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“This Submission

Hunter Water Corporation hes reviewed the April 2001 Buk Wae Submisson by
Department of Land and Water Consarvetion (DLWC).

The DLWC submisson proposes to increese Hunter Waer's bulk waer price
subgantidly over the next three years from the current charge of $1.80 per megdlitre to
$3.10 per megditrein 2003/04. This represents a real increase of 67% in three
years. Hunter Water has concerns about the determination of this price increese on a
number of leves

Fird, the proposad price for 2001/2002 is essatidly a red indexaion increese of the
curent charge (en increee of 19%) with indexation being agpplied snce 1995,
presumably to cover the 15% red price dedine quoted in the DLWC submisson. This
goproach is quite different to that usad to cdculate the charges for other unregulated
and groundwater usrs For dl other usars a cod-reflective gpproach, rather than
indexation, is used to edablish the base (2001/02) charge. This difference in goproach
means that the proposed price increases for Hunter Water ar e significantly higher
then the charges gpplying to other users of the same resour ces.

The DLWC does propose some paity between the charges for Hunter Water
Corporation and other unregulaed river and groundwater uss However, this is
limited to the anud red increment in charges post 2001/02. From 200 1/02, the
incrementa price increase each year proposed by DLWC is the same as the increments
goplied to the charge for other usars of unregulated rivers (20% per year).

It is Hunter Weter's bdief thet a congsent methodology and charge should be gpplied
for dl usas of unregulated rivars and groundwater in line with the Coundl of
Audrdian Governments (COAG) principles of cost recovery and the remova of cross
subddies in savices use and providon.

In addition to the inconsistencies in methodology, the DLWC proposa for
metropolitan water charges has overlooked the contributions tha Hunter Waer
makes directly to management of waer resources, both locdly and to wider Sate and
naiond programs

Also, now tha volumetric charges are being established for bath unregulated users ad
groundwater uss there is an opportunity to recognise the different sources accessed
by Hunter Water and gpply separate surface water and groundwater charges



Hunter Water's commeants on the content of the DLWC submisson are outlined after

the following section, which ddails the source and volume of the Corporation’'s bulk
weter extraction.

Bulk Water Use by Hunter Water

Bulk waer charges were introduced as “water managementt charges’ in 1995 and
Hunter Water Corporation has paid those charges Snce thar inception. The origind
charge was st somewha arbitrarily in 1995 and was an inteim meesure until a more
cod reflective and robust gpproach could be developed.

The table bdow shows the volumes of water (in megditres) accessed by the
Corporaion snce 1996 split into surface and groundwater. It dso shows the charges
pad. The table indudes figures for 2000/01 because anud volumes are cdculaed
eech year for the 12 months ending 19 April to coincide with the Corporation’s annud
water accounting and recondliation processes.

Table 1
Bulk Water Use

“Unregulate I sso6s | 46663 41,02 39,116 2W "
surface water (ML) 35,064 46,663 025 i i
Groundwater (ML) 11,474 13,051 21,174 13,761 20,297
TOTAL (ML) 66,538 59,714 62,199 52,877 75,575
Bulk water $119.800 | $107,500 | $112,000 |$95200 | $136,000 (a)
charge ($)

(a) Projected charge based on volume accessed for 2000/01

Decline in Real Revenue

The DLWC submisson proposes indexation of the exiding metropalitan utility charge
to address a pearcaved “dedine in red revenue’ from the meropdlitan utilities Snce
1995,

The proposd by DLWC recommends that the metropolitan water charges increese

from $1.80 per megditre to $2.15 per megditre in 2001/02. According to the DLWC
aubmisson, this hes been indexed from 1995 to redress a dedine in red annud

revenue reslling from dable nomind bulk water charges over that peiod. This
amount would then increese at 20% per year in line with other unregulated users.

Hunter Water Corporation argues that the 1995 gart-point for the period being indexed
was before the exigence of the Corporaion's Wae Management Licence. AS
mentioned above, the charge derived in 1995 was somewhat arbitrary. It loosdy took
account of cods being incurred by the former Department of Water Resources in locd
resource manegement for the Corporation and work being underteken to devdop a
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licenang and regulatory framework for the magor corporaions In this context, it took
acoount of one-off regulaiory cogts and was not as rigorous as the recent work for the

current submisson in assesSng the Depatment’s resource management cods for
vaious dases of usas (ie regulaed, unregulaed and groundwater). Given the
ahbitrary nature of the charge, it is not redly stidactory as the beds for an indexation
approach.

In addition, the cods tha were recovered by the resource management charge since

1995 have been supplemented by separate finandd contributions by HWC, which are
dill being made

On these grounds, it is the Corporation’'s bdief that the current $1.80 per megditre
charge, with its origins in 1935, is not suffidently robust to be used as the bags for an
indexed cod-reflective charge in 2001/02 and beyond. Further, it seems incondgent to
opt for an indexaion goproach for the Corporaions when a cod-recovery bess is
being used for dl other users and when that cod-recovery goproach derives lower
charges. This is discussed further in the following section.

Parity with Other Users

The proposed indexing for meropdlitan usars is not condgent with the pricng
methodology goplied for other unregulated river user's The DLWC’s proposed
unregulated river charges ae bassd on the recovaery of cods incurred in the
manegement of these unregulaed rivers in the Hunter region.  However, the DLWC
submisson proposss a different methodology - indexation of the exiging charge - for
Oetermining prices for metropolitan and other unregulated usrs

While it is recognised that the charges for other users are a Saged introduction of full
cod recovery, the proposd to index the charge for mgor utilities does result in the
water utilities paying sgnificantly higher charges then ather uses accessing the same
sources Under the DLWC proposd, the metropolitan utilities will continue to pay
higher charges than other user groups because charges for dl users are to be increasd
by a congant 20% per year throughout the price path period.

The proposed unregulated use charge in the DLWC submisson is $1.70 per megditre
for 2001/02, increasing by 20% each year for the following two years This means that
the proposed metropalitan charge of $2.15 for 2001/02 is 26% higher then for other
users extrecting water from unregulated rivers and this gap is maintained each year
under the DLWC proposd.

The focus on indexing the exiding charge do ignores the fact that Hunter Weater uses
both surface and groundwater. Hunter Water Corporaion obtains around 25% of the
water subject to bulk water charges from the coastd groundwater resources

The gened groundwater charge proposed by the DLWC submisson for the Hunter
region (and dl other coadd regions) is $1.32 per megditre in 2001/02, increesing by
20% in the fdlowings years By compaison, the proposed Hunter Waer charge of
$2.15 pa megditre would be 63% higher than that gpplying to other groundwater
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users in the Hunter and, as in the case of the unregulaied river charges the gep will be
mantained each year of the price path.

The gpplication of a 20% increese in charges each year to dl usars will mean that the
mgor utiliies will pay more then other usars under the indexation gpproach because
the mgor utility charge daes & a higher levd. As a result, the mgor utilities will be
paying dgnificantly more then other usars even a the end of the price path and parity
with other users is not reached or even gpproached.

It is gopreciaed tha there ae difficulties in assessng the true codts imposed by
different types of usar (mgor utilities, towns, irrigators etc). This will meke it difficult
to esablish whether there are legitimate conceptuad or economic reasons why HWC’s
charges for water sourced from unregulated rivers or groundwater should exceed the
unregulated user or groundweter charges especidly by the margins shown aove Ona
number of grounds, it can be argued tha HWC should pay less than other usars. These
indude:

« The Waer Management Licence issued to Hunter Water Corporaion by
DLWC in 1998 has a providon for an “annud management fed’ to cover
“reasoneble codts rdaing to the licence and incurred by the Depatment of
Land and Waer Consarvaion in monitoring and auditing of adtivities ensuring
compliance, reviewing and managing the licencg’ (Clause 7.1 ().

This anud fee is chaged in addition to the anud buk waer chage
determined by TPART and refarenced in the licence (Clause 7.1 (b)). This
management fee amounted to $3 1,450 in 1999/2000. The fee in that year was
high due to the regulaory reguirement for the DLWC to cary out the initid 6
month review of the Corporaion’s water management licence and it is likdy to
be lower in other years. A periodic review of the licence is required every five
years ad it is expected that the fee will be subdantid in review years A
management fee is charged each year in addition to the bulk water charges

While it is acknowledged that other users dso pay sparae licence fees it is
important to note that the annud manegement fee charged to Hunter Water is
vaiable and charged as a cod recovery fee Thus it provides a mechanism for
any additiona adminidration expensss to be recovered by DLWC and there is
no need to have any contingency provison in the bulk water charge to cover
unexpected adminidrdive cods

o Hunter Wae Corporation’s water management licence indudes very detaled
monitoring and reporting reguirements, which are met a the Corporation’'s
expene Thee functions essattidly replace the metering and  monitoring
functions that the Department provides for other users @ a cogt to be recovered
through the bulk water charges

« HWC curretly contributes finenddly to a range of cachment management
adtivities in throughout the Hunter region. This indudes research, sponsoring
dreamwatch activities catchment sudies and a range of landcare and totd
cachment manegement (TCM) initiives  One of the most significant
contributions is the Corporation's support for the Williams River TCM
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Committee by paying 50% of the sday of the Totd Cachment Management
Co-ordinator. This is additiond to buk wae chages ad bendits Al
unreguiated usars in the Williams River caichmentt.

Hunter Waer Corporation has for many years made sgparate contributions to
DLWC and its predecessor agencies for the funding of a range of naiond
intigives and programs under the Agricultura and Resource Management
Coundl of Audrdia and New Zedand (ARMCANZ). This is a further cost
borne by Hunter Water in addition to bulk water charges. In 1999/2000,
DLWC sought a contribution of $24,000 from Hunter Water for ARMCANZ
and COAG water projects. This issue is discussed further in the next section of
this submisson.

Hunter Weer is a lage usr of wae in the Hunter Region. Its annud
extraction of water from the natural sources ranges between 50,000 and 80,000
megditres per year depending on seesond  conditions  The DLWC have
esimated that irrigation use from both surface and groundwater in the region

ranges from 40,000 to 100,000 megdlitres per year and this use is Soread over
sevaral thousand licence holders

Clealy, there exig economies of scde in the Depatment's management in
rdaion to Hunter Wae Corporaion. For example, the sngle point of
interface for hilling and adminigration would mean the Depatment's codts in
thee aress in rddion to Hunter Waer are less than for the large number of
irmigators whose use totds a similar volume to that of the Corporation. Also,
resource manageman initidives are eese and less codly to implement with
one lage usx then with the more fragmented imigation community. This is
paticulaly so for the management of the coadd groundwaer aguifer sysem,
whare manegemat of aquifer is lagdy contrdled by the conditions in the
Corporation’'s water management licence

In summary, there are four key points that indicate that the proposed $2.15 charge for
the metropdlitan utilities in 200/02 is both ingppropriate and inequiteble  These are;

The current charge for metropalitan users was arbitrarily st in 1995 and was an
interim measure until a more robus and cod-reflective methodology could be
established.  The arbitrary nature of the original charge makes it an
unsatisactory bass for an indexation agpproach.

the indexaion gpproach to edablishing the metropalitan charge produces a
charge of $2.15 per megditre that is substantially higher than charges for
other usars and does not have any conceptud or economic paity with the
charges for other usars Also, because charges for dl users (utilities and others)
are incressed by 20% per year, the mgor utilities will dill pay more then other
users & the end of the price pah.

the charges for other users have been deived from DLWC’s andyds of cogts
and ae bdieved to be cod reflective for type of user (regulated river,
uregulated river and groundwater) and region. By compaison, the
iadexation approach used to derive the bulk water charge for the major
utilities is not transparently linked to actual costs or cost recovery, and
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o the falure to recognise and vdue the finendd and resource management
contributions thet the Corporation makes in addition to bulk weter charges
Smilaly, some of the cods borne by DLWC for other usars (such as metering
and monitoring) ae intendissd to Hunter Water via oonditions in the
Corporation’s water management licence.

Clearly too, the introduction of volumetric charges for groundwater usars means that
there is an opportunity to recognise the different sources accessed by Hunter Water
Corporaion with both a surface charge and a groundwater charge.

Funding of National Initiatives

As discussed in the 1999/2000 HWC submisson to JIPART on Bulk Water Pricing (see
Attachment A), HWC provides funding to nationd initiives assodated with the
Council of Austraian Governments (COAG), the Agriculture and Resource
Management Council of Australia and New Zealand (ARMCANZ) and the

devdopment of the Nationd Water Qudity Manegement Strategy (NWQMS).

These cogts are shared among HWC, Sydney Water Corporaion and DLWC basad on
a methodology devdoped in the 1980s when there was no other mechaniam for
recovering these costs (A revison of the fomula ealy last year reduced the
proportionate  contributions  required  from Hunter Water and Sydney Water and
provided for a contribution fi-om Sydney Cachment Authority). Over time, inequities
have devdoped with this sysem - for example, the cogt sharing formula does not seek
a ocontribution from other sgnificant urban water utilities such as Godord and Wyong
Coundls

With the introduction of bulk wae chages for the mgor metropdliten utilities in
1995, the origind purpose of the old cogt sharing arangement between these three
NSW agendies was redundant. Neverthdess, DLWC has continued to separady hill
the metropalitan utilities for these contributions on the old 1980s formula

It is proposed by HWC thar the cost of funding these nationd programs should be
incorporated into the bulk weater charges of all bulk waer users raher thean by an
abitray slit of the cods between the Sat€'s three largest waler agencies. That way,
the cogt of these initigtives and programs can be shared farly by all water users ad
incorporated in one charge rather than the current ad hoc arrangement gpplying only to
the mgor agendes.

Catchment Initiatives for Sydney Catchment Authority

The DLWC submisson argues thet the levd of resource manegement will increese
during the next 51 O years due to a proection of dramaic increeses in water
extractions by the Sydney Cachment Autharity (SCA) and therefore metropaliten
water prices should increese to cover these codts.

These inititives are not rdevant to HWC and therefore the cogts should not be part of
the raionde for higher bulk waer chages for Hunter Water. Rather the regiond
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- Some cogts, covered by the bulk water charges for other user groups ae
intemdised to Hunter Water via conditions in the Corporation's waeter
managamat licence.

- The Corporaion has made ssparate contributions to DLWC to meset the cogt of
a range of naiond initiatives

6. Hunter Water Corporaion beieves that it would be gppropriate for the cost of
netiond resource manegemant inititives be induded in the bulk water charges of
dl usrs as discussd in the HWC's 2000/01 submisson (Attachment A).

7. The Corporation dso believes tha HWC’s bulk water charges be split between the
unregulated surface water charge and the groundwater charge for the Hunter region
to reflect the compostion of extraction. Table 2 below shows how these charges
would be didributed. The charges quoted in the teble are those for unregulated and
groundwater users in the Hunter region for 2000/01. The volume of extradtion is
based on the average extraction levels by Hunter Water Corporation over the last
five years

Table 2
Hunter Region Charges
2001/02

Unregulated 47,000 $1.71/ML $80,370
urface

Groundwater 16,000 $1.32/ML $21,120
TOTAL 63,000 $101,490

(a) Average extraction levels over last 5 years. (b) DL WC proposed unregulated river and groundwater charges
for the Hunter region for 2001/02.

Recommendation

Hunter Water Corporation acknowledges that the 2001/02 charges for other
unregulated river and groundwater users are dill moving towards full cost recovery.

Given that the price path proposed by DLWC for unregulaied and groundweter usars is
a daged move to cod recovery and given the pogtion outlined earlier that there are
economies for DLWC in deding with Hunter Water Corporetion, it is reasonable to
propose that the Corporation’s charges mot be indexed from the current charge as
proposed by DLWC.

Rather, the bulk water charges applying to Hunter Water should remain at the
current level ($1.80 per megalitre) until Hunter region charges for unregulated
riversand groundwater reach the existing Hunter Water charge. From that
point, the price path charges for other users should apply.
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This would dso provide a means to moving towards a more robust and equitable basis
for Hunter Water's charges and would provide an opportunity to charge separately for
surface and groundwater. The price path for Hunter Water's charges under this
gpproach is shown in Table 3 below.

Table 3
Alternative Proposal for Bulk Water Charges for
Hunter Water Corporation

($/megalitre)
Surface (unregulated $1.80 (a) $2.05 $2.46
river)
Groundwater $1.80 (a) $1.80 (a) $1.90

a) DI WC staged charges are less than current Hunter water charge of $1.80 in these ears.
@ g g g y

Under this dternative proposd, the total 2003/04 cost to Hunter Water would increase
to $146,020. This is a red increase over the 3 years of amost 30% when compared
with the total cost based on the current charge. Table 4 below shows the 2003/04
postion under the current charges, the DLWC’s proposa for metropolitan water
utilites (MWU), and the dternative gpproach using the unregulated river and
groundwater charges. From the table, it can be seen that the aternative proposd yidds
less revenue to DLWC in 2003/04 than does the DLWC MWU proposa (indexation
from the current charge), but ill ddivers the sgnificant red increase of 30% over
current charge quoted earlier.

Table 4
Comparison of DLWC Proposal
and HWC Alternative at 2003/04

Unregulated | 47,000 $84,600 | $3.10 $145,700 $2.46 $115,620
Groundwater | 16,000 $28,800 | $3.10 $ 49600 $1.90 $ 30,400
Total ‘ 63,000 $113,400 $195,300 $146,020

(a) $2.15 charge for 2001/02 indexed to 2003/04 at 20% per year - see section 5.4.1 of DLWC submission. (b)
Source - DLWC submission Table 5.3 for unregulated river charges and Table 5.4 for groundwater charges.
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The gpproach outlined above provides for some convergence of the bulk water charges

paid by mgor utilities and the charges paid other users over the price path. However,
in the longer term, it would be desrable to base utility pricing on a more explicit

gppreciation of the actud costs of resource management attributable to bulk water
extraction by the magor utilities It would dso be desrable to explicitly consder the
economies relating to the water utilities and to take account of the other financia and

resource management contributions made by the utilities. With this in mind, it is dso

recommended that IPART and DLWC consder induding a more explicit andysis of
these costs and contributions in the lead up to next bulk water determination in 2002.

Further Information

Hunter Water Corporation welcomes the opportunity to discuss the materid presented
in this submisson with the IPART officars & any time All enquires regarding this
submission should be directed to:

Kevin Young

Manager, Corporate Planning and Regulation
Telephone (02) 4979 9748

Fax (02) 4925 2078

E-mail youngk@hunterwater.com.au
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Attachment A

Funding of National Initiatives
An Extract from Hunter Water Corporation’s
2000 Bulk Water submission

One matter relevant to the review of bulk water charges isthat not dl the costs that DLWC

alocates to Hunter Water are included in the water management charge. In particular, the

cods of various naiond initiatives associated with the Council of Austrdian Governments
(COAG) and the Agriculture and Resource Management Council of Austraia and New
Zealand (ARMCANZ) are shared among DLWC, Sydney Water Corporation and Hunter
Water Corporation on a formula devised in the 1980s when there was no other mechanism for
recovering these costs.

The basis for the sharing of costs goes back many years to the time of the former Austraian
Water Resources Council (AWRC). At that time, the three principa water agenciesin NSW
agreed to share costs on the following basis:

« Sydney Water Board - 625%
+ Hunter Water Board - 18.75%, and
+ Department of Water Resources - 18.75%.

This cogt sharing arrangement was necessary a the time as there was no other way of
collecting funds from all three mgor NSW water agencies. Since then, there have been a
number of developments that judtify a review of this cost sharing arrangement. Included
amongs these is the changing nature of the water industry with urban utilities concentrating on
service provison and stepping back from any direct involvement in resource management
policy and standard setting.

Thereis aso a question of relevance to Hunter Water of the projects being funded under this
arangement.  The projects cover awide range of interests and, in many cases, are resource
management issues that are primarily of concern in the western areas of NSW. Y, thesmple
proportionate cost split till has Hunter Water funding part of these projects even though they
may be of no direct rdlevance to this organisation or the region in which it operates.  Also,
Hunter Water is not directly represented in any of these national forums and therefore does not
get a say in establishing the projects or in the conduct of these projects. As such, these costs
are ardaively smal, but uncontrollable and highly variable, cost to the Corporation which
presents difficulties in budgeting and achieving the cost savings on which our own price
determination is based.

Because of the wide interests of ARMCANZ (in both agriculture and resource management),
important national projects for the urban water sector - such as inter-agency performance
benchmarking, urban plumbing codes, gppliance efficiency labdling and drinking water
quality ~ which were formerly conducted under the ARMCANZ umbrella are being undertaken
now through the Water Services Association which is funded directly by urban agencies
throughout Austrdia
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These changes, coupled with the fact that recent revisons to the Water Act provide for mgor
urban utilities to now pay water management charges to DLWC, mean that the cost sharing
arrangement has outlived its origina purpose of providing a way for the State's principal water
agencies to share the costs of national projects.

Hunter Water raised this issue with the Director Genera of the Department of Land and Water
Conservetion in late 1999. In response, and with the advent of the Sydney Catchment

Authority, the Director Genera proposed arevised cost split with Hunter Water contributing
10% of the NSW costs of national projects instead of 18.75%. However, it is Hunter Water's
view that this does not address the fundamenta issues of the relevance of the projectsto the

urban sector and to Hunter Water and whether there is a need for such a mechanisms now that

water management charges are in place.

In summary, it is Hunter Water's view that the costs of supporting the nationd initiatives

should not continue to be collected by an arbitrary split of the costs among the State' s four

largest water agencies. Rether, the costs should be incorporated in the bulk water charges of
al users In so doing, IPART would need to be satisfied that DLWC has in place mechanisms
to ensure that the costs are appropriately alocated to the charges of various users groups -
irrigators, towns, and larger urban authorities.
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