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THE LEGISLATIVE COUNCIL SELECT COMMITTEE ON TASWATER OWNERSHIP
MET IN COMMITTEE ROOM 1, PARLIAMENT HOUSE, HOBART ON WEDNESDAY
18 OCTOBER 2017

The Hon. Peter GUTWEIN, TREASURER, WAS CALLED AND EXAMINED, AND
Mr James CRAIGIE, CHIEF OF STAFF,WAS CALLED, MADE THE STATUTORY
DECLARATION AND WAS EXAMINED.

CHAIR (Ms Armitage) - Welcome, Treasurer, thank you fomowy along. Treasurer, do
you want to make any comments before members havguestions to ask you?

Mr GUTWEIN - Yes, | will; I have a statement to read. | urstiend that the committee
might like a written submission as well, which | drappy to put together. | will read in the
submission. If there is any need to provide amth&r detail at the end of the session, we can get
back to you.

Members, thank you for the opportunity to speak ymu today. The Productivity
Commission released a draft report on National WiReform on 15 September 2017. The draft
report contained a number of draft findings andnemendations about the reform of Australia's
water resources sector and the progress of govetsmerross Australia in achieving the
outcomes of the National Water Initiative.

The Tasmanian Government continues to be commitiethe objectives of the National
Water Initiative so long as the progress of refoim@ the public interest, takes into account
economic development objectives and ensures tHatme are delivered at a pace that is
affordable for Tasmanian households and businesses.

The Tasmanian Government is shortly to make a pulilibmission to the Productivity
Commission to provide the commission with furthetails about the Government's proposed
reforms of the Tasmanian water and sewerage induatrd explain that the Government's
proposals are consistent with the broad objectiwélse National Water Initiative.

| will also provide the committee with a submissitbat sets out the key points | will making
today, should the committee so desire.

| would now like to address a number of mattersulised in the draft report.

The draft report states that the Government's @eghovater and sewerage legislation
contains measures that will constrain the role rafependent price regulation in Tasmania
contrary to the objectives of the National Watdtidtive. | reject that assertion. We make no
apologies for amending Tasmanian legislation taenshat Tasmanians will face smaller price
increases for water and sewerage services, mhitiaccurate to say that we are doing so in the
way that is inconsistent with National Water Iritte commitments about independent price
regulation.

Under the Government's reforms the regulator rstancritical role in investigating,
reviewing and advising the Government on pricifighis view is consistent with National Water
Initiative commitments that require states to agrest independent bodies should set or review
prices or price-setting processes so they are si@m$iwith National Water Initiative pricing
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principles. The independent Tasmanian EconomicuRRéw will have a strong reviewing role
and will conduct price investigations and make neceendations about pricing.

The model we are proposing is not unique and itasradical. As outlined in the draft
report, the Western Australian and Queensland govents set prices with independent advice in
a similar manner, and there is no formal price I&gn in regional New South Wales, regional
Queensland and the Northern Territory. The dreffort also notes that jurisdictions require
flexibility and tailor their regulatory regimes ttheir particular needs. The Tasmanian
Government is doing just this.

The Tasmanian Government will make pricing decisiofiormed by the expert advice of the
economic regulator that consider the special itfuature, service quality and cost-of-living
challenges faced by the Tasmanian population.

The Tasmanian Government is committed to ensuiiag water and sewerage bills are
affordable for all Tasmanians. 'Upper bound pgtnefers to pricing that reflects the full cost of
service delivery, including allowance for a commareeturn on capital used to provide services.
There is a commitment under the National Wateidtine that provides that metropolitan water
providers should price towards the upper boundlsev@he Productivity Commission correctly
states that TasWater's prices are below upper blewets at the moment.

Under the Government's plan, the pricing princibiat would allow for a fully commercial
return on capital has been removed. An immediat&¥emtowards upper bound pricing in
Tasmania would result in unacceptably large priceraases to Tasmanian households and
businesses and is not in the public interest.

If TasWater had priced at upper bound levels duthmey period of the second price and
services plan - that is, 2015 to 2018 - the anmwer and sewerage bill for households would
have been on average around 17 per cent highethbaactual bills they faced. For 2017-18, this
represents an additional $176 for the average holde Over the three years, the additional
charge would have been $565.

In the decades ahead there will be very substamiedstment in Tasmania's water and
sewerage industry. The industry will thereforeusoalate capital, which would result in further
steep increases in water and sewerage prices ¢apltal were required to make a commercial
rate of return.

Under the current arrangements this would allowNVa@i®r to make even greater payments to
its owner councils by way of dividends and otheyrpants. The draft report suggests that there is
some evidence of pricing by TasWater below loweaurtablevels. This is below a level that if
applied across all customers would prevent a basifrem being sustainable.

It is true that around 5 per cent of household bodiness customers, which is around
7500 customers, are currently charged less thatathet tariff. This is because they historically
faced very low prices and it was always going teetaeveral years for them to reach the target
tariff without large price shocks. Most of thesestomers have bills that are 10 per cent or less
below the target tariff, though a small number e$tomers have bills that are more than 40 per
cent below the target tariff.
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TasWater is currently aiming for all customers ®odn uniform prices by 1 July 2020 as a
result of the legislative framework it currentlyesptes under. This will require yearly price
increases of over 20 per cent for the three yearthbse customers who are currently 40 per cent
under the current target tariff. TasWater hasraisied this issue with the Government; it appears
to be immune to the distress this outcome will poédly cause many of its customers.

We acknowledge that this is unacceptable. The (@ovent's legislation extends the
transition period for the remaining customers whe yet to transition to the target tariff with an
increase of no more than $75 or 7.5 per cent, velviehis the greater, over the next three years
and provides for a sensible transition path inreitgears.

Of course, if Tasmania went for upper bound priciag suggested by the Productivity
Commission, these customers would have even greater shocks. Taking an economic purist's
line on pricing is not appropriate in the Tasmargantext. We have taken a view that | would
describe as that of an economic realist.

If the committee accepts the view of the Produtstidommission on full commercial pricing
for TasWater, it must also accept this for Tasmanragation schemes as they too are covered
under the National Water Initiative. If you haweoked at the draft report of the Productivity
Commission, it writes voluminously about the irtiga investment in Tasmania.

The Productivity Commission is critical of publicviestment into irrigation schemes where
individuals stand to benefit, which is the basisnMestment in all of our schemes, with public
funds equating to broadly $2 for $1 invested of/gwe capital. Furthermore, let us suppose the
current and past governments had insisted on @alilgmercial pricing of irrigation infrastructure
with Tasmanian Irrigation set up to make profitsither many of the important schemes that are
transforming Tasmania's agriculture would not hbeen built or Tasmanian irrigators would
have been required to find on average around $8B@@ch in additional capital just to build the
schemes in the first place. This would have séye@nstrained their own investment, including
in on-farm irrigation infrastructure, and | am dfet view that our irrigation assets in most
circumstances would not have been built at all & wlavishly accepted the Productivity
Commission's view.

Water-related pricing therefore has to take inteoaat the special circumstances that
Tasmania faces. It is clear from the draft replost many other jurisdictions also face their own
challenges and the Productivity Commission has laésmn critical of these other jurisdictions, in
particular water authorities in regional New SoWthles and Queensland.

The draft report states that the revised regulatmmangements and the Government's
legislation are unlikely to promote the objectivafsthe National Water Initiative, such as the
efficient use of water infrastructure. The Goveemtnrejects this totally. Firstly, TasWater and
its owner councils have struggled to ensure theiefft use of water resources. The economic
regulator reported that water losses are very i only 2 litres out of every 3 litres of treated
water being accounted for in 2015-16, such thatXmegalitres of water was treated by
TasWater but this water was either lost or not gbédrto customers.

It seems incongruous, anyone would argue for corialsr based pricing when one-third of
the potable water produced is lost. Why shouldatveers be rewarded with generous dividends
when their production is so inefficient? The nesgislation keeps all the important pricing
principles that support a sustainable and efficieater and sewerage industry, such as two-part
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pricing with no free water allowance, cost-refleetipricing and the requirement for prices to
promote economic efficiency.

The Water and Sewerage Tasmania Bill also explicgjuires a new government business
to ensure sustainable, efficient and effective stivent in water infrastructure and sewerage
infrastructure. It is also required to efficientind effectively provide water and sewerage
functions and to efficiently and effectively proeidvater and sewerage services. There are
therefore statutory obligations to ensure the igffituse of water infrastructure.

The Tasmanian Government in partnership with thetralian Government and private
investors has supported the development of iregasichemes across the state. The Productivity
Commission is critical of the assistance that saatt Commonwealth governments have provided
rural communities through the development of itiyaschemes.

However, as | am sure you would appreciate, maogl lnural communities do not have the
capital or the capacity to develop irrigation sclesnon prime agricultural land, and this is why
successive Tasmanian governments led the develdpmwierthose schemes. There are
approximately 650 irrigation customers across Tasanéor these irrigation schemes, and these
schemes are delivering very positive benefits angacts for Tasmania, especially for rural
communities. If you took, as | have said, a puesbnomic view of the Productivity
Commission - which it appears TasWater believe lshbe the case - schemes like this would not
have been built. In terms of our urban water sticture, a purist economic view will simply
drive high prices when what we need in Tasmanianisaccelerated period of investment to
improve the quality of our infrastructure, but girece affordable to Tasmanians.

In conclusion, | ask that you take a Tasmanian viewot a TasWater view - when
considering the issues before you. The Governsptdah will increase investment into a sector
that has been plagued historically by underinvestm®ur plan will improve the infrastructure
quicker. It will be cheaper for consumers and,onmtgntly, it will not put councils into a position
where they will need to increase their rates.

CHAIR - Thank you, Mr Treasurer. We do not have a aufthat.
Mr GUTWEIN - | will write to you with that. Obviously it isn Hansard.

CHAIR - Yes, but it would be good to have a copy ealtywould be great if we could table
that. Any questions from the members?

Mr VALENTINE - Treasurer, you were talking about the indepehdegulator, and they
will still have the opportunity to make recommenadias. They are not actually making the
decision on pricing, are they? That sits with Theasurer. | hear your argument, but | think that
the Productivity Commission is very strong on tlaéeptial for interference. In effect it is saying
that they do not want political interference insthi They want it to be on an actual basis as
opposed to interference from a minister. If yougpage 175 of the draft report -

One particular example of interference in pricaisgtmentioned by the NWC

. was the ‘Fairer Water Bills’ policy in Victoriawhich required service
providers to reduce prices through a rebate tooowsts. The potential for
interference remains, as indicated by the TasmaB@mrernment’s introduction
of legislation in July 2017 to greatly restrict trae of the economic regulator
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in that State and limit the rate of price increagesaddress concerns about
affordability.

Quite clearly they are concerned about that, aggl thpeat that in quite a number of places.
There is another one at page 170 -

The Tasmanian Government has introduced legislati@t would greatly
constrain the role of the economic regulator irt State.

Clearly they think the independent regulator isllyeanportant. Do you have anything
further to add than what you have just told us?

Mr GUTWEIN - Absolutely. One, firstly it concerns me in ttemor of that question, is if
you want to accept the Productivity Commissionéswiwhat you are effectively accepting is that
we should be charging for irrigation pricing as lWwélhe Economic Regulator - in fact the report -
is stronger in my view, having read the reporti@gards to the need for the Economic Regulator
to be involved in irrigation pricing and therefalso upending the long-held tradition in this state
of where state and federal governments along \Wetptivate sector is invested into those assets.

Mr VALENTINE - They actually point at that in the report. |@lot have that part of the
report with me, because we were not dealing witbation, but -

Mr GUTWEIN - The point | am making, if | could finish my pajins that if you want to
take an economic purist's view, then you need ke &n economic purist's view. On that basis
you need to be supportive of the Productivity Cossion and pushing its pricing principles to
the Economic Regulator for irrigation. Setting ttlaaide, the commitment that was made by
governments in terms of the National Water Iniiatwill still be met by our legislation. That is,
that an economic regulator should set or reviewptites and that is exactly what will occur. The
Economic Regulator will have a role. Those pricaugsiderations by the Economic Regulator
will be available publicly. People will be able tmake a judgment as to whether or not the price
setting the government adopts is fair or reasonabsensible.

Mr VALENTINE - | understand that and | guess we just havedk long term about how
the extra 400 million or 500 million or 600 milliernwhatever it is that the Government provides -
is going to actually pan out in terms of costs biacthe people. With respect to the Tas Irrigation
comment you made, they make specific referenchdddct that it ought to be the users that are
paying more, rather than doing it via grants arahffrom federal government.

If you read the report, | am pretty sure that isatvinat report points at. That is their whole
premise, | think - that the people who use theisesvought to be paying for those services and
not being subsidised.

Mr GUTWEIN - Well, again, if you want to take that purist romic view - and it's a
matter for you if you want to adopt the principleging espoused by the Productivity
Commission -

Mr VALENTINE - | thought the state had, though.
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Mr GUTWEIN - Well, in terms of the initiative and meeting thens of the initiative we
signed up to, the role of the Economic Regulatoetsi¢he commitment made, and that is that it
will either be to set a rate or review.

Mr VALENTINE - All | read in here is they are concerned abbat interference of the
state, the minister. | don't mean just you; | atking about any minister.

Mr GUTWEIN - Again, a purist economic view would be that #wmd user pays for
everything, including a commercial return. Thathe purist economic view. We have a model
that is vastly different to that in respect ofgation, and the model we are suggesting here will
still take into account the pricing principles ihetact. It is not an unfettered right, but,
importantly, what we are not looking to do is tokamanoney off the backs of Tasmanians. What
we are looking to do is ensure that we generaticmift capital to increase and accelerate the
infrastructure whilst still having a sustainablesimess, and under the act we need to deliver that.

Mr VALENTINE - That is an interesting comment for another dawill let someone else
have a go.

MsRATTRAY - Thank you very much, Madam Chair. Treasureregard to the Property
Council of Australia's suggestion that the billdisfective in returning the quantum of dividends
back to local government, it was suggested at alieedime that there definitely should be
support for the smaller municipal areas that do tisese dividends to support programs,
whatever. The suggestion also was that the lacgencils would benefit so greatly from
improved water and sewerage infrastructure thay theuld gather up their dividends fairly
quickly in additional rates. Have you addressedryuind to that particular model proposed? It
was also suggested perhaps Treasury would beghtebody to work out what level of funding
back to those smaller councils might need to bey; an $8 million per annum pool - distributed
amongst local government. Do you have some comarennd that?

Mr GUTWEIN - | do. Firstly - and | will just use the coursilve are probably the most
familiar with, the Scottsdale and Dorset councdttburrently does not rely on their dividends. In
fact, they have indicated they would have no isétieey needed to transition away. That being
said, and they being a small council that has mesh@g finances well, albeit that not everybody
is absolutely comfortable with some of the broa@erging decisions that have been made, but
they are in a strong financial position and haw#idated that they would have no difficulty in a
transition period.

What needs to be understood here is that the t#wdividends across the board - | will not
delve down into individual councils - but by 2026;2vhich would be the end of the guarantee
period, first, councils will have the opportunity 50 per cent of the returns, whatever they may
be, but, second, the amount of return that is &stat that time - bearing in mind it is $20 miflio
locked in over that period - equates to only arouhper cent of total revenues to local
government at that time.

Over a period of seven to eight years, if a couweite concerned, there would be plenty of
time to transition. Secondly, in respect of thev@oament's plan, 50 per cent of any future profits
would go to local government anyway to assist.

MsRATTRAY - That does not address not providing the largencils with a dividend full
stop, and just looking after the more vulnerabihpps -
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Mr GUTWEIN - That is a different model. If the Property Coilitnas a view on that, if
they present it here -

MsRATTRAY - You don't share that view?

Mr GUTWEIN - | have heard them speak about it. We believeptan is fair to everyone.
The other thing with the investment that we areppsing here and across the board, is that
everybody's boat will rise. The investment that ¢ made across the state: if you look at the
mix of projects that would occur over the 10 yed@per cent of the projects that are forecast
over the next 10 years are less than $5 millianfact 50 per cent are less than $3 million - they
are spread right across the state.

There will be economic activity in the first instanthat would be accelerated into most local
government areas, some more so than others, bobomo activity would be accelerated. That
economic activity, which leads to better water @egverage outcomes, then leads to increased
property prices; it will lead to increased investiy@nd the revenue base that councils operate off
will benefit over time. | would expect that eveogly's boat would rise over the period of the next
10 years.

Mr FARRELL - On a couple of issues that were raised in thedativity Commission
report, just around the Government side of it, agg168 of the draft report they state that there
is a need -

to separate the roles of owner, policy maker, r@guland price setter, and
those which sit with the utility service provider.

| would like to hear your comments on the reductiérihe separation of the roles. Do you
have any concerns about their statements in timaopa?

Mr GUTWEIN - In terms of price setting, the Economic Regulatdl still play a strong
role. The price setting arrangements and thergriorder will still be subject to the principles
under the act, which | have already explained inapgning comments. In that regard | think
there is a transparent and accountable procesklaleai Government will be held to account for
the decisions that it makes.

One of the things we will always come back to hsrine simple fact of the matter is that our
water and sewerage infrastructure is not at a léhal we would like to see it at. We do not
believe that there has been sufficient investmest time. In fact, for many decades we have
been struggling with what has been a significamtenimvestment in the past.

Our aim here is to improve the water and seweragets that we have, but to do so in a
transparent and accountable way. As | said, tiee @etting instrument will be available for
everybody to see and the final decision by the @owent in respect of price has been moved
through that period. People will be able to mak#gments and government will be able to be
fully informed.

Mr FARRELL - Thank you. The draft report goes on to say agepl68 that -

LEGISLATIVE COUNCIL SELECT COMMITTEE ON TASWATER OWNERSHIP
18/10/2017, HOBART (GUTWEIN/CRAIGIE) 7



PUBLIC

Political intervention in independent economic fdatpry determinations,
whether motivated by shareholder-return considematior short-term political
dynamics, is deferring cost-reflective pricing afticient price signalling. This
behaviour is a clear barrier to the achievemengféi€iency and innovation
outcomes ...

So what they are saying is -

Mr GUTWEIN - How do you think the Productivity Commission Mauiew the fact that in
Tasmania now we have had the lowest increase atrieiey prices because the Government took
the opportunity to actually reach in and set aetitat allowed for a sustainable return to its
business but not to generate super profits?

We have the benefit of, in a small state, the ojpmity of one monopoly utility provider, that
government can ensure that the outcomes that ilssssn be achieved, but importantly can be
done so at an affordable price and in a sustainafyefor the business.

Mr GAFFNEY - Are you saying the Productivity Commission hbag twrong? If the
Productivity Commission had come out and said, tWiek what the Government down here is
trying to do is terrific. Well done, that is whaey should be doing’, that is what they would have
said. So what you are saying in this situatiothes Productivity Commission has this wrong. |
am not really taking into a lot of consideratioruy@omments regarding irrigation because that is
a whole different ball game. This committee inguio me is on water and sewerage and the
takeover. So, | suppose, question (1): has thduRtivity Commission got it wrong?

Mr GUTWEIN - | am very happy to answer that. On the basis we are talking about a
Productivity Commission report that includes botbam and irrigation, | do not know that you
can separate the two. Whilst at a committee lgwal can argue you are only looking at urban
water, but to rely on a report that actually lo@tsboth urban water and irrigation and makes
similar if not harsher findings in regards to iatgn than it does in terms of urban water, | think
you have to be broadly very careful in regardsetging on the Productivity Commission report.

Secondly, the Productivity Commission will takee@gonomic purist's view. From the point
of view of an economic purist's view, the ProdutgivCommission has provided a paper that
takes that view into account. | am suggestingake tan economic realist's view.

In terms of the Tasmanian circumstance, there wanin the world we could, as suggested
by the Productivity Commission, force onto housdedhe upper band pricing level which they
suggest on many occasions in that report. Thaeisarget and that is where we should be.

| think you have to be very cautious in regardsateepting this and saying, 'Well, the
Productivity Commission is right and the Governmisnivrong'. They are taking an economic
purist's view; we are taking an economic realisesv.

Mr GAFFENEY - You mentioned the word 'monopoly'. Isn't tharenonopoly now? Isn't
TasWater - you are saying that our model is a molyop If the Government takes it over,
TasWater would say, 'Well, we have a monopoly novth&re is no difference when you say a
monopoly is good for Tasmania because we are dgoimgject this', that TasWater would argue
there is a monopoly situation at the moment.

LEGISLATIVE COUNCIL SELECT COMMITTEE ON TASWATER OWNERSHIP
18/10/2017, HOBART (GUTWEIN/CRAIGIE) 8



PUBLIC

Mr GUTWEIN - Had TasWater's current owners had the sameedi&sisee the outcomes
the Government has and had demonstrated thatiateaftame that they owned this monopoly
business, then probably we would not be having ¢bisversation. But they have not the same
desire. They have had a view they needed to estumn from this business. We do not want to
see a return from this business. In fact, as yewmell aware, 50 per cent of any returns post the
guarantee period, we would reinvest. This is about

Mr GAFFNEY - That is a legislative requirement - that thera ireturn to the councils, isn't
it? Didn't we pass that in this Parliament? TWas passed in this Parliament?

Mr GUTWEIN - Again, that does not stop the owners of thisri®ss currently coming to
government with a different model and saying, 'Lomk are concerned about the price increases.
We are concerned about the price settings and wédvike a change'. They have not done that.
Yet what they have done is guarded their opponutat return, and in fact this table - your
committee - has heard from a number in local gawemt about the fact that they view the period
post the guarantee period as an opportunity tawve@ven further revenue.

Mr GAFFNEY - Thanks. My final question is: are you tellimg the Liberal Party was not
critical of Bartlett in 2008-09 when he introducaxd interfered with the Economic Regulator's
opinion and put in a price capping, that you weuppertive of the interference with the
Economic Regulator's decision back then? If yowewsipportive of it back, | can understand
why you would be admonishing them now or propodhag now. But if you were critical of it
back then, | would be asking why you are interfgrimith the Economic Regulator's position
now, five years later.

Mr GUTWEIN - Firstly, we are not interfering with the Econa@nfRegulator's decision.
What we are suggesting is that the Economic Reggatole will change. They will have an
advisory role in regards to pricing exactly the sams the MAIB price setting process occurs at
the moment. | would have to refer my line backK®09 and | understand this is difficult for you
because you have made your position perfectly ahetlre report.

Mr GAFFNEY - No, | have not. | just want to understand ypaosition -

Mr GUTWEIN - Mike, | actually read your op-ed before | cameand | understand your
position very clearly. It does not surprise mettgau would take an aggressive line of
guestioning -

Mr GAFFNEY - Oh, sorry.

Mr GUTWEIN - In terms of this, our proposition is really vesynple: in regards to the
Productivity Commission, we believe we should tale economic realist's point of view as
opposed to an economic purist's point of view, beedo take the economic purist's point of view
will simply mean that Tasmanians will pay increagyrhigher and higher prices.

In terms of our plan for the business, we beliea@al government have had their chance.
They have had decades to try to get it right. Thaye had now a period of eight to nine years
since the reforms under the joint corporations mom under TasWater, and the job has not been
done. What we are suggesting is that we want tangelved, take them over, get the job done,
deliver better infrastructure quicker and at a pleegrice.
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Mr GAFENEY - My last question, a supplementary. So you aiagto take advice from
the Economic Regulator about the percentage? ugtitd'd read somewhere that you had already
said that you were going to cap that at betweeh and 3.5 per cent, which will be lower than the
indicated just under 4 per cent. So already, withreceiving advice from what the Economic
Regulator about what it thinks, you have made asdamt of where you think capping will be,
which is totally different. If the Economic Regtdacame back and said, 'Look, we think you
need to cap it by 8 per cent', and you think, 'Wsdirry, | have already said it is going to be
between 2.75 and 3.5'. You have already made igioiecso the advice you are receiving from
the Economic Regulator has little impact on thaslen you have already made.

Mr GUTWEIN - Firstly, in regards to 8 per cent, on the basswill be removing the need
to seek a commercial return on both existing or assets under the business, getting anywhere
near an 8 per cent return -

Mr GAFENEY - | was using that an example. It was a rhetbataiement.

Mr GUTWEIN - It is a reasonable point to make. We know veegming to see that sort of
elasticity in terms of increases. But the pointhef Economic Regulator is that they will be able
to provide their view based on the pricing prinegppland based on the act what they believe the
price should be. The government of the day thelh make its decision, but the public of
Tasmania will be fully informed. So this argumeatiout under-pricing and not achieving
sufficient revenue and putting the business infecdit position, on every step of the way the
public of Tasmania, the former owners of the bussnghis place, the lower House of Parliament,
will know exactly what is being recommended and twhkize final determination by the
Government is so there are checks and balanceashigigh.

If I could say in regards to the price setting, hé5 and 3.5 that we've included in the bill
provides for - you've got Treasury's modellingbusiness that at the end of the guarantee period
has around $1.2 billion-worth of net debt, whiclt@sning down and has an interest cover ratio of
around 1.7 and rising. The financial parameterthefbusiness are sound. To argue that the 2.75
or 3.5 is not the right price, we believe thatitas far as increases are concerned and we believe
the business can deliver the capital program tleahawe set with those sorts of price increases.

Mr GAFFNEY - Okay, thank you.

Ms RATTRAY - Treasurer, one of LGAT's biggest criticisms r®umd the ministerial
control; they name it up in every piece of informat including as late as this morning - direct
ministerial interference. Is there any negotiattbat could occur to alleviate some of those
concerns? We obviously make legislation for futomiaisters, so | am casting no aspersions on
what you might do, minister, but we do have to malkee we safeguard the operations of a new
entity, if that was the way that the parliamentha Legislative Council moved forward with.

Have you thought about another way of being ableotohave direct ministerial governance,
or different governance arrangements?

Mr GUTWEIN - In effect, the opportunity to direct is no diat to that which currently
exists under our state-owned companies and thrauginge of different arrangements for our
government business enterprises. The state-oworaganies we own - ministers can currently
direct those businesses to undertake any lawful #cts in the constitution of the businesses.
Then we have direction powers under the GovernBasinesses Enterprises Act. What we are
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doing here is providing no more power to a goveminmeinister than which currently exists with
current government businesses.

Mr VALENTINE - Is that not on advice, though? Doesn't the stenitake that -

Mr GUTWEIN - Well, it would be on advice here as well, of s®y but in terms of those
acts and in terms of the constitution, it doesspeicifically state that a minister must take advice
it's what it states. My reading of the state-ownethpanies' constitutions are the businesses are
bound by any lawful direction by the minister.

MsRATTRAY - So it will be a GBE or a SOC, or something déf®@? What is its nature?
What's its breed?

Mr GUTWEIN - Well, it will be a government business, a goveent business enterprise -

MsRATTRAY - Right, so it will be a GBE. Somebody suggestéd, it's not a GBE', and
| said, 'l think it is'.

Mr GUTWEIN - It will be a government business enterprise. e Tdct specifically
establishes this business, refers back to the Goat Business Enterprises Act in the same way
that the enabling legislation for other governménisiness enterprises refers back to the
Government Business Enterprises Act. It is ndatesowned company.

Mr GAFFNEY - Why is it any different - the government takiaglividend or a return from
GBEs? Why is it any different requesting that? Wihit any different to councils taking their
dividend return from TasWater? Is that not the sacenario? You are expecting a return from
your GBESs to go back to wherever and yet that iatvelbuncils are expecting too with TasWater.
What is the difference there?

Mr GUTWEIN - There is a significant difference because weehasted responsibly in
regards to the returns. For example, this yearrélyidhsmania, we set a zero dividend. Three
years ago we set zero dividends for Hydro overralbrar of years because we wanted to ensure
the business was in a position to do what we waihteddo for the state and importantly not put it
under financial stress.

In the case of local government, the only time eéheas been movement on the dividend was
last August when the board made a decision undtiyeand overrode its owners. If you go back
and look at the press conversations and discussgpusted at the time, there were a number in
local government that wanted to sack the board.

The point | am making is that we have acted respbnsWe have not treated our businesses
as extensions of the taxation, of the SRO. Whauired, we have been responsible.

Mr GAFFNEY - In saying that, the example you gave about Hyudriotaking any return, so
in 2025-2026, when councils will get half the retifrom the profits, if the government of the
day decides we do not want any return or profitmfrdor example, Hydro, as we have zero
per cent, the councils can look forward to halkzefo per cent return profit. Is that what you just
said?
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Mr GUTWEIN - Well, Mike - no, what | am suggesting is thatvgmments will act
responsibly in regards to the returns that theyk skem their businesses, and we have
demonstrated that. Where necessary, we have eefutrose returns back to the people of
Tasmania. A prime example is in this budget wieed/e taken $20 million-worth of funds and
we've actually provided it for contract customevbere we've worked with Hydro to reduce the
wholesale energy price and they are selling entirigyyear at next year's price, providing a lower
return for the business. So we've acted respanisitthose regards.

Now based on the plan that is in front of us - §od have the Treasury modelling in the
Government's submission - that demonstrates thatameachieve the $1.8 billion over the 10
years, that at the end of that period the busingébe profitable and its financial metrics aré al
heading in the right direction. | think that is athhe Government's plan is.

Mr GAFFNEY - Do you think all governments act responsiblyhwittat? | am pleased you
have said you have acted responsibly with that. yBw think all governments act responsibly
with that sort thing in mind? In 2026, a totallifferent government could be in charge. You are
saying that you believe all governments act respbns/hen it comes to GBEs and returns - is
that correct?

Mr GUTWEIN - The 50 per cent is enshrined in legislation,clihis the point Mr Craigie
has just made. That 50 per cent is enshrinedjisl&ion -

Mr CRAIGIE - That is 50 per cent of profit.

Mr GUTWEIN - In terms of the business itself, in a best casmario, we find that over the
period that there is perhaps not as much infrastrechat needs upgrading. | think that is highly
unlikely on the basis that TasWater is already psopy that at the end of its 10-year plan there is
almost half-a-billion dollars' worth of backlog emals that it has walked past, but under those
circumstances, the return might be higher for lgealernment.

On the other side of the coin, if the state wera iposition where there was some major
breakdown or catastrophe that had to be dealt anith water infrastructure needed increased
investment, then at that time some decisions woaled to be made, taking into account the
circumstances of the time. Bearing in mind in rdgao TasWater and its current program and
the rivers of gold that local governments are lagkior, if things change in 10 years' time, they
may be in a position where, if there has been siomme of catastrophe or if there has been some
form of need for some change to the financial eivstances, that they might not get the rivers of
gold they were expecting.

Mr GAFFNEY - Rivers of gold - you and | both know that is tlo¢ situation on the return
for local governments in their investment. You wnthat's not - less than 2 per cent return on
their investment and you are going to say $400onilbver eight years, blah, blah, blah - but you
know that is not rivers of gold. You know that yheave dealt with a lot of environmental issues
that were outlined. 1 do not think that sort cditetnent does justice. If there were a crisis in
Tasmanian water and sewerage now, the governmehée afay would help out TasWater if they
needed to, | would think. That has not been tise.ca

Mr GUTWEIN - Mike, two things. One is, | think most of uoand this table understand
that there is an expectation by local governmeat there will be significant revenue flows into
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the future from this business. | think most ofumslerstand that. It is naive to suggest thatsthat'
not the case.

Mr GAFFNEY - Rivers of gold?

Mr GUTWEIN - Significant revenue flows. If you don't likeetlberm, if you are happy with
'significant revenue flows', let us leave it attthdlost of us understand that that's the view of
local government, over the period they will getatpoint where they will see significant upward
uplift in revenue.

In terms of the circumstances that we are in atibenent, the Government believes that we
are at a crisis point; that there has not beemnthestment that has been required; that if you look
at the performance of the assets as they currsidlyd - | will come back to the point that
everybody seems to walk past, and | have lookesbmaie of theHansard transcripts - only two
out of every three litres of potable water, when gonsider the labour, the energy, the chemicals,
the cost that goes into producing that, is lost th itself is -

Mr VALENTINE - Don't you think they know that? Effectively lias only been in
operation for three years.

Mr GUTWEIN - Let's be clear: some of the directors have lieere a lot longer than that.
Let us not be too defensive.

Mr VALENTINE - Look, | am not having a go at you. | am simglgying that the
organisation itself is doing its best to address¢hissues, isn't it? Isn't that what it is doing?

Mr GUTWEIN - For nearly three years | argued publicly - amdact the corporation's on
the record as suggesting that | was misinformedt, thou know, they could not utilise their
balance sheet, where did | get that advice? Téarerstatements on the public record in regards to
that. | argued that they needed to increase the@stment and exercise the strength of their
balance sheet. It was not until August of lastrytbat the corporation for the first time actually
decided to step up and do something about itoufthink that is good enough over the eight-year
period - bear in mind the corporations had threarge but over the period since the reform
started, if you think a kneejerk reaction last yisappropriate from this business that is managing
all of our water and sewerage assets, then theecsaon we have is not going to change your
mind.

Mr VALENTINE - | look at page 362 on the productivity report déinsays -

In Tasmania, section 68AA of the Water and Sewetadastry Act 2008 and
regulations made under it require that TasWately fabmply with pricing
principles, specifying a rate of return reflectimgth a return on equity and debt
by 1 July 2020.

However, this act also sets a rate of return ontedat is not fully market
reflective at 3 per cent. Further, the Tasmaniaveghment has recently
introduced legislation ...

They have been required by an act of parliameietave in the way they are behaving. |
am just trying to understand what it is you areirsgythat they are being recalcitrant on. |
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suppose | am hearing you saying they are recattjtoaut | do not think they are recalcitrant, are
they? Is that what you are telling us?

Mr GUTWEIN - You can call it whatever you want - recalcitrantotherwise - the simple
facts of the matter are that there has not beemtlestment that the business has been capable of
into our water and sewerage assets in the timeefthat we would expect. As a result of that, we
have the environmental outcomes that we are sedihgt is the simple facts of the matter.

Mr VALENTINE - | suppose it is in relation to this in a way byaist want to understand.
You said in your opening statement that TasWateregrat upper bound levels. Did you say
something in that regard? You might want to gdkiaat.

Mr GUTWEIN - | said if TasWater were pricing at upper bouedels, there would be a
17 per cent increase in price today.

Mr VALENTINE - They are pricing at lower bound levels becauseave actually told in
this report that they are pricing at lower bounels.

Mr GUTWEIN - There are 7500 customers, out of the more tid®0P0 customers it has,
who are at the lower bound levels. Under the a=tl have pointed out, they would face price
increases. Those that have the largest differbetseen the target price and the current price
would see increases of around 20 per cent a yesairtbg next three years.

Mr VALENTINE - | am just trying to understand, | am not havéngo at you. If you take it
over, you are going to inject another - how mankiom is it?

Mr GUTWEIN - We will spend around $300 million more over fiteyear period.

Mr VALENTINE - That is right, so how are you going to factattimto the performance of
the GBE? Are you going to factor in all of the tsosf getting that money and paying that interest
and whatever? Is it going to be transparent tavstmat - and it is not going to be, as over the
years we have seen that governments hide cosig? nbt suggesting you are going to do that. Is
it going to be upfront so that you can see the twshe whole of the community as opposed to
just the councils?

Mr GUTWEIN - Of course it will be. The reporting will be kcal to that of current
government businesses or state-owned companigsuswill get both a profit and loss, you will
get both a cash flow statement -

Mr VALENTINE - Including that loan? Is it a loan or a grant?

Mr GUTWEIN - Well, it will be their borrowings and that willf course be represented on
their balance sheet.

Mr VALENTINE - So that money will be as a borrowing?
Mr GUTWEIN - As we have clearly said, we believe that TasWhtes the capacity to

borrow more. It will be, as | have indicated, doaer rate because there will be no government
guarantee fees charged.
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Mr VALENTINE - Can't you wipe that as a government? Can'trgjoue an amendment?
If you gave that money to TasWater to continueemthan disrupting it all, couldn't you waive
that aspect of it, in giving them that money angirgg 'Right we are not going to charge you
those extra fees'?

Mr GUTWEIN - We are of the view that the governance modes ahm¢ work. | want to be
absolutely clear about that. The only time tha torporation has stepped up and actually
increased its investment was last year when itidichilaterally without the agreement of its
owners.

The governance model does not work, Rob. It is #aple. We believe that we can
manage the business better. We believe that wgetaa better outcome for Tasmanians, and we
believe that we can do it at a lower price.

Mr FARRELL - In regard to the lost water - the Olympic swimmpools. Do you have an
understanding of where that is being lost and do lyave a plan to stop that? Are there any
targets that you have set to reduce the loss atfetievater?

Mr GUTWEIN - Obviously, some of it is being lost through adtructure. Some of it may
be being pirated. There is a range of factors ¢batd be at play here, but I think it is a serious
issue. Certainly one of the key issues is if itleskage, then obviously upgrading the
infrastructure and bringing forward the maintenapcegrams is going to deal with that issue
quicker. | do not know about you - it was reportei$ year by the Economic Regulator for the
first time but that was the level of the lossesowN am certain that TasWater and the previous
regional corporations were well aware of it. | @idmow if around this table, up until this year,
you had prior knowledge of it. It certainly hasreebeen reported, but the Economic Regulator
has reported it this year and | think that providdevel of transparency -

MsRATTRAY - | reckon it is being lost at Bridport because saanot get any water much
down there, as you know. Sorry.

Mr VALENTINE - But whoever owns it is going to have that problanen't they?

Mr GUTWEIN - Well, they are, but | think it is a matter ofcapting that you do and
ensuring that you factor in plans to fix it. Obwsby an acceleration of the infrastructure program
is going to play a part in that.

Mr FARRELL - Have you had any discussions either with TasYatehave they had
discussions with you about concerns about this Weater before the Economic Regulator
highlighted it?

Mr GUTWEIN - Not to the best of my knowledge, no. In fad,l &ay, | was surprised to
read in the Economic Regulator's report that logsa® as high as that. | think it's a point that
should not be overlooked. | think it speaks laygel failing infrastructure. It needs to be
addressed and looked at, and, as | say, whethetepare actually receiving free water is a matter
that needs to be looked at, but it is significant.

| made the point when | last appeared here: € wms a milk company, you would shut it
down if it were losing a third of its product.
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Mr GAFFNEY - It is interesting though - if you do not know attthe problem is, TasWater
was charged, to start with, to fix a lot of the ikonmental concerns. The first one was getting
everybody on water meters so they could measutteeit, making sure that all the boil water alerts
were addressed, and that is going to be cleardxy UpAugust. | suppose if the Government had
said to them, 'Make sure you do not lose any watgwhere' and you are saying this is terrible
because the Economic Regulator found out, but yaue mo idea of the problem, the size, the
scope and what it is going to cost, | find it i@®ing to say that by us taking over, we will tvat
problem.

Mr GUTWEIN - To be clear, Mike, | did not make as forthrighstatement as that. What |
said was that we needed to understand the problemould expect that there is a certain amount
of leakage from ageing infrastructure. | wouldoalsagine that there may be some pirating.
That is what | said. In that regard, this needse¢@ddressed and considered. What is interesting
is that around this table, in fact | think it's @tement of fact, when | have spoken to local
government about that through the course of thes,y&s the owners of the business, they had no
idea. I think that is further demonstration of fh#ing of the governance model.

A business like this, in the same way that the dyalr Aurora or TasNetworks or any of our
other government businesses, is available forseduitiny through both Houses of parliament at
any time of the year. We can take a question tammopon any of our government businesses in
the lower House. You can raise any questions yaotuw the upper House. That provides full
accountability because of that opportunity for sogu  That currently does not exist for local
government.

Mr GAFFNEY - | am interested you say that. Why don't youwkhihat exists for local
government? They meet regularly three months a y€hey have board meetings every month.
There is a report from TasWater. Why do you tHGBE feedback to government when we may
ask a question is any better or different? TasWatild contend that its reporting and feeding
back to the councils is far in advance and woulgh@ss what is happening here with the GBEs.
My gosh, how many times have we had issues with $;BIEd once a year we bring them out,
drag them out and take them through the wringeramadold they cannot answer those questions?

Mr GUTWEIN - The point | just made is that at any time whwas Parliament is sitting, you
can ask questions about the government businesdega will get a response from the minister.
Whether you like the answer or not is another malttgt you can ask a question. That currently
does not exist. The Parliament, which in effeeated TasWater through legislation, has not
been able to scrutinise TasWater apart from a greely Estimates appearance before the upper
House. | do not think that provides a level olsicry.

Mr VALENTINE - It is not a government business enterprise thpisgt?

Mr GUTWEIN - That is the point and it does not get scrutahigethe same degree, Rob.

Mr VALENTINE - Well, 29 councils certainly have their mindsibn

MsRATTRAY - We did try early on to provide some scrutiny #&rall went pear-shaped.

CHAIR - | think we are back to answering Mike's question
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Mr GUTWEIN - This is an observation, having travelled arothelstate over the last three
years and having met with most, in fact all, logavernments in their own council chambers with
community cabinets, it was not uncommon to be as@adstions by members of local
government as if we, the state Government, ownedWBder. That was the level of
understanding by some in local government of tbemership obligations in respect of TasWater.
That is a statement of fact.

Mr GAFFNEY - It does not surprise me; with council electia@osning up every four years
and new councils coming in, they would not be avednehat happened in the past.

Mr GUTWEIN - The fact that they might own a $2.5 billion coration, you would think
would be somewhere on their radar, Mike. If theusioy, as you suggest, is as good under the
current model - in fact, | think you made the pdhmt you thought it was better than the scrutiny
that could be applied if it were owned -

Mr GAFFNEY - To the shareholders, yes.

Mr GUTWEIN - To local government. | am staggered that itsdoet surprise you that
some of them do not know they own it.

Mr GAFFNEY - | am sorry. Are you serious in that question@m just amazed that you
would -

Mr GUTWEIN - | am actually making a point. | have been asiedstions sitting at
council tables by some members of local governmadrd have a view that we own TasWater,
which just absolutely staggered me.

Mr VALENTINE - They probably have not been in local governni@mg, maybe.

Mr GUTWEIN - We had elections in 2014, Rob. | just make guant. |1 do not believe the
current model is working. | do not believe it ixrginised well enough; | do not believe it is
accountable, and | believe the model we are puftingard will solve those shortcomings.

Mr GAFFNEY - Thank you.

CHAIR - Thank you very much for coming in. If you coylcbvide the letter - | realise we
have it onHansard, but it would probably be good to have it in o@pprs. Thank you very

much, Treasurer.

Mr GUTWEIN - | will do that. Thank you very much.

THE WITNESSESWITHDREW.
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