEY - He made a statement in 2012 and 2014.

Mr GREEN - What is happening here is people want to spat #nd they are asking
Ms Courtney to fire those bullets for them. Thisthe ministerial statement | read into the
Hansard for the very important reason of allowing Ms Coerg to understand our thinking at the
time. That was in May 2012.

Ms COURTNEY - Mr Green, if you had no expectation of selling fTamar Valley Power
Station -

CHAIR - Order. To get this clear, this is a questioouad the fact the witness has made
that statement since that ministerial statement?

Ms COURTNEY - No, | am trying ascertain why Mr Green said heuld jump at the
chance to sell the Tamar Valley Power Station wieers now saying that when in government he
did not intend to sell it.

Mr GREEN - The language | used at that time - ‘jump atctence' - was on the basis that
had it been commercially viable to sell the powatisn as a going concern that would have been
a good thing from a Tasmanian perspective. Howeteras deemed and found out very quickly
that wasn't the case. That is why | made the abects transfer it, on Treasury advice, and | put i
to you that the Government has exactly the sameadv

Ms COURTNEY - Mr Green, the statement about jumping at thenchavas in 2014, after
you had ceased to be Energy minister. You saidpild have jumped at the chance to sell the
plant,’ so we are reflecting on a time when youearminister and you are contradicting yourself
and you are misleading the people of Tasmania.

Mr GREEN - No, | am not.

CHAIR - Order. This is the point | am trying to maketasvhen the statements were made
so we have it right and | think you now do.

Mr GREEN - | was being honest about what we were tryingdeertain at that time. Had it
come back from Treasury that the power station wagh more money, it could be operated
commercially into the future as Babcock & Browneimtied it to when they built it, or undertook
to build it, before the global financial crisiseththat would have been a good thing for our state
because it would have provided a competitor inntaeket but it wasn't the case. | would have
jumped at that chance had it been commercial, haden able to operate as Babcock & Brown
had envisaged but | couldn't because of the adveceought and the advice we received.
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Ms COURTNEY - So in 2014, reflecting on your time when a ntigrisyou said you would
jump at the chance if it was a good price but wibhintention about energy security?

Mr GREEN - No, that is not true because energy securitggan it being operated then if
that had been the case as a base load statioma@ndds always my intention. It was always the
intention of the Parliament to establish that, jost me.

MsCOURTNEY - It seems to me -

CHAIR - Can we move on from this point?

MsCOURTNEY - | am happy to ask a different question, Chair.

CHAIR - Yes, if you don't mind.

Ms COURTNEY - Mr Green, | would like to turn your mind to prerat water management
levels. Can you confirm that you were the minister energy when the prudent water
management level was lowered from 30 per cent tpe2Tent?

Mr GREEN - Yes.

Ms COURTNEY - And what role did you play in that decision?

Mr GREEN - None.

MsCOURTNEY - None at all?

Mr GREEN - No.

Ms COURTNEY - Did you question Hydro about that reduction qfes cent?

Mr GREEN - It is sort of documented but not, as | recadisctibed in that way at all at that
time and from my perspective there was a boardsaectimade. It was one that was taken into
consideration as part of the additional energy tlet come on line, the 168 megawatts from
Musselroe at that time. No, | didn't have a fornadé in that decision-making process.

Ms COURTNEY - You said before that the Government maintaineelgy security and it
wasn't held within Hydro, does it concern you tHgtro would have lowered the prudent water

management level by 5 per cent when they didn'e iasmal energy security that was held with
you?

Mr GREEN - What you need to understand is that the prudetér management level is a
figure. It never got below 30 per cent under myolaand it didn't get below 30 per cent until
you came to Government. The point about prudet¢mraanagement level is that we have been
under 30 per cent, we have been under 25 peraemlthumber of occasions in my memory.

Water levels decrease beyond the prudent water geament arrangement. The prudent

water management level is put in place to trigg@mnking about how you manage your system
from that point and decisions around whether youyur back-up generation to ensure you save
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water through that period, are the sort of decsigou make once you have gone below that
point.

You seem to be putting to me that you are not abbto draw it down below 30 per cent or
25 per cent. Of course you do but it is how yolkendecisions at that time. For example, how
much energy you export through that time when yawehgone below the prudent water
management level. How much you generate at yoctk-bp generation plant to ensure you save
water through that period. That is what the prugesf the prudent water management levels was
all about.

Ms COURTNEY - But when you had ultimate energy security agggnainister, were you
concerned that Hydro moved this minimum water ldselb per cent without consultation with
you?

Mr GREEN - In terms of the arrangements at that time, wag not.

Ms COURTNEY - So you weren't concerned at all? Did you, with reduction of that
5 per cent, communicate that to the people of Tagnthat energy security was potentially being
compromised because you held responsibility and lgaered the prudent management water
level by 5 per cent?

Mr GREEN - No. What you are trying to do is suggest peapdee being irresponsible at
that time. That, from my perspective, is completentrue. With the backup generation that
was in place, the Tamar Valley Power Station waplate, and 168 megawatts of additional
energy generation had come on line through Musseéod our and Hydro's ability to manage the
system, the decision was made at a board levehynote.

CHAIR - Order. A member asked you the question, 'yorewet concerned at al'? | do not
recall you added 'at all' on it. | need to be faiyou.

Mr GREEN - Thank you. As a responsible minister of coumsg decisions were made.
The whole question of prudent water managementl legang dropped to 25 per cent as an
ongoing level was not something that was discusgéld me. | know there were discussions
about potentially taking it below that level. lever occurred. That was the context of my
discussions with Hydro.

Remember the first meeting | had with you? | gaigou the first order of business always
when Hydro come to brief you were the water levelsat they are at, how much has come off
them or how much has gone on to the them. Thataksays at the forefront of your mind.
There was, at a point, a maybe around going bet@80 per cent but it never went below 30 per
cent.

CHAIR - That clarifies that point.

Ms FORREST - It is important we acknowledge that water steregone thing. The run of
river generation is another. | do not know if yaan remember this. At the time when the board
made that decision, | do not know whether it wakeeision to get it down to that or to let it get
down to that before you worry about it. The rurrigér generation, at the time there was rainfall
that kept those going, as well as the other geioaratpacity was in the state.
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Mr GREEN - We were using Basslink a lot at that point. sTisiall around the carbon price.
MsFORREST - Yes.

Mr GREEN - We used Basslink to build up storages with awte drawing them down to
get maximum value from the carbon price. Thabsoéutely true.

Ms FORREST - At a GBE hearing leading into the carbon taxewlhey knew it was
coming people said that they were basically bankiegwater.

Mr GREEN - Yes.
MsFORREST - The board said that.
Mr GREEN - That is true. We were.

Ms COURTNEY - Mr Green, in the answer you just gave you saatkewlevels were at the
forefront of your mind and always the first topisalssed when you had a conversation with
Hydro. If water levels were so important to yolhywat a time when the CCGT was in dry lay-
up, did you not seek further advice about the mimmwater level being dropped by 5 per cent?

Mr GREEN - Ms Courtney, | have already explained that. ‘o trying to make it some
sort of stark decision that was made that was @sid/should have been held and kept away. The
point is we were never at that level in the firgtge. In the end all of the contingencies were in
place. The water levels at the time, a whole rasfgings were taken into consideration. It is
not nearly as you are trying to make it out.

Ms COURTNEY - Did you at that time seek any advice or modgliom this issue or did
you simply assert yourself it was not seen as fisky

Mr GREEN - At the time of the decision making we were vadbve 30 per cent.

MsCOURTNEY - So you did not seek any formal advice or modgf

CHAIR - Let the witness finish.

Mr GREEN - It was a potential, something that might happaninto the future if it was
necessary, if it was absolutely required. But werit get there. Keep it in the forefront of your
mind that is a trigger point, as opposed to beiplg & utilise that water on into the future. It

really is a trigger point.

Ms COURTNEY - So you did not take any advice or have any niodetione when that
was lowered -

CHAIR - Order. You seem to get certain when you areimgathese statements. Just be
careful how you put the question.

Ms COURTNEY - Did you, at this time, have any further discasasi with other users of
water, such as irrigators, about this decision?

PUBLIC ACCOUNTS, HOBART 21/11/16 (GREEN) 53



PUBLIC

Mr GREEN - We only bought the Midlands scheme on well afteat anyway.
Ms Courtney, you are drawing a massive long bow hédris not even in the same context.

CHAIR - The answer to the question is yes or no.
Mr GREEN - No, | did not.

Ms COURTNEY - With all due respect, a 5 per cent lowering lo@ tinimum water level,
when you are responsible for energy security Merg important issue.

CHAIR - Is that a question? Please keep statemenifwatcan. We want questions, that
is what it is about.

Mr GREEN - | suggest you go back and have a read of thig mad you will understand
what my decision -

CHAIR - We do not have a lot more time, so please keep guestions direct and keep the
answers to answering the question alone withoutggimito all the other side issues.

Ms COURTNEY - With regard to the decision to lower the watevel by five per cent
when the government was responsible for energyrisgcadid you seek any advice on the
environmental impact of that decision?

Mr GREEN - No, | did not, no. But Hydro Tasmania madedkeision at a board level. Of
course they have a whole range of responsibiliti¢sat regard, Ms Courtney.

Ms COURTNEY - But not responsibility for energy security, secsion making regarding
water levels is Hydro.

Mr GREEN - | had responsibility for energy security andsitcalled the Tamar Valley
Power Station. That is where your government macke

Ms COURTNEY - Which you would have jumped at the chance tb sel

CHAIR - Please do not make statements. We have gooegtiithat. If you just ask the
guestion.

MsCOURTNEY - | am fine, thank you, Chair.

MrsRYLAH - | note Hydro Tasman has now valued the AETV tassearound $52 million,
that is $35 million and about $17 million. Fronetimformation | have been able to get together,
actual total cost of the Tamar Valley Power Statiesets was over $330 million. Isn't this an
indictment on the decision to purchase the Tamdley&ower Station, knowing that you knew it
was a long baseload, and all those other issuesaeuwhe assets at one sixth of the value. Wasn't
it a financial indictment on the management of ttador/Green government to purchase at that
time at that price?

CHAIR - Order. | am trying to ensure we stick to oume of reference. | am trying to
work out where that position and decision comes in.
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MrsRYLAH - The value is a significant input.
CHAIR - Yes, the value has been brought up. | willaltbe question.

Mr GREEN - Ms Rylah, the energy crisis cost the state hestsliof millions of dollars. Part
of the reason for the energy crisis was the powatiosn was not run at the time. From what | can
see, the Government has done a full circle. Theyack to effectively saying the Tamar Valley
Power Station was a waste of money and it showemieave been purchased in the first place.
Mrs Rylah seems to forget there was a thermal patagion before that. Babcock & Brown
came along. | had gas peaking stations, it is ti¥e had converted the thermal power station to
gas, which got gas to Tasmania. Babcock & Browilt launew, more modern plant that they
could not complete during the global financial istis The Government, for energy security
reasons and to make sure the project was completeeéd up purchasing it from them. Treasury
advice at the time was it was a good purchaseas good value at that time. Obviously gas, as a
competitor weighed against water and other cheapergies, became uncompetitive and it was
very difficult for Aurora to operate in that markefThe decision, after going to Parliament and
weighed against the expert panel advice, was teresell it or transfer it. Weighed against
energy security, the government decided to trarisfer

MrsRYLAH - At the time of the transfer of the AETV therewa have been lower energy
cost options.

Mr GREEN - What would they have been?
MrsRYLAH - That's what | am asking you: what were theywaede they considered?

Mr GREEN - If you mean bringing diesel generation to thaestcertainly not. If you mean
potentially distributed energy arrangements, nbyol're thinking about solar and other things
being developed as part of that, we had embarked tiyat to a degree. There was a whole range
of things, but essentially the Tamar Valley PowetiSn was always seen as the best option.

Mrs RYLAH - So you did not consider maintaining a prudentewé&vel of 30 per cent to
maintain energy security for this state?

Mr GREEN - Chair, that cheapens the whole argument, p#atiguweighed against the
guestions that were just asked a moment ago. MiEhRs trying to suggest that the value of the
Tamar Valley Power Station is 5 per cent of oualtetater storages in our state. That is complete
rubbish and makes it hard to run a reasonable arguwhen you have such ridiculous questions
being asked.

CHAIR - The member is entitled to ask any questionsfebls she should be asking in the
circumstances. To suggest it is a ridiculous qoess not acceptable.

Mr GREEN - | withdraw that, but it makes it hard to haveeasonable argument when you
have such shallow arguments being put.

CHAIR - That statement is withdrawn.

MrsRYLAH - | object to the comment that it is a shallowusmngnt.
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CHAIR - Once again, you are moving into an area thatdisn the best interests of a witness
in answering questions of a member. You have dnexgerience to understand that so | would
ask you to be very careful when making those sirtsatements.

Ms COURTNEY - Mr Green, in July 2012 the carbon tax was brough As the minister
responsible for energy security, did you see mnasely a coincidence that only two months later
Hydro lowered its prudent water management by Sppt?

Mr GREEN - A lot of planning went into trying to reap therefit of the carbon price for
Tasmania, and we did. We reaped a significantfiidoethe state and Hydro did an outstanding
job in that regard. It propped our budget up pbst global financial crisis, which was very
important. It was always done on the basis thatkm&w what we were doing in building up
water storages to use those to come back down.

Ms COURTNEY - Did you lower the prudent water level by 5 pentcjust to prop up your
budget?

CHAIR - Order. We have been through this and that guesias been asked a number of
times, so unless there is a new area you wish totge

Ms COURTNEY - | was wondering whether during the carbon taategy period - and this
was a long-term strategy you had gone into - did lyave discussions with major industrials and
other stakeholders and users of energy arounaphe ¢f energy security?

Mr GREEN - My major concern with major industrials at thiate was gas contracts.

MsCOURTNEY - You didn't have any conversations around ensegyrity?

Mr GREEN - Energy security weighed against gas is an inapbgpart of it. The combined-
cycle unit and the contracts beyond 2017 were gwoitant to the state that they were at the
forefront of my thinking at that time. We had ®negotiate new contracts. This was another
important point associated with Treasury's thinkangund this -

Ms COURTNEY - Point of order, Chair. My question relatedle tarbon tax and whether
there were discussions with major industrials alengrgy security. | did not ask about gas
contracts.

CHAIR - | accept the point of order. | ask the witnesstick to answering the question as
we only have a few minutes to go.

Mr GREEN - The major industrials were consulted by the expanel at that time and
energy security was at the forefront of their minds

Ms COURTNEY - Did you endorse the strategy of pursuing thesegy exports during the
carbon tax period at the cost of reducing our wiatezls?

Mr GREEN - | endorsed the sale of energy at that timeke talvantage of the carbon price
on the basis that the state's energy security vedlsawd truly intact.

MsCOURTNEY - Did you seek advice about the state's energyriggdeing attacked?
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Mr GREEN - All the decisions we made were based on adWiaednergy security had to be
taken into consideration. There was an easy phéhcommercial path, or a tougher path that
relied on making strategic, long-term decisionswl@mergy security, and that is the path we went
down.

Ms COURTNEY - You said before that a lot planning went intand it was very fortunate
because it helped prop up the budget. There seebesa contradiction about whether you were
looking at energy security or propping up the buddehe Labor-Greens government.

CHAIR - You need to be careful here. | cannot see wingses -

Mr GREEN - There have been GBE hearings since that timairCGind a lot of scrutiny.

CHAIR - 1 do not think it is a proper question in thecamstance.

Thank you very much, Bryan. We have extended ioug et again and thank you for your
contribution here today in answering questionsan inform you the committee is desirous of
trying to get things together over the Christmasqgoewith a view to producing a report to the
Parliament when we resume sitting early next y&drat is the intention of the committee at this

time. Hopefully today will be the end of the wisses the committee requires.

Mr GREEN - Thank you, Chair.

THE WITNESSWITHDREW.
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Dr DAN NORTON AQO, CHAIR, Mr LANCE BALCOMBE, CHIEF EXECUTIVE OFFICER,
Ms BESS CLARK, GENERAL MANAGER, STRATEGY AND SHAREHOLDER
RELATIONS, AND Mr ROSS BURRIDGE, GENERAL MANAGER, FINANCE AND
BUSINESS SERVICES, TASNETWORKS, WERE RECALLED ANIXEAMINED.

CHAIR - Welcome, Dan and your team. All of you took ttexlaration previously. These
are public hearings that will be on the public reicoThe transcript will be placed on the internet
in due course. Parliamentary privilege appliesleviiou are in this place. Once you leave this
place it no longer applies. If we get to a stafpens you feel that the questions we are asking put
you into a difficult position and you would preférat evidence be taken in camera, then please
ask for that and the committee will make a deteatiom on it.

Quite a bit has happened since you were last leeifeypu want to add anything then please
feel free to do so.

Dr NORTON - Since we came in previously an annual reportiess released. | am happy
to take any questions in relation to that. We f@awve a draft determination from the Australian
Energy Regulator on our distribution determination/e are going for a two-year distribution
determination. We already have a transmissiorriah@t@tion which goes to the end of 2019. We
are going to have a distribution determination thigit go until the end of 2019, then from 2020
onwards. From mid 2019 onwards we will have ameitgation from the AER which will cover
both transmission and distribution. The draft deteation has come out and | am happy to, once
again, answer any questions in relation to that thedimpact that might have on our financial
position.

CHAIR - Thank you for that.

Ms FORREST - | am really focused on the terms of your finahceport. If we do not get
to this year in GBEs, somewhere else. Most offéalidn profit before tax of $21 million, which
is on page 56 of your report, | believe is explditgy an increase in finance costs. That is on
page 67, on debt restructure of $23 million. Thbtdestructure is explained on page 81. There
is $583 million of debt refinancing leading to tlees. Can you talk me through and explain what
has happened there?

Mr BALCOMBE - Before | talk about the debt restructure, | migilk tabout the revenue
line too. We did see a reduction in revenue. Reas the shake of the transmission
determination. The transmission determination rirosn the 2014-2015 year through to the
2018-2019 year. We were in a transitional yed2(h4-2015. We recovered more than what we
normally would have done so from our transmissiost@mers in that year. Then the subsequent
four years were a lower figure. We did see songeiagon of about $12 or $13 million in our
transmission revenues as a result, albeit theresar@® over-recovery against transmission.

The transmission determination has an elemenbot nd on it to that 2014-2015 year. We
did see a reduction in some of our regulator regetut it was really around the shape of the
determination we had on transmission. To be clédamre are a number of factors about that
reduced profit.

Mr BURRIDGE - With the debt restructure, let me talk about winat policy is first; then |
will talk about the restructure. Our Treasury ppliwhen we seek to achieve what our debt
profile is, effectively one tenth in every yearl0 years, which is the regulator's way of pricing
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the debt to us. $1.7 billion worth of debt, $17illion in every interval. That is our policy and
what we aspire to.

When TasNetworks was established we inherited b#df debt, Transend debt and Aurora
debt. The Transend debt - because they resetdahiie portfolio about May 2014 - came across
in nice even one tenth amounts. It fitted nicelpiour policy. The Aurora debt was lined up to
their determination, came across in a very shom-tashion. We had three years of debt, about
$500 million, $580 million across those three yeafdat was outside our benchmark. We noted
and knew that was going to be the case. Nearly $@0ion worth of debt is a lot to have
maturing, both organisationally and for TasCorp, @@ntral borrowing authority.

With Tascorp, we discussed how to deal in advarfcthie maturity, so we did not put
pressure on the refinancing in the financial makednterest rates were very low, so this was a
good time to lock in interest rates. The boardhahagement, on the advice of management, took
the decision to refinance most of that debt. Theae a little we let mature, but most of that debt
was bought back from the market. Tascorp wenttimomarket, to their policy bondholders and
purchased that debt back. That requires a paybetween the prevailing interest rate today and
the interest rate issued at, so that is wheredbe tomes from. That puts a net present value
difference in the interest rates which cost us $2aBon.

MsFORREST - Is Tascorp the beneficiary of that?

Mr BURRIDGE - No, they take the loss and pass it through tanagsthen we reissue debate
at the new lower interest rates. Over the two-yeamnod we recoup that loss because its
net-present-value neutral. We take the $23.8 anillipfront and over the next two years we will
get that back.

Mr BALCOMBE - We would have paid it anyway.

Mr BURRIDGE - You would have paid that $23.8 million over tweays. We've paid it all
the way upfront and replaced it with lower yieldigbt. That is why we got $12 million back in
the first year - it was the difference between wiiatwould have paid and what we did pay. It
washes its face; it's net-present-value neutral.

Ms FORREST - When you look at note 10 in your financials, famancial instruments,
page 82, the fixed borrowing rate already had aviaiue of $1 078 million whereas the carrying
amount is $1 629 million. | presume you don't haveecognise this in your income statement at
this stage, only if you renegotiate the loans?

Mr BURRIDGE - That's right. It's what they call the 'mark tanket' at the time, so what
the value of the loan would be if we were to bug wWhole thing.

MsFORREST - That would depend on interest rates, too.

Mr BURRIDGE - Correct. It fluctuates year on year. If inténeges go high enough, there
could be a profit because we've locked in a lowes.r

Ms FORREST - On page 65, where you have this significant ewatihh Forestry Tasmania,
it appears you have all the revenue advance touatcoor what's left - $8 million now the
arrangement with Forestry Tasmania is effectivelgro Did you receive the amount in the
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previous period or was it Transend that receivadi?thWas that the original deal and did FT have
to pay revenue in advance in cash or was it jlstak entry?

Mr BALCOMBE - We had effectively paid that cash and we hadahility which was
accruing over the period of the connection agreéménwas a paper entry and all the cash had
been dealt with in years past when this arrangemastset up.

MsFORREST - What year was that set up?
Mr BALCOMBE - | don't know.

Ms FORREST - It was in Transend's day. In the Auditor-Getignaeport, that was tabled
last week and | haven't had time to look at th#te transmission line you took over had an
impairment charge of $8.5 million recorded. Ddeat tmean it now has a zero book value with
you?

Mr BURRIDGE - It is effectively a book entry but it doesn't g@o our revenue-earning
grab because everything has been expensed in onEayaall intents and purposes, it is income
but it has zero value.

MsFORREST - What did you pay for it?

Mr BALCOMBE - We didn't pay anything. It is a transaction thais sitting on the books
and we had a future obligation to provide a senagminst that line. When we built the
connection asset we were paid for it but we didatik all the revenue at that time. We had an
amortising liability but we had to deliver. Thesasand the liability were going to diminish over
time but when we took it over we extinguished tHsgoause we weren't going to earn any future
revenue against it because we'd dealt with ithigiew arrangement. It couldn't form part of the
regulated asset base so the asset was impairegdeanere forgiven on the liability as well. We
can give you some more detail on that if you like.

Ms FORREST - To me it looks like you are shifting the deckach between GBEs again
and TasNetwork is being used as a bank.

Dr NORTON - This was not a benefit provided from TasNetwdk&orestry Tasmania. It
was not a back door subsidy or anything like that.

Mr BURRIDGE - It was already on our balance sheet, the deaksbhanged around.
MsFORREST - You did shift the deck chairs?
Mr BURRIDGE - Yes, on our own balance sheet not anyone dlai&sice sheet.

CHAIR - If further information is going to be of assiste, we will provide it to you in
writing and take that on notice.

Ms FORREST - We will go to IT. | notice on page 71, undernwdn progress, you spent
$25.5 million on software? Another $38 millionlistd be spent? Is that correct?
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Mr BURRIDGE - That is correct. It is not just software, whishabout $6 million. This is
a configuration and building the system.

MsFORREST - This is all related to Agilis?
Mr BURRIDGE - Yes, $58 million.
MsFORREST - So the $4.4 million listed on page 71, thatlisedated to Agilis?

Mr BALCOMBE - | think not. We have any number of IT projectsngpbn at the same
time. A good example is one called our outageoraibn management upgrade. This is a system
we are installing so we have a much better cootidinaf our processes when we have network
outages. Atthe moment there are a lot of manualgsses and we struggle to know, it is a bit of
left-hand right-hand. This will improve informatidlows and also improve information flows
through to customers.

Some of you may have noticed in recent outagesithitakes a while to get our website
updated. That flows through to our media commuioa and things like that. This outage
restoration management is designed to improve soméhose processes between what is
happening on the front line. When they completestoration all that was manual and it would
be manual based on a three or five hour telephooi&-bp and then it would get updated as
rapidly as we could do it.

MsFORREST - This is not part of Agilis?

Mr BALCOMBE - No, it is not. There is quite a number of smaltte ORM system is
about $3 million.

Mr BURRIDGE - We have about $12.5 million program works.
Mr BALCOMBE - Yes, program works on the underlying business.

Ms FORREST - Is some of this what you took over from Aurorbem you took over the
distribution asset?

Mr BALCOMBE - We inherited systems from Aurora. We realised, bhaoh comfortable
Aurora would have realised too at that time, thegded to do some upgrades on this outage
restorative management system. They chose notetause they knew there was a new
management coming in, and it was better we re-implg that system and design it, as opposed
to inheriting something midstream. There is anoomg program of work for our IT systems right
across the business. Overarching that is our fgifoject which is essentially our business
transformation project.

Ms FORREST - Some of it seems to be depreciating fairly siowls that what you took
over from Aurora?

Mr BALCOMBE - It probably has a low written down value but thest things have a life
of 10 years normally.
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Ms FORREST - Hydro Tasmania spent $152 million on IT in fiyears. It seems we are
spending a lot on IT in these energy businessestlamdlepreciation rates seem to be quite
different. Yours seem to be quite slow, theirsmss to be quite rapid in some areas.

Mr BALCOMBE - Ultimately, depreciation is dependent on what yoaok the future useful
life is. So with the Agilis project our perspediis we will get 10 years out of that before we
have to go through the next upgrade. We will faanview every time we do one of these
upgrades or implementations on what the futureulidiéé of that project is. ORM might have a
five-year life because it may well be supersededthgr systems that might come in behind that.

Mr BURRIDGE - In the scheme of things, even the IT and maskstem has been inherited
from Aurora. It is a small amount in comparisonthie entire value of the poles and wires and
substations et cetera. As we spend a bit moren@nlkave Agilis to finish, and we might have a
few more IT things, the depreciation will kick upbd to reflect the shorter term life of an IT
project to the longer term 40 years for a substatransmission line. It is a very number in
comparison.

Mr BALCOMBE - Fundamentally, this business is underpinned bfprination and
technology. We have what we call the SCADA systhat operates the transmission network
and parts of the distribution.

Dr NORTON - System control and data acquisition.

Mr BALCOMBE - Thank you, Chairman. That is one that is vitathe business and it is
run separately outside our corporate systems beca@svant to make sure to the extent possible
that it is protected from penetration and thinge lihat. That essentially is the system that keeps
the lights on.

We then have systems that are the link betweenbasmess and the market, between
ourselves and the retailers, which is that metenirigrmation, market information and billing
information that goes out once a month. That sarfi@mation goes through to AEMO. Even
AEMO has visibility of the SCADA stuff as well. €&h there are our underlying business
systems. Agilis will deal with a lot of those fuardental systems such as our financials, our
procurement, our government's risking compliancR, &hd payroll, inventories and all those
things. Then there are other systems about howavk; the way our work gets dispatched is to
some extent automated and it would be further aated

MsFORREST - That is in emergency situations as well as ra#i

Mr BALCOMBE - Yes, that is right. Fundamentally, informatitechnology underpins
how this business operates. We are very constihatisve have to spend that money wisely. We
have to make sure we have the appropriate govertnirs@neworks that are overarching all that
expenditure we do. It is something we can't wallayafrom as a business.

The way the future is looking for us, where custmsrae wanting to take more control of
their own destiny in energy consumption, we arengdbd have to build portals and things like
customer connections. We are about to releasetal j@xt month where customers can apply
online for connections and start to see how theimection is travelling through the process.
Customers are demanding more information and thahly going to come through information
technology.
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Dr NORTON - Of course all this is part of our regulated deieation. If we don't have
adequate justification for it, it won't be regardejustifiable expenditure.

Ms FORREST - | am sure you read the submissions to the igquiOne submission
suggested that the IT division is a little bit cstaffed and there are over 100 people working
within the division. For the committee's benefincyou provide more information about what
these contracts are? You have already touchedano&them, but what are all the people there
doing? There are a lot of people. If you coudkegiome context here. It is a lot of money being
spent in the area. | accept itis a very IT-helanginess. It would be helpful to have more detail
around that.

Mr BALCOMBE - Would you like that today or is it on notice?
MsFORREST - Either now or on notice, whichever you thinleasiest.
CHAIR - If you can answer the question, do so, but f igou prefer some time.

Mr BALCOMBE - | have described the underpinnings of why infation technology is so
important to this business.

Ms FORREST - The question really is, are we spending on thitigat are absolutely
necessary or just nice feel-good stuff? Therepdeaty of other things the taxpayers' money
could be spent on?

Mr BALCOMBE - No, there is no feel-good stuff in this.
Dr NORTON - We don't get revenue allowance to spend ondeet} stuff.

Mr BALCOMBE - To the chairman's point, all this expenditurdsgicked off by the
Australian Energy Regulator, so all our projectengtiture has to be supported by business cases
or business case outlines.

Dr NORTON - The answer, in a sense, to the number of pesptework in our IT area is
changing all the time. We inherited from Aurora @utsourced contract for some IT services.
We looked at that and decided that wasn't valuenfoney and so we, under the appropriate
clause in the contract, terminated that and asaltreve had to bring onto our numbers | think
about 21 people. Soin a sense it looks as thaugghave added them. We were paying for them
anyway but the decision was made to do that inligtna

Ms FORREST - Did you have to pay out the contract or could yerminate without a
payout.

Dr NORTON - No, we terminated without a payout.

Mr BALCOMBE - There is an 'and’ to that last piece. We taoRbd people and we saved
$2.5 million per annum and provided a better serbig inhousing it rather than outsourcing.

Dr NORTON - That is getting into some detail but it is araewple of where we looked at
something, as it turned out something we had itdebthut it could have been something that we
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had put in place years before ourselves, had adodkand decided it needed to be changed. The
IT area sits under Ross and he is continually loglkat our IT strategy and look where we are
obviously going to have some changes that will oance we get Agilis up and going and the
number of employees we have in that area will ckanger time in response to our assessment of
what is the most efficient way of doing that busse

Mrs RYLAH - | am interested to know what is the cost of sudar PV grandfathered
contracts?

Mr BALCOMBE - In round terms it is about $13 million a year.

MrsRYLAH - A year? So $26 million over the last two years?

Mr BALCOMBE - It was $13 million this year just gone and $1ifliom the year prior.
MrsRYLAH - So it goes up because of -

Mr BALCOMBE - It depends on what the regulated feeding tasifind we manage the
gap.

Dr NORTON - And the number of people changes from year t@r yes well. So some
people who are eligible for it fall off - becomeeligible for it | think is a more polite way.

MrsRYLAH - Yes, okay.

Ms CLARK - And we have to fund the gap between the 28 cemmtidjathered rate and
whatever the market rate is? So as the marketmates then the gap can move as well.

MrsRYLAH - Okay. That makes more sense.

Dr NORTON - Obviously that is a community service obligatieffectively that the
Government requires us to make that payment anahake it so we are not involved in the policy
side of whether that is a worthwhile payment or. n¥¥e are not involved in determining the
appropriate amount. That is done by the local esoa regulator.

MsFORREST - What is the time on that, Dan?
Mr BALCOMBE - 1 January 2019 it ceases.
CHAIR - What sort of impact on you when the grandfatigeportion concludes?

Dr NORTON - Well, what it would mean is that instead of paythat money, that money
would go to our bottom line and it would go outdividends. | don't think we get any tax relief
from it. So effectively the Government is decidingtead of taking a dividend stream, we pay
90 per cent of after tax profits as dividend, sgp80cent of that additional amount would go back
to the Government. They have decided to forgo sdiwidends in order to provide some benefits
to these grandfathered customers.

Mrs RYLAH - So what percentage of the energy in the stateesdrom solar PV and how
does that relate to that cost of approximately ®dlBon in terms of -
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Ms CLARK - We might have to take that one on notice. Froemory it is less than 1 per
cent of the energy in the state is solar.

MrsRYLAH - Itis expensive? Is that what you are tellingm

Ms CLARK - The model. Once upon a time the feed-in tariff weesfull delivered cost of
an energy; now it is just the energy value of soliris basically saying that all round Australia
the model is now that you get funded for the energye. Just like Hydro gets funded for its
energy value, a solar generator would get fundedge@nergy value.

MrsRYLAH - But is only the people on the grandfather contratts get that.
MsCLARK - The people on the grandfather get the full delidezeergy.

Mr BALCOMBE - There are about 80 megawatts of solar stored imaam at the
moment. But that assumes it generates at fullagpahe boiler plug capacity.

MsFORREST - Given the associated costs of storms and flooddiemdnd everything else
you can think of this year - | had a couple of amexjfrom TasNetworks, very nice, thank you; |
did not even know the power was off, so there you ¢put how much has that cost this year,
above and beyond what you would normally expect?

Mr BALCOMBE - It was about $3 million.

MsFORREST - In total or in excess of what you were budgeting?

Mr BALCOMBE - In excess of budget. Normal budget is a coupl@rsbably about five.
MsFORREST - That is probably double what you normally.

Mr BALCOMBE - It has been a big year. Since February we havewhead we call six
major event days. They are days where the regukdtows us not to include that in our
performance and [inaudible] calculations. They pretty substantial sort of days when that
happens. To have six in essentially six monthexgetiis a new normal around here from a point of
view of the volatility of the conditions.

Ms FORREST - These events happened in fairly inhabited aregsess. |If it happened
somewhere that maybe there are not a lot of cusgrbet it is happening where there is a big
customer base, or is it just because of the exieit®?

Mr BALCOMBE - Yes, the July one was a big one. July in particuas problematic
because we had snow, rain and wind. In the fdetbfl Mt Wellington, we could not get people
in there for four days. Once we had them in it westored in a day. There were times during
that storm when we would restore and then sometisgy another tree would come down and it
would clear the line.

One of the things that we are focussed on is haowwea make the network more resilient to
these events? | suppose by way of example, weahammmunity forum down at the Tasman
Peninsula. The Tasman Peninsula has been imppitgt hard by some of these events, and |
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say some, not all of them. Some unusual facetghat has happened on the peninsula is that an
event we had in April was a north easterly weatistern. The ground was already starting to
get wet. The trees are used to withstanding wiesterWith the easterlies they -

MsFORREST - They were not bracing the right way.

Mr BALCOMBE - They were not. A lot of conversation we had a tommunity event, in
fact, we have a paper going to our board this vadmlut what are some of the initiatives that we
can do to strengthen these potentially weaker pdrthe network that are more susceptible to
these storms?

MsFORREST - Are you talking about trimming trees?

Mr BALCOMBE - Certainly trimming trees. Our vegetation managenpeogram we have
upgraded. What we want to do is get our vegetati@magement program to a state where it
becomes a maintenance regime. In essence we mmwedathe state in a maintenance mode. At
the moment the business is a bit reactive. Thdtdevbits of the network that need cutting, say,
on the foothills of Mt Wellington, and there wilelanother bit at Geeveston. What we want to do
is to get totally caught up so we can move intcagntenance regime.

The second element is identification of hazardsire@hese are trees that are outside the
clearance zones, that we think present a hazardey Will be inspected, then we will start
removing them.

MsFORREST - Some of these will be on private land.
Mr BALCOMBE - They are, and that is the issue. That createseciogs.

Dr NORTON - Strickland Avenue in South Hobart is a classic eglam If the bad winds go
through Hobart, you can guarantee almost certaéirdypower will be out there. When you go -

MsFORREST - Trees or branches.

Dr NORTON - Branches. As Lance indicated, what we have sudfénes year more than
perhaps in recent previous years is that the grdwasdbeen so saturated. These old trees have
actually fallen over, the roots just come straigpit

CHAIR - Why do you say that creates a problem for yoosscprivate property? Surely the
onus is on you to ensure the line is clear andeptetd? Wouldn't there be an agreement with
private landowners?

Mr BALCOMBE - From the point of view of the specific area arduhe line, there is a
certain zone we are able to cut-

Dr NORTON - A legal right to remove trees within that zone.

Mr BALCOMBE - But then you get out to where these hazard &mees They are quite tall
trees, and probably the best example is if youeddewn past Murdunna you will see the two
feeders that go into the Tasman Peninsula . Theneent is quite clear and then there are these
towering trees that sit outside the easement. hawe to pick which one of those is going to fall
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or which one has loose limbs et cetera. Notwitiditag, trees are not the only things that cause
outages. You can get twigs and trees and blowatgisl off trees that gets across two circuits and
cause an outage.

There is a lot of engagement goes on with landosvnek simple example of how it is
difficult to get it right is last week we were diig down to Port Arthur. We had just had a cut
through there and we were saying, 'Why do theydehat tree there?'. The local lord mayor said
she had a number of phone calls saying how we pame too hard. This is one of these really
hard things to get into balance. A lot of commyhgagement is required, a lot of consultation
with landowners and education to ensure peoplenarelanting trees under power lines. It is
very challenging. You drive around and see thegyoimes are quite clear, but then you have
these big towering trees in the vicinity, so ivesy difficult to manage.

Ms FORREST - Your drive around the state is different fronmeiil do not look at that but
you do.

Mr BALCOMBE - | spend a lot of time being a passenger and #nmzing what you
notice.

CHAIR - | used to draw my power off the Wilmot line, iasvas known at one stage, and
every time in a high wind you knew the power wamgdo go off.

Mr BALCOMBE - We have to look at ways to make a network mosdieat in those sorts
of conditions. We have to do it manageably to nake we are not driving costs up.

Dr NORTON - We cannot prevent outages, so the next thing ¢get the outage remediated
as quickly as possible. The big challenge we haspecially in those storm events, is it is unsafe
to have our crews out dealing with them. Our viewapologetically, is that safety of the public
in terms of downed power lines and safety of oexvsris paramount. We will not put people out
there until it is safe to do so.

Ms FORREST - | want to go to your debt, which is a sourcdasicination to me. With the
Australian Energy Regulator's determination, had thduced your rate of return and hence the
amount you are able to charge for those deternoims@i

Dr NORTON - Yes, the draft determination affords us a lowmecovery and will feed
through into lower revenues.

Ms FORREST - If you achieve your maximum debt level, will thmake it more difficult
for you? How far away are we from that?

Dr NORTON - We have done some projections, but we are alsodfodi the final
determination does not come out until Six montimeti

Ms CLARK - The way the determination works is the revenugpdated each year for the
updated debt costs, so they refinance a tentheopdintfolio, so we all match our debt costs with
the way the income is set. We will manage thatehese in revenue as a result of lower interest
rates. We will also incur lower debt costs aligmeath that.

MsFORREST - When does the final determination come out?
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Dr NORTON - In April. Notwithstanding, if we think we can epate within our covenants
and we will probably be close to the current Tagamiling.

Mr BALCOMBE - At the back end of the determination.

Dr NORTON - Yes, and that is something we could negotiatsoate point of time with
Tascorp.

MsFORREST - What is your maximum debt level?
Mr BALCOMBE - $1.9 billion.

Ms FORREST - The Auditor-General always makes comment abauir yyearing ratios.
They are not looking any prettier this year thagythave in the past. Is that a concern?

Dr NORTON - No, and they are never going to look prettydaegulated utility like us. To
have a coverage of around $62 million you woulekgected to be in that ballpark. Unlike other
businesses, we have a regulated revenue strearthef®ois an element of a revenue certainty, if
you like. You can safely and prudently operaterymisiness with the level of debt we have.

Mr BALCOMBE - $67 million is the cut-off.

Ms FORREST - Technically you could take on more debt if the Gowneent saw fit to hand
you a bit more?

Dr NORTON - Yes. We are probably at a point where we wawdtlwant to be taking on
too much more debt.

Ms FORREST - | noticed in Queensland very recently the Quizertds Government loaded
up their network businesses.

Dr NORTON - We are not uncomfortable with where we are & mhoment. If the
Government, or a government, wanted us to take $208 million of additional debt in order for
an act re-transfer or something like that, we wddgle to look very closely at that back because
it could push us into an area where we are uncdatilar.

Ms FORREST - Doesn't it then become a balance - and this geveernment decision, |
guess - so if they load you up with more debt then have the repayments that go with it, and
then you end up paying less dividends because poofits are less, so it is swings and
roundabouts.

Dr NORTON - Yes, that is right. Having said we have a ratpd revenue stream, there can
be uncertainties that can hit us. We could losmagor customer and we have to prudently
manage our business against those sorts of rigks.would not want to be sitting right at the
maximum debt you could prudently carry and haveheadroom to cover a particular problem
situation.

Mr BURRIDGE - | think that is right. Flexibility for a shodk the issue.
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Dr NORTON - At some point, if we were loaded up with morétdeve would lose that
flexibility.

Ms FORREST - With the developments in battery storage forasaboftop, how big an
impact is that going to have?

Mr BALCOMBE - There are two ways you can answer that questidrthel businesses
stand here and watch it happen around it, therllibewe an impact. Part of our focus is making
sure our business and our industry is part of jinaney. We could be the enabler. One of the
things that can happen with batteries is they pl@wtorage. With the storage they also provide
the opportunity for people to share energy.

MsFORREST - This is where | was going because there is abss opportunity here.

Mr BALCOMBE - Yes, and they are not going to do that without avaek. The Energy
Networks Association - Energy Networks Australiaitais now called - which is the peak body
for network businesses in Australia, is shortlyetease a document called the Energy Networks
Transformation Roadmap. It contemplates these gingetechnologies and how networks can be
part of those emerging technologies.

We are also, as a business, starting to run soate ttYou might have heard about our Bruny
Island battery trial. Bruny Island is joined to imland Tasmania by two cables. Over summer,
when the holiday population moves down there, #ageed the capacity to the those cables. At
the moment we have a generator which goes dowa.thé&te plug it in and that helps to meet the
peak. With a couple of the universities and witiphwith funding from ARENA, they have
provided grant funding where we are going to tripeople will be able to buy a subsidised solar
and battery installation -

MsFORREST - In grid?

Mr BALCOMBE - In grid, yes, and, with the help of some prattyart software we will at
times take over use of those batteries and putetitgy into the network to help meet that peak
and the customers will then be compensated fouseirof that electricity.

MsFORREST - | have seen it. It is fascinating.

Mr BALCOMBE - Yes, itis. Itis a fantastic trial and we hadre people apply for it than
we had available positions and we are in the psooédoing that installation.

Mr BACON - How many would there be?

Mr BALCOMBE - Forty. It is a pretty solid trial because we spend many millions of
dollars upgrading the cable to the mainland agast,to meet the usage.

Ms FORREST - Generally, the people will feed in when they gemerating more than their
batteries can store.

Mr BALCOMBE - Or it might be that they feed in at peak timed then they -

MsFORREST - But you can set them up to do whatever you like.
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Mr BALCOMBE - Yes. There is an element of control that we wilmpensate those
customers for, so we are going to trial that tebbgy That is all part of this network
transformation. Bess, you might want to talk #dlitoit more about where we are with the
installation.

Ms CLARK - Yes, and the other thing | was going to say limks to that is that we had a
major battery manufacturer come and meet with ssveeek and one of their messages is they
see, there will be some people who go off grid ase a battery. However, they see their big
market is people who do that arbitrage betweerytits and their house and so in that regard the
other thing we are working on is network pricingoren so people get the right signals about
when you should store in your battery and whenstoauld sell to the network so that we get the
best use of all the investments people are makirthe grid and into the network and so that is
part of our long term pricing reform.

Ms FORREST - In the place we are building in Wynyard, we wanto just that and the
electrician has gone to great lengths to look atltlad, bearing in mind we are not there all the
time, we are down here some time, but imagine sam&ho was living there all the time when
the tariff is so low, why are people willing to stoit? You don't get much but you don't pay
anything either.

Ms CLARK - Yes, so we are working with retailers in theiestand with the local regulator
around standing off the pricing to start bringingne of those signals so people who have
batteries basically charge and use them at thétilgles and that saves everyone money.

Ms FORREST - | am glad this is part of TasNetworks' focushey advised us a few years
ago and it was like they don't need to worry abbufThis was prior to your time, most of you
across that side of the table. No, like it wasrgemnd years away. It was already heading that
way when | asked that some years ago.

Dr NORTON - It is hard to forecast exactly what it is gotogoe like in five years, 10 years,
15 years and part of it gets down to the cost dfebas which are going down but from our
perspective we have to understand how it is goangmpact on us, how we can leverage off it,
how we can have a fit for purpose network that pavide the services that customers are going
to want in the future.

Ms FORREST - How do you see yourselves making money out &, thr is it about not
losing revenue?

Mr BALCOMBE - There are two things to think about. Part ofatis going to have to
happen is we have a regulated service which atnthraent is clear cut but over time that is going
to become grey because if you think about the shagconomy, about that network sharing, the
current regulatory framework does not allow forttba it may well be that we start to shift that to
what is called a contestable arrangement so ydhatan a competitive business. It is pretty hard
where we are not the sole supplier but there wlpbople who are going to start to market these
products and we have to think about how we malgait of that so this is what this network
transformation road is extending to.

We are thinking about what is the operating envitent, what can the future look like and it
is quite ambiguous because it is very hard to ptedi10 years time what customer behaviours
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are, what technology is going to be, and then #gag of suggesting what has to change. It is
starting to have that examination about how we adapt the current frameworks to what the
future frameworks ought to be, so it is ambiguousthere has been some tremendous analysis
done on this and it is going to be released abooit 8 December and we will be sharing that
around the state.

MsCLARK - Because it is ambiguous, the National Regulats been asked to come up
with a ring fencing guideline to make clear that mgulated businesses are costing and doing the
right things for the right people with the righfonmation for that regulated service, which is the
monopoly of poles and wires service people takegfanted. Then opportunities in other spaces
need to be undertaken with a different cost strecamd ring-fenced so we are not [inaudible] that
we were being a regulated monopoly and we are congpa a marketplace. We will have to
make sure we have the right cost structure andrrdbon sharing in the first instance. For us,
the Bruny Island trial is a network support triae are paying the customers to discharge their
battery to support the network. That is how ib&ng run at the moment and we will learn more
generally.

Ms FORREST - There are other areas around the state thatdwmellequally applicable.
The west coast, which can get cut off every nowthed and even at Circular Head, places at the
end of the network.

Mr BALCOMBE - It is where we are starting to have to think whbmcreasing in the
capacity of the network. Anywhere we are at thage, there will be a business case and a pay-
off and you evaluate the batteries versus the iddal batteries and also looking at large scale
batteries. Transmission companies are startimgpnsider larger scale batteries on the network to
avoid this upgrade. This is all very much leadedge stuff and is something we are going to
have to have a look at.

Ms FORREST - In your capital expenditure program, will thigve to be a bit more
carefully considered? Rather than do a capitarage of a major transmission line, would the
cost be much less to do the supporting batteragest

Mr BALCOMBE - That is the analysis that would have to be uadten.
MsFORREST - That has not been done yet?

Mr BALCOMBE - Bruny Island is the test bed for that. We \aitlalyse and get some data
off that.

Dr NORTON - Whenever we had a cap ex on the transmissiomoniet we look at where
there are non-network solution and this fits irtatt We will end up learning a whole lot of
things from this Bruny Island trial about what wereind what does not work and there will be
complications we were not aware of. It is R&D. h#s us trying to understand it and staying a
step ahead of where things are developing.

CHAIR - For the layperson, it is difficult at times t@ik out the position you have and that
of Aurora. How closely are you working with Aurdrathis area because they talk about some of
these issue? What is happening there?
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Mr BALCOMBE - We have a working group we work very closelyhnaind we catch up at
all levels of the business on that. Our major @ugr is Aurora because they are the ones that
build the customers. They are a major player artiqularly when we are getting down to tariff
strategies and things like that. We can do allikeewith regard to tariffs and if the retailer has
different perspective on tariffs than ours, we wianénsure there is some flow through from the
point of view of what we are tying to do. We spentbt of time working with Aurora on that.
With tariffs, we have to make sure it is an ordéransition because we do not want build imposts
or price shocks or anything like that. We havetdtabecause we cannot keep putting this off
because that means if we do not have the righff tamangements, we cannot integrate the
appropriate technologies and things like that. Wéek very closely with them.

CHAIR - It is interesting when you look at it. When ylentify you have 280 000 direct
customers and then you have the direct customéhstia@ other, bigger industry, it is difficult at
times to work out who Aurora’'s customers are and ydur customers are.

Mr BALCOMBE - Yes. There is 280 000 meters, so they are aiers. We use all the
information off those meters to bill Aurora. Thsswhere the industry has changed a lot in the
last four or five years, is that the word 'custdrhas never been used in these businesses. In the
end, if we did not have customers, we would notehawbusiness. A key plank of our strategy is
customers. We have other issues where we are domgection work, restoration work, they are
calling in faults and getting services from us,tBere is a whole customer framework in our
business where every action we take should haverspective on what the impact is on the
customer. We are seeing that right across thestnglnow. It has really swung that way.

CHAIR - | note from your corporate plan from your anntegort that 'TasNetworks will
continue to maintain downward pressure on the n&womponent of electricity prices'. | guess
it's an easy statement to make but what are yongdim maintain this downward pressure on
prices?

Mr BALCOMBE - We have taken a lot of cost out of the business @ontinue to drive
efficiencies. From the perspective of the oppdties that come out of the merger, without
further investment in the business we have pre#lf man that dry, so the further investment is
coming through the Agilis project. To put thatamerspective, when we inherited the systems
out of Transend and Aurora, we had two generaldexjghree asset management systems, two
HR systems and one risk system. They were alhatend of their live and had to be rebuilt.
Quite rightly, those businesses chose not to embarthat because they knew there was a new
business coming along. We are operating on hokbigether systems, so it takes us a long time
to get any information out of our business - shye¢ weeks to get any financial information. Itis
very challenging. We don't have a great deal td dathe business. What this Agilis system will
do is give us access to good, accurate data -thlatas in one database. So one source of truth
rather than seven or eight separate sources of tithat data is all in one place and we will have
good processes around that. The SAP system wéltiagin has inbuilt processes and you have
to follow those. If you don't, it's at your perillhere is a big change of management investment
we are undertaking around that. That will harnseshe benefits, too.

Our corporate plan for natural projections showshakling. We found approximately $8
million on the merger. That was out of a cost bais$176 million between the two businesses
and a year later we re-established that cost bhe&B48 million. That is the targeted spend in real
terms that we are holding. Once the Agilis platfas up and running, there are some benefits
that will come off that. We will continue to lodkr efficiencies. It is about doing business

PUBLIC ACCOUNTS, HOBART 21/11/16 (NORTON/BALCOMBE/CLARK/BURRIDGE)
72



PUBLIC

better. There are opportunities where we've hiaglaof automation within the way we dispatch
work.

A saying | have started using in the businessr@asng colleagues in the businesses, is how
we keep customer promises. When we turn up tdheavork on the day, we turn up and do the
work. There is probably a 10-15 per cent of timeetwrn up that we don't do the work, so there
are opportunities to get the processes right. \&eehurned up and found the appropriate
electrical contractor hasn't done the work or weehmissed the timing and things like that.
There are also lots of efficiencies about the waydwe the work, as well as the business systems
that underpin that. At this stage our intentiontés hold costs in real terms, around that
$140 million. Albeit we have had to accelerateeav fthings around that - the vegetation
management program is still $3 million extra oves tcurrent financial year and the next one to
get caught up. A lot of it is about the way we @oact our business and do our work and getting
that efficient. Fundamentally we need that ovedriaung business system, so getting the data and
starting to measure things. Once we start meagsgthings, we can manage them.

Dr NORTON - It is on the capital side too, the capital expamdi In our proposal for
distribution, we have been seeing downward presear¢he amount that we are putting into
capex. We saw that with the transmission detertionas well.

Ms CLARK - With respect to the technology discussion, we sggending more money
through measuring what is going on in term withl teme with information systems. Then we
can run the assets we have harder rather thanrguidore. But we just need real time data to
get the best -

Dr NORTON - It is operating costs and capital costs.

CHAIR - | am not so sure this question fits in the teohseference, but | want to know it,
who is responsible for the actual line from theggdhto a property?

Mr BALCOMBE - It is us. We are into the main fuse. There igsefon a bargeboard. We
[inaudible] into that fuse. But we also happeiowm the meter.

MsCLARK - Unless it is a private structure.

CHAIR - My question, coming from that is, do you, or hoften do you go round and check
all of the old fittings in that area? The reas@sk the question is that | am aware of a proparty
Dodges Ferry where an electrician arrived to dola jHe changed the meter over; you people
were involved as well. The electrician arrived &muked at the pole and the wires and said, "This
is extremely dangerous. This should have beenacedl months ago." They contacted
TasNetworks. They were very prompt and did thevjely quickly. It was all well done. My
guestion from that is, how often do you do that?

Mr BALCOMBE - | perhaps suggest we are not doing it often enovgiain, part of this is
that having a good system where we can identifyettistence of some of these assets. There is
probably stuff - an example you have used - whemight not be on the system. We have to
start upgrading our inspection regimes. Speclficalith those service attachments, we do have a
future program where we are going to go and idgergdme of those assets and connections,
probably over the next 12 to 18 months.
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CHAIR - Thank you for that. They did it immediatelyhé&re were no hold-ups, it was well
done.

Mr BALCOMBE - Part of the challenge is understanding the comtiolt is a lot more
about condition monitoring and things like that.e Will be doing that in the future.

Ms FORREST - This is hypothetical, but | know you said youmage the debt level, it is
not outside the ball park or anything like thatt Ifuthe Government decides to take back a
significant amount of the debt, what would enabésNetworks to do that they are not doing
now?

Mr BALCOMBE - | am not sure we would do anything different, mogh The debt that we
have, | think there was a question that we answegak in July about whether our capital
structure constrained our capacity to innovate di¢tat level that we carry does not constrain us to
do what we need to do to run the power system, taiairand manage our assets, also look at
innovation such as the Bruny Island trial. Weraweconstrained to do what we need to do by our
debt level.

Ms FORREST - | think you have already touched on this, buatwtio you see as key risks
to the business?

Mr BALCOMBE - There are several. Primarily is making sure wegpkbe major industrial
customers in the state, working very closely witeérh. | think if you were to speak to any major
industrial customer, they would argue that transmars pricing is still too high. However, it has
come off a long way since we started.

MsFORREST - They are not complaining as much as they used to

Mr BALCOMBE - No, they are not. Part of that is our customergegient program.

Dr NORTON - Their rates have gone down.

Mr BALCOMBE - Their rates have gone down, there is no doubt abaiit

Dr NORTON - Because of the regulatory determination.

Mr BALCOMBE - | suppose safety is our next biggest risk fromgbmt of view of public
safety and safety of our -

Dr NORTON - | would have put that the other way round.

Mr BALCOMBE - Yes, you are right.

Dr NORTON - Safety, because we are in an inherently dangenousstry, the safety of the
public and the safety of our staff is our biggesk.r There are fatalities in this industry. Theat

our biggest risk.

MsFORREST - On that point, your lost-time injury rates; wihappening with those?
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Dr NORTON - They are pretty good. When | say 'pretty gogolu are never feel
comfortable with any lost-time injury, but lost-@minjury also covers a multitude of things. It
may cover a minor trip to a significant injury, ib@s a statistic is used across industry but rios
necessarily the most accurate measure of safe pvadtices.

Mr BALCOMBE - The thing we focus on mostly with safety is qumoactive safety
measures, so our hazard identification. We hatmlacalled LifeSafe which reinforces positive
behaviours and identifies opportunities for impmmeat, but it is also based on compensation.

MsFORREST - Is your CablePI still out there?

Mr BALCOMBE - Yes, itis.

Dr NORTON - There are a couple of other important risks nedae put on the table. One
IS our major assets, the transmission substatlmsause if you lose one of those it can have a
major impact. We spend a lot of time with monibgriand maintaining those assets. The other
major risk we face is bushfires. Causing bushfisea risk because we have a liability. More
generally bushfires and responding to them as weeifi an environment where they are part of
the environment. We spend a lot of time and etigrhg to pre-empt our infrastructure causing
bushfires. We cannot reduce that to a zero pdisgibo it is a major focus of attention for us.

The other emerging risk Lance has touched on isrcgecurity. That is an emerging risk for
all businesses and in particular electricity busses.

Ms FORREST - There are only two types of business: those tiaae been hacked and
know it and those that have and do not know it.

CHAIR - The Huon River substation, what is the posiaod plans in relation to that asset?
MsCLARK - That is line transmitted from Forestry.

CHAIR - Is it from Forestry?

Dr NORTON - That will continue to operate. We now own apem@te it.

Ms CLARK - It is unusual. It used to be a distributiongrin and negotiated
transmission and now it is all a regulated asgethimse services.

Dr NORTON - So it is still used.
CHAIR - Business as usual. The other question in oglato the meters and your
responsibility there if you own it. Because Auraoa their evidence projections said they would

have responsibility for meters again in the future.

Mr BALCOMBE - There is a real change coming, which will bekkodf on 1 December
2017. All the meters currently sit in the regutdtamework.

Ms CLARK - All the small customer meters.
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Mr BALCOMBE - For the small customers, yes. What the rulpukdies is from
1 December 2017 any new or replacement meter witldalt with in the contestable market . As
part of that Aurora will appoint a metering cooralior, and then that metering coordinator will be
responsible for provision of the meter and the aag@asurement of the meter. Here is a service
transferred out of the regulated asset base it@ohtestable asset base and this is part of a real
change. It has been promulgated by the Austraélisargy Markets Commission and their view is
that contestable market will start to drive morkcedncies in the market than if it was a regulated
service. That presents a bit of a challenge fobesause we have got about $43 million of
regulated meters in our regulated asset base. Meontinue to recover that over time, but once
that period of recovery, once those meters hava hédly recovered, we will not have access to
that revenue any more.

Dr NORTON - We will not have any costs either.

Mr BALCOMBE - That is right. One of the things we are curreotimtemplating is where
we may participate in and test the market. Thergme advice going to the board so | will not
pre-empt that at this stage but we are thinkingualdhere we can participate in that. We have
inherent skills in the market from the point ofwief installation and such like.

Mr BACON - Compete against Aurora?

Mr BALCOMBE - No, we will be part of the service provision to Ate. We could
nominate as a meter coordinator or we could prosa@ae service to a meter coordinator and we
are still trying to work out where we go there.

CHAIR - Thank you very much for the way you have ansdiener questions and addressed
our issues. We appreciate that very much.

The committee, for your information, hopefully wdlvaave discussions over the Christmas-
New Year period. We want to provide a reporthe Parliament early next, at the beginning of
the sittings next year if, we can. That is whataxe aiming for.

Dr NORTON - If you have any questions we are more than hajgpyrovide any
information we can.

CHAIR - Thank you for that, we appreciate that.

THE WITNESSESWITHDREW.
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