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THE CHAIRMAN: Iwould like to begin by welcoming you

to this public hearing that is being conducted by the
tribunal into bulk water prices. For those of you who
don't know me, my name is Michael Keating and I'm the
Chairman of the Independent Pricing and Regulatory
Tribunal. Iwould like to introduce my fellow tribunal
members, Jim Cox, who is the Chief Executive of the
tribunal, and Cristina Cifuentes, on my right.

Also the tribunal secretariat is represented here by
Colin Reid, who is the director of water, and Michael
Seery, the program manager of bulk water pricing.

The tribunal is conducting this hearing under section
11 of its act. The hearing is part of a price review that
will ultimately result in the tribunal setting a
medium-term price path for bulk water prices to be charged
by the State Water Corporation and the Department of
Natural Resources from, we expect, 1 July this year.

Before commencing the hearing, I would like to talk a
little bit about the review process. The tribunal's
general approach to price setting and matters the act says
it must take into account in conducting an investigation
were set out previously in an issues paper the tribunal
released as far back as September 2004. I am conscious
that quite a lot of time has elapsed since then. I think
it is fair to say this was principally caused by the
changes in the administrative arrangements which led to the
setting up of the State Water Corporation and also to change
departmental arrangements which meant that there was
some difficulty in accessing and providing the data that we
needed for this investigation.

That led in August 2005 to the tribunal releasing a
price determination for that year alone, that is 2005/ 06,
which was essentially a holding operation. In the report
that accompanied that determination we did, however, as a
tribunal, outline some of the matters the tribunal
considered important to this review and the tribunal also
indicated at that time that it expected the Department of
Natural Resources and State Water to make their submissions
available by 30 September last year; with interested
parties to be able to make submissions up to 18 November.

In fact, State Water and the department provided their
submissions almost on time, in October 2005, and this was
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followed by a large number of submissions from other
interested parties which were received through November
2005. All these submissions from all the various parties

are available on the tribunal's web site for those who are
interested; and let me add that the tribunal is very

grateful for the large number of submissions that have been
made to the review and for the effort that people have put
into making the submissions and indeed the appearances here
today.

Some of the organisations that have made submissions

to the review will be presenting a case to this hearing
today but all of the submissions that have been received
will be carefully considered by the tribunal in developing
its findings and recommendations.

I think it is fair to say that the submissions have

helped the tribunal to understand stakeholders' views on
the key issues for review and the tribunal is also
undertaking further public consultation. In fact, this

public process of public hearings commenced in Sydney and
we are now following that with three additional hearings in
regional areas, today in Griffith, tomorrow in Dubbo and
Moree next week.

A key part of the process is the review of State

Water's and the department's operating capital expenditure
costs proposals by our own independent consultants that the
tribunal has engaged. To be frank, we had anticipated
having the preliminary findings of the consultants

available for this hearing today and that in fact the
consultants would be presenting their findings, or
preliminary findings, at these regional hearings.
Unfortunately, the consultants are running behind schedule
and they are not in a position to do this. That is
unfortunate. We do anticipate the consultants' final

report will be available in mid-February and it will be
posted on the tribunal's web site at that time.

All stakeholders will be given the opportunity to

formally respond to that report, to the opex and capex.
Given the tight framework I anticipate, however, that
stakeholders will be given only two weeks to provide a
formal response to the consultants' report. The tribunal
does anticipate providing further opportunities for
consultation with interested parties through the course of
this price review. In particular, all parties will also
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have the opportunity to respond to the tribunal's draft
determination which we anticipate we will release at the
end of March 2006.

As some of you will be aware, perhaps most, the
tribunal has been involved in setting bulk water prices
since 1996/97. One of the tribunal's key objectives for
price reform over this time was to set charges to
progressively increase the level of cost recovery in

10  accordance with the objectives that were agreed by COAG

11 back in 1994 but at the same time taking into account the

12 impact on customers.
13
14 The tribunal has also restructured prices to improve

15  cost reflectivity and improve conservation signals to

16 wusers. The tribunal last held a major review of prices for

17 bulk water services in 2001 when at that time the former

18  Department of Land and Water Conservation was responsible

19  for providing the services. As I mentioned, since then the

20  department has been restructured and functions relating to

21  river storage and operation on regulated rivers are now

22 performed by the State Water Corporation. The functions

23 relating to water resource management are performed by the

24 newly formed Department of Natural Resources and the
newly

25  established catchment management authorities also have a

26 role in water resource management.
27
28 Another significant change since the major review in

29 2001 has been the introduction of the national water
30  initiative that could be described as refreshing the 1994
31  COAG agreement and which provides guidance for, amongst

32 other things, water pricing reforms throughout Australia.

33  The national water initiative was signed by the New South
34  Wales Government in June 2004.

35

36 The task before the tribunal now is to actually set

37  prices for bulk water extraction from unregulated,

38  regulated rivers and ground water. In doing so, it will

39  need to take account a wide range of matters as required by

40  its act. These include, but are not limited to, the impact

41  of prices on the financial viability of the regulated

42 agencies and the potential impact of prices on customers.

43 This hearing is a very important part of that broader price

44  review process. It provides an opportunity for the

45  tribunal to hear in a public forum from the water

46  businesses and other key stakeholders and to question the

47  propositions put forward.
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2 Before we commence proceedings today, I would like to

3 say a few words about the process of this hearing. You

4  have available to you an agenda which indicates the order
5  of presenters and the proceedings today are being recorded
6  and they will be making a transcript available which we

7 will be putting on the IPART web site early next week.
8
9

For each organisation presenting, a presentation time
10  has been allowed and this is to be followed by a period of
11  questions from the tribunal and its secretariat. I would
12 ask, and indeed enjoin, presenters to stick to the
13 allocated time. In addition, however, the tribunal has
14  allowed time at the end of the morning's proceedings to
15  allow all of you present to express your views on issues
16  relating to the determination or to pose further questions
17  for State Water and the Department of Natural Resources.
18  These agencies will then have an opportunity to respond
19  this afternoon.

.24/1/06 6
Transcript produced by ComputerReporters




O 0 N O O = W N -

B s s R R R R R W W W W W W W W W WNDNDNDNDNDNDNDNDNDDNDRERERRRERRRRRR 2
N OO bk W NNR O VWO NGO B WNNR O WVWOWNO U PR WPNMNMROWLWUOWNOOU R WDNRO

24/1/06 7

STATE WATER CORPORATION

THE CHAIRMAN: We are going to commence with the State
Water Corporation, followed by the Department of Natural
Resources, so I would like to now welcome Mr Abel Immaraj,
Chief Executive Officer of State Water, to make the initial
presentation. Whenever anybody takes the microphone, could
you announce who you are for the benefit of the
transcribers, and Abel, I would appreciate if you could
introduce yourself and your colleagues for the benefit of
the transcribers.

MR IMMARAJ: Mr Chairman, thank you for the opportunity
to make our presentation to the determination process. I
would like to introduce Russell Simons, Acting Chief
Financial Officer; and Lindsay Beck, Customer Services
Manager for the South Area. Russell is based in Dubbo and
looks after finance management functions. Lindsay is based
in Leeton and looks after those customers in the
Murrumbidgee.

Without having to go over the whole of the submission

and the contents of it, I will do a quick overview of the
submission. The process that we followed is we put the
submission in in the first week of October and we followed
that up with some fact sheets and frequently asked
questions to explain the content of the submission to all
stakeholders. At the presentation, the hearing in

November, we explained what the content of the submission
was, that subsequent to that the opex and capex review
consultants would be working on State Water's operating
expenditure and capital expenditure forecasts and have been
providing information to aid in the determination process.

The submission itself is fairly simple: We identified

all the business drivers arising out of our regulatory
framework and the operating requirements for State Water
and customer service levels and service required for State
Water, so we identified those in our submission and we
linked those to our program structure and identified our
costs for that program. Just in the business drivers
themselves, the big changes that have occurred since the
previous submission was the Water Management Act; water
sharing plans and water access licences have changed the
way State Water operates and reports on those things; the
compliance and regulatory requirements of State Water have
changed significantly as a result of the water sharing

STATE WATER
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plans; the need to account for water differently to how it
was in the past; and also for the need for corporate
governance and audit requirements for that water delivery

service.

The submission is separate to natural resource
management costs, the two submissions, State Water and DNR,
are separate and the costs are separate.

In the operating environment, the operating licence
requires us to not only meet regulatory standards and
requirements but also has asked for an increase of the
variable component from the current 30 per cent across the
state to something closer to 60 per cent, so that was an
impost placed on us through the operating licence.

We have been in the process of developing customer
service levels of service agreements at a valley level and
in that process we are trying to identify what are the
levels of service that the customers want and what sort of
works are required to meet those levels of service in the
valleys.

The third section of the submission relates to the
full cost recovery under a building block approach using a
regulatory asset base structure. The regulatory asset base
structure is based on three- to four-year capex program
forecasts, so the cost recovery that we have sought in the
submission relates to the operating expenditure, opex, a
return on assets at a weighted average cost of 7 per cent
and assets depreciated at various rates for
different assets, so they are the key components of the
costs we are seeking to recover.

The last part of our submission relates to the pricing
structure. We have proposed that the fixed variable ratio
change from 70/30 at current to 40/60 over a period of
three years. We have also proposed the high security
general security ratio be reviewed and that it should be
based on a water sharing plan based on the number of years
that the water is stored, so it varies from valley to
valley. The third part was removing all
subsidies or making clear transparency of subsidies, both
inter-valley as well as intra-valley, so that was the
overview of the submission.

I will hand you over to Russell to take us through the

STATE WATER
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building block approach and regulatory asset base and
costs.

MR SIMONS: We would like to thank the tribunal for the

opportunity to be able to present to this workshop. What

we will be covering today will be some issues on the RAB,

we will look at return on assets, some of the corporate

costs within the business and how they are treated within

the submission, we will then have a look at overheads,
discounts, issues with conveyancing licences, and then I
will pass over to Lindsay Beck to talk about past and
future capital works.

The regulatory asset base that State Water has was set

at 1 July 2004 at $302m. That is a financial asset base

but State Water in reality, particularly in the south area,
has about $1.1 billion worth of assets at current
replacement value, so it's quite an investment in the
business that we have to maintain and look after and run.

The setting of the $300m RAB was to ensure that the

cost base to customers was the same as the current annuity
that customers were paying from the previous determinations
that IPART had set. There are a couple of good reasons for
this. One is that there is no penalty to customers by

putting a RAB in and the second one is that there is also

no penalty to State Water. If we were to set a RAB lower

than what we have proposed then the revenue base for State
Water would be significantly down and would severely
compromise the ability of State Water to carry out its
functions.

We have quite a significant major periodic maintenance

program to maintain these assets so that they are fit for
purpose. A big benefit of the RAB is that it relies purely
on three- to four-year forecasts of capex rather than
setting an annuity based on 30-year forecasts. I think
everyone here would agree that a 30-year forecast is
somewhat less reliable than three- or four-year forecasts,
so I would consider that to be a big benefit to not only
State Water but all customers here.

The RAB also allows IPART at the end of each pricing

period to allow for price adjustments for over and under
expenditure. If State Water happens to overspend, IPART
will look at that very closely to ensure it is prudent,
efficient and appropriate expenditure before it will allow

STATE WATER
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it to be added to the RAB and therefore will start to earn

more revenue.

The opening balance on this overhead represents what

we anticipated would be the net cash flow of this business.

That is in accordance with current accounting standards and

State Water felt that that was appropriate as a starting

point. There is a 7 per cent WACC that we proposed in the

submission. We worked on a range of 5.9 to 7.7 per cent,
and felt that 7 per cent was a reasonable return for this
business.

The return on assets for State Water - this is a
charge imposed on customers on the asset base of this
business. State Water sees that this return will enable
the business to be adequately able to fund the business
through either debt or equity funding and that this return
on assets will allow State Water to service that debt
funding, or equity funding, and it will allow State Water
to pay a reasonable dividend, depending on the state of the
business, and it will allow State Water to pay the
appropriate taxes of the business.

To follow on from this, in terms of corporate costs of
interest, dividends and income tax, because we are earning
a rate of return, the actual cost of dividends, interest
and tax have been excluded from our opex. Therefore,
whatever levels of interest or dividends are incurred by
State Water are a business decision for the board to
undertake.

I would just like to talk about overheads for a
few minutes. Where possible, State Water has undertaken to
allocate all of our costs directly to specific valleys.
Specific examples of costs that can really be directed to
valleys are river operations, maintenance, and so forth,
but there are other head office functions that can be
directly allocated to each valley. Examples of these are
billing, engineering services - which is dam safety audits,
and so forth - and dam safety surveillance. These are
costs directly attributable to each structure and,
therefore, we do allocate those directly to each valley.

Where costs can't be allocated directly to each
valley, State Water has taken the approach that these
overheads will be allocated to all the opex costs of
State Water. We record all of our costs via jobs, and

STATE WATER
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these overheads are apportioned to all of these jobs,
whether they be regulated rivers or costs that we incur for
unregulated rivers or any groundwater work that we do on
behalf of DNR or costs that we incur for MDBC. So it is
not just regulated rivers that are incurring these

overheads; it's all of our costs. Overall, our levels of

opex and overhead is about 25 per cent.

Overheads come from Lindsay's area in the Leeton

office. There are also some operational and information
technology costs that we incur in Dubbo and Parramatta. We
have legal and risk staff who look after the business and
make sure that we stay on the straight and narrow, and, of
course, we have the Dubbo head office.

So the components included in our overheads include,
amongst other things, the river operations, information
technology, finance, payroll, HR, purchasing, et cetera, as
you can see on this list here.

This shows that, whilst overall at a business level
the overheads equate to 25 per cent of total costs in the
Murray region, overheads account for 28 per cent of the
costs. This is because it is
dependent on the salary dollars within each valley. That's
the basis of allocating the overheads. In the Murrumbidgee
region, it is significantly less - it is down to
21 per cent.

We currently have 85 staff in the south area. They
cover a fairly wide area in terms of the Murray,
Murrumbidgee, Lowbidgee and the Lower Murray Darling
Valleys, and they cover areas such as water ops, customer
service, asset maintenance and field work and engineering
and management.

One of the issues that State Water has put into its
submission is the removal of discounts to irrigation
corporations. State Water has consistently said over its
last few submissions that the discounts provided to the
irrigation corporations are cross-subsidised by general
river pumpers. We have never wavered from that and feel
that the discounts should be eliminated. We feel that
State Water should be paying for any services that are
provided to it so that there is a transparent passing of
costs, rather than this general discount. State Water is
continuing to push this line.

STATE WATER
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2 Anissue that has come up is to do with conveyance

3 licences that are now issued under the Water Management

4 Act. Previously, there has been an anomaly where some

5  irrigation corporations were charged for conveyance

6  licences and other irrigation corporations were not.

7  State Water feels that the conveyance licences that are out

8  there now are fully tradable and we should, therefore, be

9  charging for those conveyance licences.

10

11 Iwould like to thank you for your time. I will just

12 pass over to Lindsay Beck.

13

14 MR BECK: Thank you, members of the tribunal. Ladies and

15  gentlemen, where do I start? Murrumbidgee/Murray Valleys

16 are quite large. They are old, their infrastructure is

17 old. Itisrelatively large. Itis disparate.

18

19 State Water has got 10 offices in the south area. The

20 distances between Burrinjuck, Blowering, Hume and

Menindee

21 are considerable, so the south area could be seen as more

22 expensive to operate than the other valleys because of

23 those particular factors.

24

25 The south area also has a lot of New South Wales

26 regulated entitlement. The two valleys,

27  Murrumbidgee-Murray are different in that the operations in

28  the Murrumbidgee are very specifically controlled by

29  State Water and in the Murray there is substantial input

30  from State Water but it is basically operated by the

31  directions given by River Murray Commission.

32

33 Both valleys have quite a lot of infrastructure. The

34 one that I know best of all is Murrumbidgee, and the dams -

35  Burrinjuck is very old, Blowering is getting on 50 years

36  old. The infrastructure within the valley is old.

37 Berembed, Yanco, Old Yanco Weir, Gogeldrie - 70, 80 years

38  old. A suite of infrastructure was built in the '80s -

39  Tombullen, Hay, the New Yanco Weir - so that is relatively

40  young.

41

42 1 guess most of the irrigators in these valleys are

43 pretty much aware of the sorts of works that have taken

44  place. I would be fairly confident in saying that the

45  history of the Murrumbidgee Valley and the Murray Valley

46  has been one where decisions have been made jointly in

47  relation to river management boards and later customer
24/1/06 12 STATE WATER
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1  service committees have had input into the works that have 1 valves; we've got a series of penstocks that we need to

2 been done and, I would suggest, subscribe to the works that 2 maintain; we've got a cableway, because you can't readily

3 wehave done. 3 access the site; and we've got some instrumentation that is

4 4  inneed of replacement. Some members of the CSC are aware

5 There are ongoing works to maintain our ability to 5  of these because we have actually taken them to visit the

6  supply quite a lot of water in both valleys and, in 6  site.

7  particular, in the Murrumbidgee Valley. This slide 7

8  demonstrates some of the works we have done. Beavers Creek 8 Major projects that are planned: maintenance

9  remedial works. We wish to maintain its capacity to 9  platforms or walkways so that we can better access our

10  operate. We wish to protect all our structures from 10  site. Yanco Weir is also suffering from an erosion

11 failure. We want to maintain our ability to supply water 11  downstream, and we need to do a similar task as we have

12 and, in doing these works, we want to maintain and improve 12 done at Hay. A lot of our structures have got a lot of

13 the environmental requirement. 13 metal in them which needs to be continually protected.

14 14 Hay Weir, which was built in the '80s, has had no major

15 Some of these works are pretty costly to do. This is 15  maintenance undertaken since that time and needs to be

16 Beavers Creek. I doubt whether a lot of people have 16  repainted and have the roller trains refurbished. We have

17 actually seen it. It is tucked away off the Murrumbidgee. 17 also got some minor stabilisation works to some gabions

18 It stops uncontrolled flow leaving the Murrumbidgee and 18  immediately downstream.

19  forming the new river. There are ongoing works to just 19

20  maintain these assets. At the end of this particular work 20 Redbank Weir is another major pool in the valley. It

21  there was some realignment of timber to improve the 21  has got a series of regulators that need to be upgraded to

22 environmental habitat. 22 ensure that the water in Redbank Weir stays in the river

23 23 and doesn't leak onto the flood plain.

24 This slide is just an example of some of the work that 24

25  was done at this particular site. Hay Weir is another 25 At Balranald Weir we have got some issues with a very

26 structure built in the early '80s and it suffered some 26 old structure that is very difficult and unsafe to operate

27  fairly severe erosion downstream which threatened to 27 and that needs to be addressed.

28  undermine the stability of the structure. Those works were 28

29  done in the early '90s and were subject to some sort of 29 The Murrumbidgee has a travel time of 20-plus days

30  damage by the continual erosion of the water supply, and 30  from the top to the bottom. In Yanco Creek, the effluent

31  over the last couple of years we have looked at upgrading 31  from the Murrumbidgee has probably got a 30-day travel

32 those. So we would consider the Hay Weir downstream 32  time. So we are always looking at doing things to give us

33  stability to be fairly well looked after. 33 abetter handle on the water supply delivery. So

34 34  additional instrumentation will help us to improve our

35 Blowering Dam is another major work that is in 35  operational efficiency and delivery of services. Obviously

36  progress to comply with the ANCOLD guidelines on flood 36  we try to have major inflows, so we need to upgrade the

37  security. This is a work that will be funded by the 37  inflow capability of the storages.

38  government. 38

39 39 Over the years we have developed a fairly reliable

40 The Burrinjuck structure is very old. It is tucked 40  telemetry system. If we wish to go back 10 years, all of

41  away in a very deep valley. It is expensive to maintain. 41  the Murrumbidgee weirs were manually operated eight hours

42 Keeping staff at Burrinjuck is an issue. Just recently we 42 aday. Now they are operated 24/7 under full automation

43 were there in the middle of summer and froze, so it is 43 control with the operation centre at Leeton, so there's

44  quite difficult at times to work there. 44  been quite a reduction in recurrent costs from the

45 45  operation of those weirs.

46 Major works that we have undertaken or are in the 46

47  process of undertaking are the sector gates; the outlet 47 The improvements that we are looking for is a water
24/1/06 13  STATE WATER 24/1/06 14 STATE WATER
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1  ordering system and water information exchange. That is 1  prudence and efficiency of our expenditure to date.
2 being currently developed where all the orders will come in 2
3  via the Internet or telephone. 3 The next recommendation related to the capex projects
4 4 must be clearly identified to users in each valley along
5 We have also got some obligations to our staff and to 5  with appraisal of cost benefits and beneficiaries, and if
6  the public, and if we recognise that we have got dangerous 6  this is not provided through CSCs then the IPART
7 sites we have to address those. Elimination of the cranage 7  independent consultant should consult directly with valley
8  atBalranald Weir is an issue that we are dealing with. At 8  customers. We have provided this information to the CSCs
9  Burrinjuck we have got a difficult site to manage, and we 9  and, as Lindsay indicated, some members of the CSCs have
10  are looking at some additional facilities at that site to 10  had much more in-depth explanation of why the capex
11 recover any injured personnel. 11 program is required.
12 12
13 We are also trying to protect people that use the 13 So those were the main ones, and they are the main
14  river for recreation by excluding them from the weirs by 14  drivers relating to the costs in the Murray and the
15  the development of boat barriers. 15  Murrumbidgee Valleys, so I would like to leave it there.
16 16
17 We have also got some environmental requirements so 17 THE CHAIRMAN: We might just have a few questions from
18  that when we do works at weirs we invoke a requirement to 18  the secretariat to you.
19  create a fishway, so we're developing that as a program. 19
20 20  MRSEERY: Imightjustask a question on the removal of
21 That's about it on the works. The photographic 21  the wholesale discounts to start with. You noted in your
22 examples are there. We have got a system that you could 22 presentation that State Water feels the discounts are
23 say, well, maybe you can delay the expenditure at a site 23 cross-subsidised by other river pumpers. I wonder if you
24  for a year, but overall we've got a whole suite of works 24 could share with us what analysis State Water has
25 that we've got to maintain, so our timeframe for works is 25 undertaken to demonstrate that, indeed, the pumpers do
26 quite long and you can't wait until it fails; you've got to 26  cross-subsidise the irrigation corporations.
27  make sure it doesn't fail. Thank you. 27
28 28  MRSIMONS: Just to go back to the previous 2001
29  MRIMMARAJ: Iwould just like to explain some of the 29  determination, which stated that the Murrumbidgee Valley,
30  prudence of State Water's past expenditure on, for example, 30  for example, was at full cost recovery. The determination
31  Beavers Creek and Hay, and also the capex forecast for 2006 31  does say that, by the end of 2004, 100 per cent of costs
32  onwards for the next three years and some of the works that 32 attributed to users will be recovered in the Murrumbidgee
33  have been identified here. 33 Valley, for example. If you're providing irrigators with
34 34  substantial discounts, the only way you can then achieve
35 This relates directly to some of the submissions that 35  full cost recovery is by inflating the prices of river
36  came in post the last hearing, and that is why we have 36  pumpers.
37  targeted these particular items. The recommendations from 37
38  the customers were that State Water Corporation should 38 MRIMMARAJ: CanIjustadd a comment there, Michael?
39  provide the capex information to paying customers as a 39  The concept of wholesale supplies is also important to
40  matter of urgency. The customer service committees have 40  understand. The stakeholder is a wholesaler, and the river
41  been provided with the full capex programs in both the 41  pumpers and irrigation companies have the same status as
42 valleys - the Murray and the Murrumbidgee. The prudence 42 wholesale customers. So I think there's a lot of
43 and efficiency of State Water's actual capex should be 43  information provided in the Murrumbidgee Irrigation
44  subject to performance audit and review by valley 44  Corporation submission which relates to services that used
45  stakeholders, especially those customers who are being 45  to be provided by government directly to the retail
46  charged for the relevant budget item, and this is what the 46  customers within Murrumbidgee Irrigation.
47  review of the capex as well as the opex is looking at, the 47

24/1/06 15 STATE WATER 24/1/06 16  STATE WATER
Transcript produced by ComputerReporters Transcript produced by ComputerReporters




1 State Water has no obligation for providing those 1 supply that.

2 retail services to those customers; that is the domain of 2

3 the Murrumbidgee Irrigation Corporation. Therefore, for 3 SoIdon't see that there is anything different that

4 us, the costs are really only attributable to the point of 4  Murrumbidgee supplies from any other customer in the

5  offtake, which is on the river. So, for us, the wholesale 5  valley. Certainly they are big customers and what they

6  customer is the river pumper and the wholesale customer is 6  supply is very important to us, but no special information

7 Murrumbidgee Irrigation Corporation. 7 is provided from them in comparison to any other customer.
8 8

9 So I think it needs to be put in context with regard 9  MRREID: I'd justlike to ask a three-barrelled question, if you
10  to whether there should be discounts payable by one group 10  like, in relation to the MDBC costs. First of all, what

11 and not by the other. assurance

12 11  can customers have that the amount on charged

13 So at full cost recovery, the costs have to be borne 12 of MDBC costs is appropriate; secondly, that the allocation
14 by one group or the other, and the more the discount is 13 of these costs between different valleys is reasonable;

15  given to one group, the more the cost recovery requirement 14 and, third, a little bit about the logic of including in

16  is placed on the other. 15  the RAB an amount to cover the MDBC costs and how does
17 the

18  MRSEERY: The level of discounts that are applied to the 16 amount proposed to be included in the RAB and the other

17 associated MDBC costs compare with the actual cash flow or
18  cash payment by the State to the MDBC?

19

20 MR IMMARAJ: I'll take the last one first, Colin, if

21  I'may. We adopted the regulatory asset base with a slight

19  various corporations seem to vary widely. Do you know the
20  reasons for those large differences?

21

22 MRIMMARA]J: I think most of it goes back to the

23 privatisation processes that went on over a period of time

24 and the individuals negotiating those processes over the 22 modification. We have called it the notional regulatory
23 asset base for the Murray Darling Basin Commission and
24  DBBRC up in the north as well. We have calculated what

25  would be a notional regulatory asset base on which

25  period of time. The cost structures that were put in under
26 the old Department of Land and Water Conservation

27 submissions were the basis on which those levels of

28 subsidies were set. 26  State Water could operate on just to give it consistency as

29 27  astarting point, but also to make it clear that we do want
28  those entities as well that we relate to DBBRC and MDBC to

30  MRSEERY: The irrigation corporations claim that they
29  recognise that State Water has moved away from the

31  provide you with lots of information which helps

32 State Water reduce its costs of managing the system. 30 long-term annuity approach to a regulatory asset base with

33 31  athree-year forecast.
32

34 Can you explain what information is provided to you by
33 As you may be aware, MDBC works off a 100-year asset

35  theirrigation corporations and how this helps you manage

36  the system and, indeed, whether it reduces your costs? 34 management program, and that exposes State Water to a

37 35  considerable risk because of these long-term decisions.
38 MR BECK: Michael, the information that irrigation 36 So ‘_'VE would like those entities to move as V\feu toa
39  corporations provide is their forecast order, as do all 37 notional regulatory asset base, so that's the first step.

38

40  other irrigators within the valley. So I don't see that
39 The allocation of costs for valleys. We have allocated the

41  they supply us with anything that somebody else doesn't

42 have to supply as part of the whole operational issue. 40 MDBC costs to the Murray predominantly, and as two

43 41  weirs are currently in a certain schedule of the
44 When you are releasing water from dams or regulating 42 Murray Darling. Basin Commissio.n, namely, Maud.e and
45 weirs, you need to have the whole system demand in front of 43  Redbank, there is a small proportion of that allocation to
44  Murrumbidgee, but that is due to be phased out.

45

46 The third point was the level of charges are

46 you, time delayed, because obviously if a customer at
47  Balranald places an order, we have to have greater time to

24/1/06 17 STATE WATER 47  appropriate. We do have debates with Murray Darling Basin
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Commission with regard to its total asset management plan
costs for the whole of system. The MDBC operates a system
that covers three states and goes as far as the barriers in
South Australia. So it is hard to justify at any given

point of time whether the decision that has been made for
that asset management is in favour of New South Wales.

All we can say is it is in favour of the whole system
operating for the benefit of all three states.

10 All we can say is that the New South Wales component,

11
12
13
14
15
16
17
18
19
20
21
22
23

24
to

25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
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which is a percentage of the total cost, is in accordance

with the agreement and the cost structure for the whole
system is an appropriate benefit to all three states. Now,
whether that percentage share by New South Wales for opex
and capex is to be reviewed, is a decision by all three

states.

MR COX: Can Ijust come back to the first part of that
response. It is not clear to me, Abel, why you need to
include the MDBC capital in your RAB rather than just pay
them a charge which would no doubt have to service the
capital the MDBC has. I can't see why you have to shift
over to including your asset base, which means that the
charge to the MDBC comes down. I don't see why you need

do that in the first place.

MR IMMARA]J: We did consider that option, to have a
contractual arrangement with MDBC where we are providing
contractual services and we paid for those services.

However, we do own those assets. While they are termed
MDBC assets, the asset ownership is still vested with State
Water so we have to recognise that ownership. Hume Dam,
for example, State Water owns 50 per cent of that and
Victoria owns the other 50 per cent. With Ewston Weir and
Wentworth Weir, we own 100 per cent, so on the one hand we
have the ownership accountabilities and the need to return

a rate of return on those assets to our shareholders, but

on the other hand we are also suppliers of services. Both
those options seemed possible and we just adopted the
notional RAB, but in the future we would like to move
towards a three-year capex forecast for those assets and
better decision-making on asset investment in those assets.

MR COX: Iam actually unclear as to how this notional RAB
has been calculated. Ilooked to see if I could find that

in your submission last night, and I could not find out

what exactly you have done. Can you clarify that?

STATE WATER
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MR SIMONS: As a proxy to calculating the notional RAB,
what we did was to look at the annuity component of the
previous determination to determine what the revenue
requirements were under the MDBC component of the total
costs and converted that revenue requirement into a
notional regulatory asset base.

MR COX: By discounting it 7 per cent?
MR SIMONS:  Yes.

MR IMMARAJ: We have a diagram in the submission that
shows that.

THE CHAIRMAN: Can Ijust indicate for the benefit of
other people here that there are a number of assumptions
that come into this calculation, including the notion that
the WACC is 7 per cent, and at this stage I would like to
say that the tribunal wants to consider this issue pretty
carefully. I would not like to go further than that at

this stage, but I noted the comment at the outset of the
presentation that the RAB of 300 is equivalent to the
annuity. That is something we want to consider pretty
carefully.

MR REID: State Water, it would appear, has underspent in
relation to the amount allowed in the 2001 determination.
What has been the impact of that under expenditure in the
southern valleys and has that affected services to
irrigators?

MR BECK: It has not affected delivery, for a start.

There is nothing that has failed, which is always
encouraging. I can't think of a situation where a
mechanical/electrical failure caused a non supply in the
last ten years. There may have been some reduced supplies
because of system operation, but nothing structural that
has caused that sort of problem.

MR IMMARAJ: There have only been delays to some of our
capex programs due to under-resourcing but that has not
resulted in any failures of supply, non compliance with
some regulatory requirements, which we have shown in our
future works to be undertaken.

MR REID: Iunderstand there has been a delay in the

STATE WATER
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1 release of State Water's 2004 /05 financial accounts. Is

2 that delay and associated issues likely to impact on any of

3 the figures in front of us today and will that have any

4  implications going forward?

5

6  MRIMMARAJ: The delay is largely because of Audit Office

7  requirements for clarification on calculation of the

8  regulatory asset base for Fish River water supply, which is one

9  of the entities that we took over on 1 January 2005. Using

10 the Audit Office methodology they came up with a higher

11 regulatory asset base than State Water came up with and

12 thatissue needs to be resolved if we are to avoid problems

13 with the Audit Office. That has been a major reason for

14 that delay. However, the International Financial Reporting

15  Standard requirements are being reviewed and we have to

16  demonstrate that we are prepared for that compliance as of

17 31 June this year. We are looking at that issue as well to

18  make sure there are adequate notes in the reports. They

19  will not have any material impact on the submission.

20

21  MRREID: State Water proposes that the entitlements

22 associated with the conveyance licences held by the

23  irrigation corporations should be chargeable. Can you

24  explain in a little bit more detail why you believe that to

25  be the situation?

26

27  MRIMMARA]J: Some of the irrigation corporations have

been

28  charged for them and we are continuing to make sure that

29  they are invoiced for those charges in accordance with the

30  previous determination. All conveyance licences are now

31  equivalent to access licences, they are fully tradable,

32  mortgageable, and the DNR advised us they should not be

33  treated any differently to any access licences. We think

34  that they should be included in the total entitlement

35  available in the valley in the calculations.

36

37  MRREID: Can you remind us of the financial implications

38  of that for customers?

39

40  MRIMMARAJ: The conveyance licences, where they have

not

41  been included previously and will now be included, as a

42 result entitlements in the valley will increase because in

43 the past they weren't, so the unit rate equivalent should

44  drop as a result of that. But where they have previously

45  been charged there should not be any difference.

46

47  THE CHAIRMAN: [ will have to intervene to wind it up
24/1/06 21  STATE WATER
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here. I would like to thank State Water for its
presentation and its readiness to respond to our questions.

STATE WATER
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DEPARTMENT OF NATURAL RESOURCES

THE CHAIRMAN: I now call on the Department of Natural

Resources.

MR O'NEILL: Iwould like to thank IPART as well for
inviting DNR to come and present at this regional forum. I
am Rob O'Neill, Acting Manager of the Water Planning,

1
2
3
4
5
6
7
8
9

Policy and Regulation Unit at DNR. I have got with me Mark
10  Painting, who is the Acting RD of Murray-Murrumbidgee,
Rick

11 Rundle, our Principal Policy Analyst, and Matthew Cooper
12 from the Allens Consulting Group who worked on the

13 submission.

14

15 Today I will just run through three major things, just

16 alittle tiny bit of background, then I will give an

17 overview of the statewide issues in our submission, then
18  Mark will do the bulk of the presentation on regional

19  specific cost drivers.

20

21 In terms of overview, the statewide hearings in

22 November, I will not reiterate everything covered there but
23 Ithought it was useful, though, to try to expand on a

24 couple of the major issues we talked about there, then hand
25  over to Mark. Mark will cover a detailed breakdown of the
26  historical activities that are in the submission and he

27  will also cover a detailed breakdown of the forecast

28  activities post '06 that are driving the costs in our

29  submission.

30

31 In terms of a statewide overview of the major issues,

32  there are a few different items I would like to cover. The
33  first one is DNR's proposed cost recovery. By way of

34  numbers I thought it was useful - I want to value add to

35  the presentation done in late last year, not just reiterate

36  everything, so I will try and explain from a different

37  angle the cost recovery mechanisms that we are talking

38  about.

39

40 To give you some numbers, DNR's 05/06 budget is $423m.
41  These are the latest figures that we got from finance, so

42 we are assured they are correct. Of that, we have excluded
43 anumber of items - all of the land use, vegetation and

44  soil activities, the coastal and estuaries program; and we
45  excluded the DG and all his support staff from the cost.

46  That comes down to what we call the rivers and groundwater
47  program, which is $134m.
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excluded all of the things that we are funding grants for
separately, NHT for salinity management, Great Artesian
Basin for cap and pipe bores; also a lot of funding from

the Commonwealth Government through the Australian
Government water fund for wetlands recovery. We have
excluded DBBRC and MDBC relevant costs, WRM activities

carried out by CMAs, and the water consent transactions.

That breaks down to what we are calling the WRM activities,
$53m.

If we look in a bit more detail, going down to the

$53m level, the WRM activities, we have another round of
exclusions we go through, which is our framework for cost
recovery that is outlined in the submission. First of all,

we looked at activities undertaken for the Government, so
we excluded ministerial and parliamentary services, we
looked at legacy items, which is dealing with past impacts.
We then said, of the remaining activities, a proportion of
those will be attributable to users and a proportion of
those attributable again to the environment. We based this
proportion on analysis of what we are calling the minimum
standards and, based on that, we decided on a user share.

Our for basic minimum standard that we are talking about

as a water sharing plan, we assume that is our minimum
standard, so for items that were in excess of the minimum
standard, funding for example for wetlands recovery

or the LMI, which are considered over and above water
sharing plans, is why they are payable by government.
Everything else we are attributing to users based on our
minimum standard. The details of each of the 60 activities
and the cost recovery percentage are in our submission in
appendix 3.

All of this breaks down to what equates to in the end

is a cost weighted average of approximately 85 per cent of
the $53m, which is $45. We are calling that full cost
recovery, $45m, which is effectively saying 15 per cent of
the WRM costs are not attributable to users.

I guess another way of saying that is that it is some

sort of WRM subsidy from our perspective. This subsidy
will be the subject of the IPART determination by looking
at our recoverable percentages and also a function of the
price path set by IPART.

DNR
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1 1  user efficiency should be driven by the tradability of
2 Just to give you some more numbers to try to explain 2 savings, the market mechanisms put in place.
3 thata bit more clearly, I have also included some 3
4 historical figures. I will do a similar breakdown. To 4 The second major issue is the removal of security
5  look at the average historical cost for 01/02 to 04/05, 5  premiums. Again we are proposing to remove the security
6  about$43m. Ihave simplified these numbers to make it 6  premiums because WRM is now separated from delivery
7  easier to demonstrate. The attributable costs from there, 7 charges. We are stating, as I said before, that
8  using the 65 per cent weighted average cost recovery, is 8  effectively WRM is not a function of security of supply or
9  about $28m, the notional revenue that we would collect 9  reliability. The unit cost of monitoring and managing
10  based on the prices set by IPART for that period and the 10 entitlements is basically fixed and the costs of delivery
11  average use figure, not based on the actual use figures for 11 of water is driven by infrastructure, so it is an issue
12 that period, come in about $17m, which represents about 39 12 with State Water as covered in their presentation.
13 per cent of the historical WRM cost of $43m. 13
14 14 The third major issue, and final one that I will talk
15 Effectively, we are saying that that comes in as a WRM 15  about, is the removal of the discounts for irrigation
16 subsidy of $11m, full cost recovery over that period would 16  corporations and districts. We are proposing to remove
17 be $8m, notional revenue $17m. 17 them. The history there is that the discounts were
18 18  originally granted for metering tasks undertaken by the
19 Tjust want to cover three of the major issues that we 19 ICDs. DNR, as I said, is now separated from State Water,
20  are proposing in our submission as well. The first one is 20 so we assert that DNR is no longer responsible for metering
21 the simplified tariff structure; the second one is the 21 and water delivery and therefore the discounts should be
22 removal of the discounts for the irrigation corporations 22 removed. As State Water said, removal of discounts will
23 and districts; and the third is the removal of the licence 23 result in increased charges for the ICDs and reduced
24 security premiums. With the simplified tariff structure, 24 charges for other users in valleys but no net change for
25  again it is important to point out here that DNR and State 25  DNR effectively.
26 Water are now separate. We can actually separate out our 26
27  WRM costs, and WRM does two functions, it protects the 27 Discounts could be replaced by some sort of
28  entitlements but it also protects the environmental 28  appropriate fee for service. That fee for service will
29  requirements and the minimum standards, as I indicated 29  have to clearly define the services provided and the
30  before. 30  quality of the data, and the outcomes will have to be
31 31 specified and, finally, there will have to be some sort of
32 So what we are proposing is that WRM costs are a fixed 32 agreement between DNR and the ICDs on the level of benefit
33  cost effectively that should be based on entitlement. We 33  provided to DNR. We see this as a negotiation that needs
34  dorecognise that costs vary between water sources and 34 to occur after this process.
35  between valleys. We are proposing in our submission that 35
36  there may be potential for grouping of charges in a 36 So, without further ado. Iintroduce Mark Painting,
37  north-south direction for reg rivers and an east-west 37  who will go through a lot of detail on the regional
38  direction for unreg, meaning coastal versus inland, and 38  specific cost drivers, thank you.
39  some sort of consideration of the level of management for 39
40  groundwater systems. 40 MR PAINTING: Thank you, rob, and thank you to the
41 41 tribunal, and welcome guests and stakeholders, most of
42 We also recognise that from year to year the costs whom
43 will vary depending on the stage of water resource 42 Ithink I know. For thoseI don't, I am Acting Regional
44  management that we are up to, whether development or 43 Director in the Murray-Murrumbidgee.
45  implementation of our water sharing plans, and what we are 44
46 stating is that WRM is not a function of water delivered, 45 1 basically want to talk about the objective I have
47  itis not a function of a licence class or security and 46 today of providing a bit of an overview of some issues in
47  the Murray-Murrumbidgee for pricing and implications on
24/1/06 25 DNR our
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activities in the region, I want to specifically identify

some of the issues we have talked about with the MDBC, I
want to hear some of the other presentations as well as to
get some perspective from the tribunal on some of the
issues raised, and also some feedback from the users
through the other presentations on how in this region our
activities over the next couple of years will impact.

I will give an overview of the region and a profile -

that will not be anything too new to most people - and I

will talk about what has happened in WRM in our valleys in
the last few years and where we see things changing from
next year forward.

Basically the region covers the major valleys, the

Murray and Murrumbidgee, including the Lower Darling
system. Of course, that system is a regulated system.
Collectively over 5,000 GLs of water are extracted in this
region in those two regulated valleys alone, so it makes it
about 80 per cent of the extraction of surface water in New
South Wales.

We also have 44 unregulated subcatchments in the

region, about 250 gauging sites in those water service
systems, we administer about 7,000 licences in total, and
that includes the eight groundwater systems, and of course
we have four major irrigation corporations. The general
population is around the 300,000 mark over 38 local
government areas, and included in the region, both valleys,
are some significant sites of ecological and cultural
significance, and that area includes ten indigenous

nations.

The Murrumbidgee Darling Basin Commission is fairly

topical down here, particularly in the Murray Valley.
Certainly it is unique to mostly the Murray-Murrumbidgee,
especially the Murray. New South Wales shares the water of
the Murrumbidgee and Darling with SA and Victoria. The
MDBC is made up of the operating arm - certainly from an
operation point of view, State Water will cover that - it
includes regional programs such as a natural resource
management arm, we do water quality, hydrographics, some
salinity inspections and river management. Those aspects
are funded to the regions so are not included in the
submission because they are picked up in the government

contribution.

DNR
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1 As a general rule, River Murray Water costs are

2 applied through the State Water Corporation and DNR picks

3 up the national resource costs.

4

5 The total, to give a bit of a perspective on the

6 Commission costs, for the current financial year the total

7 New South Wales Government contribution was about $27m.

8  Coincidentally, about $23m of that was actually returned to

9 New South Wales, combined, to State Water and the

10 department, but there is no correlation between those, it

11  was purely coincidental. Based on the previous year's

12 actuals, the total Commission expenditure of $104m included

13 a$33.2 of national resource management cost. The New

14 South Wales share of that was round about $8m - the New

15  South Wa