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Foreword 
 

This is the final report for the price direction to apply to ACTEW Corporation for 
electricity, water and sewerage for the period from 1 July 1998 to 30 June 1999.  I have 
produced this report as required by the Terms of Reference issued for the review. 
 
This Final Report follows on from the Draft Price Direction released in March 1998 
 
ACTEW submitted a public response to the draft price direction.  Submissions were also 
received from other interested parties.  Following receipt of the submissions a public 
hearing was held on 21 April 1998.   
 
The major issues raised in relation to the draft price direction were: 
• ACTEW’s domestic charges for electricity and water are significantly below interstate 

prices 
• ACTEW’s electricity network charges for non-residential customers exceed equivalent 

interstate charges 
• ACTEW has concerns with its ongoing financial viability based on the draft price 

direction 
• The need for prices to support the conservation of scarce resources 
• Welfare representatives have concerns with the inability of renters, low income earners 

and welfare recipients to afford the initial capital outlays associated with various 
energy and water saving initiatives 

• Problems associated with ACTEW’s new billing system and the affordability of high 
winter energy bills 

• The lack of response by ACTEW to several matters raised in the draft price direction 
• The need to maintain Canberra’s attractive urban environment and the possible 

discouragement to that caused by high water prices. 
 
As stated in my foreword to the draft report, in setting these prices I am aware that 
ACTEW is increasingly becoming subject to competition in the electricity retail market. 
However, participation in the retail competitive market should disadvantage electricity  
franchise and network customers nor the water and sewerage businesses. 
 
ACTEW is purchasing its electricity in the competitive market.  ACTEW has benefited from 
lower purchase prices than forecast twelve months ago.  These benefits have been applied 
to reduce cross subsidies between customers and to improve the return to the Government 
as owner.  Prices were reduced for those customers subsidising other customers, while for 
those customers being cross subsidised any price increase was contained to broadly in line 
with the movement in the consumer price index. 
 
In retrospect, the Commission is not convinced that ACTEW has purchased wisely in the 
competitive market.  It is possible that ACTEW’s customers may have benefited further 
had ACTEW chosen to purchase its electricity in alternative ways to those currently in 
place. Nevertheless, given the rapidly changing context of the electricity industry the 
Commission appreciates the difficulty that ACTEW may have experienced in attempting to 
deliver the best possible electricity purchase price for its customers. 
 
As stated in the draft price direction report, ACTEW is seeking price increases on the basis 
of under recovery of costs from the water and sewerage businesses, the need to reduce 



 

 

cross subsidies in the electricity business and the perceived need to improve its return on 
assets.  The draft price direction addressed each of these issues. 
 
ACTEW stresses that average domestic customer bills, both water and electricity, are much 
lower than similar bills in other states.  These comparisons are useful.  However, they are 
not in themselves an argument for increasing tariffs.  The issues of cost recovery, efficient 
costs and meeting the revenue that the owner might reasonably expect are paramount. 
 
The price direction has been made on the basis of the information provided.  While 
ACTEW has sought to provide as much information as possible, it is the Commission’s 
view that in some places this information has been insufficient to support ACTEW’s 
position.  The Commission will continue to work with ACTEW to rectify data issues. 
 
This price direction confirms the increases in the usage price for water as proposed in the 
draft report.  In order to keep the impact of this increase revenue neutral, the fixed charge 
has been reduced.  For the first block of water consumed, the price is still below the 
marginal cost of supply.  This may encourage the misuse of water.  Consequently this issue 
will be addressed further in the next stage of the investigation process. 
 
My investigation is limited to reflecting in ACTEW ‘s prices the costs incurred by ACTEW 
in providing its monopoly water, waste water and electricity services.  While these prices 
have regard for ecologically sustainable development they do not reflect the scarcity value 
of a particular resource, eg water.  Following legislative amendments, the Government may 
now impose a tax for this purpose.  As such, a tax does not necessarily reflect monies 
expended by ACTEW. Therefore any tax receipts should not be retained by ACTEW. 
 
As indicated in the draft price direction, prices for sewerage services have been frozen at 
last year’s level.  The existing Environmental Works Charge will remain at $40 per 
customer.  
 
There will be no change in the electricity network revenue cap, other than to accommodate 
for changes in the number of customers and electricity sales.  Customers should be 
protected from unexpected increases in network charges.  No specific side constraints are 
proposed but I have determined that network tariffs should not increase for contestable 
customers who change from ACTEW to other electricity suppliers. 
 
For retail electricity customers I have set a cap on the retail margin that gives ACTEW the 
flexibility to vary prices.  Assuming there is no change in the customer mix, there will be no 
increase in the retail margin. However ACTEW has argued that its domestic electricity is 
underpriced at the expense of its non-domestic customers.  Accordingly I am allowing 
ACTEW the flexibility to increase domestic electricity prices broadly in line with 
anticipated inflation. 
 
Finally I wish to thank all those who have participated in this process to date.  Your 
contribution to this investigation is welcome. 
 
 
Paul Baxter 
Commissioner 
15 May 1998 
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2 INTRODUCTION 

The Independent Pricing and Regulatory Commission is conducting an investigation into 
charges for electricity, water and sewerage services supplied by ACTEW Corporation 
Limited in the Australian Capital Territory (ACT), for the period from 1 July 1998 until 30 
June 2001.  The terms of reference for the inquiry are included as Attachment A. 
 
The Independent Pricing and Regulatory Tribunal of New South Wales is assisting the 
Commission in the inquiry.  However the decisions are those of the Commission only. 
 
The investigation is being conducted in two stages.  The first stage covers the one year 
period from 1 July 1998 to 30 June 1999.  The second stage covers the two year period from 1 
July 1999 to 30 June 2001.  Each stage of the investigation process involves the following 
steps: 
 
(i) releasing a draft report and price direction covering the period 

(ii) reviewing written submissions received in response to the draft report from ACTEW, 
customers and interest groups 

(iii) holding a public hearing 

(iv) releasing the Commission's Final Report and Price Direction for the period. 
 
Attachment B outlines the timing of these steps for each stage. 
 
Steps (i) through to (iii) of the first stage have now been completed.  A Draft Price 
determination was released in March 1998 and a public hearing was held on 21 April 1998 
after the receipt of submissions in response to the draft.  This report constitutes step (iv), for 
the first stage, and specifically covers the period from 1 July 1998 to 30 June 1999. 
 
The Commission will be advertising its review for the Medium Term Price Path shortly. 
 
All communication with the Commission in relation to this investigation should be directed 
to: 
 
Independent Pricing and Regulatory Commission 
PO Box 386 
Canberra ACT 2601 
Telephone  (02) 6230 4593 
Fax   (02) 6230 4592 
 
Submissions received by the Commission and transcripts of the public hearings can be 
obtained by contacting the Commission at the above address. 

3 
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4 INDEPENDENT PRICING AND REGULATORY COMMISSION 

The ACT Energy and Water Charges Commission (EWCC) was established in September 
1996 to investigate and publish price directions for regulated services provided by ACTEW 
Corporation Ltd.  The Commission handed down its first price direction in May 1997.  In 
late 1997 the ACT Government created the Independent Pricing and Regulatory 
Commission (IPARC) with a wider range of powers, to succeed the EWCC.  The functions 
and powers of IPARC are set out in the IPARC Act 1997.  In setting prices, 
 

…the Commission shall decide on the level of prices for services....  and give a price direction 
accordingly to each person providing regulated services.1 
 
A price direction may specify, in relation to the supply of a regulated service, any or all of the 
following: 

(a) a price; 
(b) a maximum price; 
(c) a maximum price and a minimum price; 
(d) a formula for calculating a price referred to in paragraph (a), (b) or (c); 
(e) a method, by reference to price indices or otherwise, by which a price referred to 

in paragraph (a), (b) or (c) is to be ascertained; 
(f) a period or periods during which the direction, or any provision of the 

direction, is to apply.2 
 

The legislation establishing the Commission lists a number of matters the Commission must 
consider in making its decision.  These include: 

the protection of consumers from the abuses of monopoly power… 

standards of quality, reliability and safety… 

the need for greater efficiency… 

an appropriate rate of return… 

the cost of providing the regulated services; 

the principles of ecologically sustainable development… 

the borrowing, capital and cash flow requirements… 

the effect on general price inflation over the medium term; and 

any arrangements that a person providing regulated services has entered into for the  
exercise of its functions by some other person.3 

 
Submissions to the Commission may address any of these matters. 
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1  Australian Capital Territory, Independent Pricing and Regulatory Commission Act 1997, S 20 (1). 
2  ibid, S 20 (4). 
3 ibid, S 20 (2). 
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6 ACTEW CORPORATION 

ACTEW Corporation commenced operations on 1 July 1995 as a Territory Owned 
Corporation.  It was formed from the Australian Capital Territory Electricity and Water 
Authority.    
 
The objects of ACTEW Corporation Ltd as set out in its Memorandum of Association, are: 
 

(a) to supply energy and water 
(b) to promote and manage the use of energy and water 
(c) to provide sewerage services 
(d) to undertake any other business or activity which may be undertaken by a natural 

person.4 
 
The main undertakings of ACTEW (1996/97 figures)5 are: 
 
(i) Electricity 

(ii) Water 

(iii) Sewerage 
 
(i) Electricity 
 
ACTEW reticulates electricity throughout the ACT.  ACTEW also purchases electricity and 
sells it to customers in the ACT.  These sales are increasingly becomingsubject to 
competition. 
 

Scope of Total Electricity Business 
 

Number of customers ...............................................128,005 
Annual sales in gigawatt hours ...............................2350 
Maximum demand in megawatts ...........................556 
Revenue ................................................................…...$235.8m 

 
(ii) Water 
 
ACTEW reticulates water throughout Canberra and supplies bulk water to Queanbeyan 
City Council. 

Scope of Water Business 
 

Number of customer accounts ................................117,343 
Number of dams ........................................................4 
Capacity in gigalitres ................................................215 
Annual supply in gigalitres .....................................62 
Length of mains ....................................................….2895km 
Revenue ..................................................................….$42.4m 

                                                      
4  ACTEW Corporation Ltd, Memorandum of Association, p 2. 
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(iii) Sewerage 
 
The company provides reticulated sewerage services throughout Canberra and operates an 
advanced sewage treatment plant at Lower Molonglo.  Trials are being conducted of 
alternative means of sewage disposal. 
 

Scope of Sewerage Business 
 

Number of customer accounts .......................................….115,083 
Sewage treated during year in megalitres .........................33,704 
Maximum daily load in megalitres .....................................152 
Length of mains .....................................................................2,806km 
Revenue ...................................................................................$53.9m 

 
Through its subsidiaries, the company also competes for related business in the international 
and Australian markets.  This includes the provision of advisory services and specialised 
technology.  The Commission does not regulate the prices charged by ACTEW for these 
activities. 

Operating Environment 
 
ACTEW is facing a period of significant change.  For example, stemming from the April 1995 
competition policy agreements, States and Territories are to take all measures necessary to 
implement a National Electricity Market.6  Consequently electricity markets are being 
progressively opened up to competition.   
 
The first of ACTEW’s retail customers became contestable from 21 December 1997.  As 
detailed below,7 it is expected that by July 1999 all of ACTEW’s retail customers will be 
contestable.  The Commission notes that this timetable represents the earliest timeframe for 
customers becoming contestable.  Depending on the establishment of contestability in other 
jurisdictions the exact date may be later than shown.  For example, the Commission notes 
that NSW has announced recently a longer time frame for contestability of all customers. 

                                                                                                                                                                     
5 ACTEW Corporation Ltd, Annual Report 1996/97, and submissions. 
6  Compendium of National Competition Policy Agreements,  National Competition Council, January 1997, p 38. 
7  On commencement, not all customers were eligible for contestability.  In the ACT, the revised timetable for 

customers choosing their retailer, which depends on annual consumption, is as follows. 
Customer Load Level Contestable from: 
Greater than 20GWh per annum 21 December 1997 
Greater than 4GWh per annum 1 March 1998 
Greater than 750MWh per annum 3 May 1998 
Greater than 160MWh per annum July 1998 
All customers July 1999 
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However, the current absence of competition will continue for the provision of electricity 
network, water and sewerage services within the ACT.  For these services, introduction of 
competition is hampered by the substantial cost that would face new entrants in the 
duplication of essential infrastructure (eg distribution wires, water pipes and dams).  Under 
these conditions the role of the Commission is to ensure there is no abuse of this monopoly 
power, but rather, a fair balance of interests, particularly between customers and the 
shareholders of ACTEW. 
 
The Commission notes that the ACT Government has sought expressions of interest for a 
detailed scoping review of ACTEW8. This review will examine the options for the future 
structure and ownership arrangements of ACTEW. The review is expected to be completed 
prior to the release of the Commission’s Draft Medium Term Price Direction. The outcomes 
of this review will need to be considered as part of the Medium Term Price Direction.   

7 

                                                      
8  Sydney Morning Herald, 2 May 1998 
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8 THE 1997/98 PRICE DIRECTION 

8.1 Summary of 1997/98 price direction 

In May 1997, the Electricity and Water Charges Commission released a report and price 
direction for ACTEW’s electricity, water and sewerage charges for the 1997/98 year. The 
outcomes of that price direction for the 1997/98 year are summarised below.9 
 
• Average retail electricity charges fellby 5.3 percent in nominal terms.  Reductions in 

charges were directed to those customers subsidising other customers.  Increases in 
charges for those customers being subsidised were permitted; however, the extent of any 
increase was restricted by side constraints.  No residential bill was to increase by more 
than the greater of (a) 1.7 percent or (b) $3.35 per quarter. 

• Water usage charges and water and sewerage fixed charges, increased broadly in line 
with those proposed by ACTEW.    

• The impact of the environmental works charge was reduced for non-residential customers 
with more than two flushing cisterns. 

• Miscellaneous charges remained at previous level pending consultation by ACTEW with 
relevant customer groups. 

• Disallowing ACTEW’s proposed water abstraction charge of 5c/kL.  
 
Attachment C summarises the findings from the  investigation of prices for the 1997/98 
year.  The Commission also nominated areas that require further attention prior to the 
establishment of a medium term price path.  These are:10 
• ACTEW's long term capital works program 

• opportunities for efficiency gains 

• regulatory asset base  

• data requirements  for price regulation 

• competition in the electricity industry and its effects on ACTEW 

• the impact of corporatisation of the Snowy Mountains Authority 

• identification and valuation of environmental costs and benefits. 

 

8.2 Compliance 

ACTEW has provided the Commission with its pricing schedules for the 1997/98 year. 
These have been checked by the Commission for compliance with the price direction. 
 
The 1997/98 determination set prices for electricity retail and network using revenue cap 
formulae.  The Commission will need to check compliance with these caps when 
information for the full financial year is available 

                                                      
9  ACT Energy and Water Charges Commission, Investigation into ACTEW’s Electricity, Water & Sewerage Charges 

for 1997/98,  May 1997, p 1. 
10  ibid, p 27. 
 



Investigation into ACTEW’s electricity, water & sewerage charges for 1998/1999 –  Price Direction 

 7

 
In the 1997/98 year ACTEW will make a windfall gain because the electricity purchase price 
used in the determination differed from the actual price.  The purchase price applied in the 
determination was between the purchase price forecast by ACTEW (a relatively high price) 
and the prices prevailing in the electricity market.  Subsequent to the determination, 
ACTEW negotiated a purchase price below that used in the determination but still above the 
market price that has prevailed throughout the year. 
 
The windfall gain earned by ACTEW was applied to reduce non residential electricity prices 
in February 1998 (thus reducing the subsidy from non-residential to residential customers) 
and to increase the return to the Government, as owner.  Because of the uncertainties 
associated with the commencement of the electricity market, the Commission does not 
propose to make any adjustment to future years prices because of the windfall gain earned 
by ACTEW in 1997/98.  However, in future years the Commission will deem a price for 
franchise electricity purchases (based on prevailing market prices) and allow ACTEW to 
retain the benefit of superior purchasing decisions and have the Corporation suffer the pain 
of poor purchasing decisions. 
 
An additional issue is the relationship between ACTEW Energy (a subsidiary of ACTEW not 
regulated by the Commission) and the regulated operations.  Currently, ACTEW Energy 
purchases electricity in the market then on-sells to the regulated business.  This arrangement 
provides opportunities for gaming the regulator.  While there is no suggestion that this has 
occurred in the case of ACTEW, the Commission considers that the relevant actual purchase 
price is that paid by ACTEW Energy and not the price paid to ACTEW Energy by the 
regulated electricity operation. 
 
Underlying the 1997/98 price direction were forecast financial outcomes for the 1996/97 and 
1997/98 years. A key starting point for the Commission’s current investigation is a 
comparison of these forecasts with ACTEW’s actual results in 1996/97 and updated 
projections for 1997/98.   
 
The following table (Table 4.1) compares the projected and actual11 financial results for 
1996/97 and the projected and latest revised estimates for 1997/98. 
 

Table 4.1 Profit before tax – 1996/97 and 1997/98 ($m) 

1996/97 1996/97 1997/98 1997/98 
Projection Actual Projection  Revised 

Electricity 33.5 45.9 26.2 38.0 
Water 2.5 -1.6 6.1 9.3 
Wastewater 15.3 9.3 15.8 15.8 
Sub-total 51.3 53.6 48.1 63.1 
Adjustment to exclude abnormals1  28.7   
Revised Total 51.3 82.3 48.1 63.1 

  
1   The profit in 1996/97 was adjusted for one-off abnormal items related to changes to asset lives, depreciation, 

and asset write-downs. All of these adjustments are non cash items. 
 

 

                                                      
11  ibid, p 5. 
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In establishing the 1997/98 prices, the Commission assumed lower costs than those adopted 
by ACTEW in its own forecasts.  However, ACTEW has recorded substantially better results 
than the Commission’s amended forecasts.  This improvement has resulted from 
significantly lower electricity purchase costs (as discussed above) and lower than forecast 
operating expenditure. 
 
The Commission has taken account of these improved results in making its price direction 
for 1998/99.  
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9 ACTEW’S PROPOSED CHARGES 

ACTEW has provided pricing proposals to the Commission for the period from 1 July 1998 
to 30 June 2001. However, this report relates specifically to prices to apply from 1 July 1998 
to June 1999. The Commission has noted the longer term proposals in considering the prices 
for 1998/99.  
 
This section outlines the Commission’s interpretation of those proposals and ACTEW’s 
associated supporting arguments.  In Section 6 the Commission comments on ACTEW’s 
proposals before presenting the Commission’s price direction for the 1998/99 year.  The 
Commission’s proposed prices for the subsequent two years will be released for public 
comment in a draft report in August 1998. 
 
9.1 Adequacy of current prices 

ACTEW argues that the current water and electricity price levels are inadequate and they 
fail to cover the costs incurred in providing the services.  The costs incurred in providing 
services should include an appropriate return to the ACT Government, as owner. The 
following graph compares ACTEW’s returns with those of other utilities.  In addition, 
ACTEW maintains that there are significant cross subsidies between different customer 
classes, eg from commercial and industrial electricity customers to residential customers. 
 
This latter point is of particular concern to ACTEW.  Competition is being introduced into 
the retail electricity market.  From 1 July 1999 all customers in the ACT will be able to 
purchase their electricity from any licensed retailer12.   
 
While ACTEW will continue to receive regulated prices for the use of its monopoly wires 
(network) business it will have to compete with other retailers in the supply of electricity.  
ACTEW risks exposure to loss of customers if the franchise customers are subsidised by the 
contestable customers. 
 
Alternatively, the cross subsidies can be captured in the regulated network business 
providing a longer time period for their removal, and eliminating any competitive threat 
they may pose for ACTEW. 
 
Cross subsidies will be difficult to sustain in a competitive market.  To avoid price shocks, 
ACTEW has proposed that in the period prior to full competition prices be adjusted to 
reduce or eliminate cross subsidies.   

                                                      
12  At the time of the draft report it was proposed that from 1 July 1999 all customers in the ACT would 
have been be able to purchase their electricity from any licensed retailer.  Since then however NSW has 
postponed the introduction of full contestability to January 2001.  The decision about whether the existing 
timetable should be maintained in the ACT is one for the ACT government  
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Even in the provision of those services that will not be subject to direct competition (ie 
electricity network, water and waste water), the absence of full cost recovery can lead to a 
distortion in the level and pattern of consumption.  
 
ACTEW has proposed the following price adjustments relative to the movement in the 
consumer price index (CPI) for its franchise customers (Table 5.1). 
 

Table 5.1  ACTEW’s proposed price adjustments  

Service 1998/1999 1999/2000 2000/2001 
Water CPI+6% CPI+6% CPI+6% 

Waste water CPI+3% CPI+3% CPI+5% 
Electricity Network  CPI+3% CPI+2% CPI+2% 

Electricity Retail CPI+4% n/a n/a 
 
These figures represent average price movements.  For individual customers the proposed 
price adjustments may be greater or less. 
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9.2 Specific price proposals 

Table 5.2 shows ACTEW’s proposal for charges in 1998/99 and summarises the 
Commission’s final price direction.  The only change in this table compared to that of the 
draft price direction is that the fixed charge for water has been revised from $123 to $125. 
 

Table 5.2 Current and Proposed charges 

Charges ACTEW 
Proposal 
1997/98 

Determination 
1997/98 

ACTEW 
Proposal 
1998/99 

Final Direction 
1998/99 

Electricity 
Average Retail 
price 
 
Distribution 
network 
revenue 
 
Retail gross 
margin 

 
+3.6% 
 
 
$96.3m 
 
 
 
$4m 

 
-5.3% 
 
 
$82m 
 
 
 
$8m 

 
Not applicable 
 
 
CPI+3% 
 
 
 
CPI+4% 

 
Not applicable 
 
 
$82m 
 
 
 
$5m 

Water 
Fixed Charge 
 
Usage Charge 
1 to 351kL 
Above 351kL 
 
 
Water 
abstraction fee 

 
$135 
 
 
35 c/kL 
79 c/kL 
 
 
5 c/kL 

 
$135 
 
 
35 c/kL 
76 c/kL 
 
 
nil 

 
$135 
 
 
37 c/kL 
84 c/kL (above 
300kL) 
 
nil 

 
$125 
 
 
37 c/kL 
76 c/kL (above 
300kL) 
 
nil 

Sewerage 
Fixed charge 
 
 
 
 
 
 
 
Environmental 
works charge 

 
Residential $260, 
Non-residential,  
a supply charge 
of $260 plus $260 
for each flushing 
cistern in excess 
of two 
 
Continue the 
charge & rename 
it as 
Environmental 
Protection and 
Security 
Charge 

 
Residential $260, 
Non-residential,  
a supply charge 
of $260 plus $260 
for each flushing 
cistern in excess 
of two 
 
Residential $40, 
Non-residential 
$40 
 

 
Residential $276, 
Non-residential  
a supply charge 
of $276 plus $276 
for each flushing 
cistern in excess 
of two 
 
Residential $40, 
Non-residential 
$40 
 

 
Residential $276, 
Non-residential  
a supply charge 
of $276 plus $276 
for each flushing 
cistern in excess 
of two 
 
Residential $40, 
Non-residential 
$40 

 

10 
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11 FINAL PRICE DIRECTION FOR 1998/99 

11.1 Responses to the Commission’s draft 1998/99 price direction 

The major issues raised in relation to the draft price direction were, 
 
1 ACTEW’s domestic charges for electricity and water are significantly below interstate prices 

In support of their claim for higher prices for water and electricity ACTEW have made 
comparisons with other authorities to show that ACT’s prices are the lowest.  While it is 
clear that in some cases ACTEW’s prices are the lowest, as demonstrated in Section 6.2.2 
depending on how prices are compared this is not the case.  In determining prices the 
Commission is primarily concerned with the efficient cost of providing those services.  

 
2 ACTEW’s electricity network charges for non-residential customers exceed equivalent interstate 

charges 
The Energy Users Group and the Joint House Department of Australia submitted that 
ACTEW’s network charges were in many cases unnecessarily higher than those of 
equivalent state and interstate electricity distributors.  These claims are examined in 
Section 6.11 

 
3 ACTEW has concerns with its ongoing financial viability based on the draft price direction. 

ACTEW claims that the return on its assets resulting from the draft determination is too 
low.  Because of the problems associated with asset valuation and rate of return 
estimation, the Commission’s direction is based not only on the rate of return on assets 
but on a number of cash flow related indicators.  These are discussed in section 6.5. The 
issue of a regulatory asset base is discussed in section 6.2.3. 

 
4 The need for prices to support the conservation of scarce resources. 

The Conservation Council of the South-East Region and Canberra believes that it is 
important that the price structure provides incentives for reduced water consumption.  
This issue is addressed in Section 6.2. 

 
5 Welfare representatives have concerns with the inability of renters, low income earners and 

welfare recipients to afford the initial capital outlays associated with various energy and water 
saving initiatives. 
The ACT Council of Social Services indicated that those on low incomes are least likely 
to take up demand reduction strategies and argued for special assistance for low income 
families to reduce their demand. This is an issue for Government as part of its 
community service obligations policy. 

 
6 Problems associated with ACTEW’s new billing system and the affordability of high winter 

energy bills. 
The Essential Services Review Committee advised that there was an on-going problem 
with many of its clients facing large winter bills.   The Committee also claimed that the 
breakdown of ACTEW’s billing system had resulted in a temporary halt to 
disconnections but feared that a the resumption of disconnections could lead to a sudden 
increase in their number of its clients seeking relief. 

 
7 The extent of the response by ACTEW to several matters raised in the draft price direction. 

ACTEW is yet to provide its final responses to the issue of the marginal cost of water, 
recycled water, miscellaneous charges and capital contributions policy.  Discussions are 
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continuing on these matters.  And ACTEW has indicated that formal responses will be 
available in time for the next direction for the medium term price path. 

 
8 The need to maintain Canberra’s pleasant urban environment and the possible discouragement to 

that caused by high water prices. 
Two submissions argued against pricing structures that discouraged increased 
consumption.  They were in favour of more liberal pricing structures that recognised the 
‘garden city’ appeal of Canberra.  This issue is addressed in Section 6.2.2 

 
11.2 Summary of final price direction for 1998/99 

The principal features of the Commission’s final price direction for 1998/99 are: 
• Revenue allowed for the electricity network will be frozen at the 1997/98 level, plus 

adjustment for customer and sales growth.  
• Revenuw allowed for the regulated electricity retail margin will be frozen at the 1997/98 

level, plus adjustment for customer and sales growth and subject to allowance for loss of 
contestable customers. 

• Within the overall revenue cap there is the flexibility to increase domestic electricity 
prices by up to 3%. 

• The charge for water consumed in excess of 1kL  and up to 300 kL is to be 37c/kL. The 
charge for water consumed in excess of this quantity is to be 76c/kL.  This compares 
with the current charges of 35c/kL for the first 350kL (for water consumed in excess of 
1kL) and 76c/kL for water consumed in addition to that quantity.  The fixed charge will 
decrease from $135 to $125. 

• Sewerage charges are to be frozen at current levels. 
• Miscellaneous charges are to be frozen at current levels. 
 
The impact of these proposals on the average residential customer when compared with 
existing charges and ACTEW’s proposals for 1998/99 is illustrated in the graph below. 
 

Figure 6.1 Overall impact on average residential bill $ (1) 
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11.3 Overview 

The Commission is pleased that ACTEW has made progress on various issues identified as 
requiring further attention in the Investigation Report released in May 1997.  However, 
additional information will be required for the Commission to establish a medium term 
price path. 
 
The ACT Government has provided the Commission with an inflation forecast of, 2.5% for 
the 1998/99 year.  The Government forecasts continuing low inflation over the period to 
2001.  These projections suggest that underlying cost pressures on ACTEW’s prices are 
weak. 
 
ACTEW claims that it is earning an inadequate return.  This claim is based on a cost of 
capital estimate that is higher than suggested by current market conditions.  However, 
ACTEW’s operating cash flow remains strong and compares favourably with other 
businesses with a similar risk profile. 
 
ACTEW has provided the Commission with a reconciliation of its regulated activities with 
its total operations.  However, the Commission is not in a position to identify the risks that 
ACTEW’s non-regulated activities may impose on ACTEW’s overall business.  These risks 
are considered in a recently released consultant’s report commissioned by the ACT 
Government13. 
 
On the information provided, ACTEW has a relatively new system with low requirements 
for major asset refurbishment and asset replacement.  It is required to meet relatively high 
customer and environmental standards.  These standards are accepted by the Commission 
as given, providing there is evidence of adequate community consultation on customers’ 
willingness to pay and/or directions from the Government. 
 
At the margin, ACTEW’s cash requirements are driven by new capital expenditure, the rate 
of debt repayment and the dividend requirements of the Government. 
 
Capital works associated with new developments can be funded from periodic charges paid 
by existing customers, external financing or by those benefiting directly from the 
development.  Essentiallt growth should pay for itself without the need for price increases. 
 
ACTEW currently receives capital contributions and gifted assets (ie where developers are 
required to supply and install new assets and then hand them over to ACTEW at no cost).  
The Commission is awaiting additional information from ACTEW on how existing 
contributions are calculated and any proposals on possible changes to ACTEW’s approach 
to developer contributions.  
 
The level of debt is a Government and ACTEW management decision.  However, under the 
current institutional structure the Government as shareholder is unlikely to directly 
contribute additional equity.  Therefore, capital works are financed either through higher 
charges for customers or through borrowings.  
 

                                                      
13 ACTEW Corporation Limited, Risks and Strategic Issues in a Changing Business Environment, Final Report, 

April 1998. 
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Excessive borrowings imply greater risk for the organisation and shift the burden of funding 
current consumption of capital onto future generations.  Complete reliance upon equity 
capital, that is no borrowings, implies higher charges for current customers, with those 
customers paying in advance for the benefits to be received by future generations.  Thus 
there needs to be a balance between debt and equity funding.  ACTEW’s current level of 
debt is below what could be expected of a regulated utility.  In assessing ACTEW’s cost of 
capital for regulatory purposes, the Commission has made a conservative judgement of 
what would be a more appropriate level of debt for ACTEW.  The Commission also notes 
the Government’s proposal in the 1997/98 Budget to impose a capital restructure on 
ACTEW.  This involves ACTEW making a special distribution to Government of $100m, to 
be paid through increasing the debt by $100m. 
 
The Government, as owner, is entitled to expect an appropriate rate of return on its equity in 
ACTEW.  The value of such equity and the assessment of an ‘appropriate return’ are 
complex issues.  These matters are currently being considered by the Australian 
Competition and Consumer Commission (ACCC) for both the electricity and gas industries 
(as well as by the independent Pricing and Regulatory Tribunal in NSW and the Office of 
the Regulator-General in Victoria).  The Commission has to make its own judgement 
consistent with its own legislation but rather than pre-empt the ACCC’s decision, IPARC 
will await the ACCC’s public pronouncements on these matters before making a final 
decision for ACTEW.  Nonetheless, some preliminary views are expressed below. 
 
11.4 Requirements under Section 20 of the IPARC Act 

As noted in Section 3, under s20 of the IPARC Act 1997, the Commission is required to have 
regard to a number of matters.  These have been grouped under four main headings and the 
following discussion highlights how the Commission has had regard to them in making its 
draft price direction. 
 
11.4.1 Costs and efficiencies 

• The need for greater efficiency in the supply of regulated services to reduce costs to consumers and 
taxpayers (s20(c)) 

• The cost of providing the regulated services (s20(e)) 
• Any arrangements that a person providing regulated services has entered into for the exercise of 

its functions by some other person (s20(k)) 
 
In its May 1997 investigation report,14 the Commission extensively reviewed the information 
available on ACTEW’s efficiency.  The Commission considered that there was further 
opportunity for efficiency improvements by ACTEW.  ACTEW have engaged a consultant to 
benchmark their efficiency against other utilities.  As mentioned in the draft report results of 
this work will not be available to the Commission for some months yet.  ACTEW’s new 
Chief Executive Officer has also initiated an efficiency review and at the public hearings 
gave specific examples of cost cutting measures which were being examined.  To quote from 
his comments at the public hearings, 
 
I would simply say to you that we are committed to do something about our efficiency.  ….and since the time of 
your draft report we have set very ambitious, in our view, cost reduction targets right across the Corporation of 

                                                      
14 ACT Energy and Water Charges Commission, Investigation into ACTEW’s Electricity, Water & Sewerage Charges 

for 1997/98, May 1997,  pp 6-12. 
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the order of 17 to 20 per cent in real terms.  This isn’t just from the last peak.  It is real term cost reductions right 
across the Corporation.15 
 
Table 6.1 and Figure 6.2 show the projected trend in ACTEW’s overall regulated business 
operating expenditure and capital expenditure.  The drop in operating expenditure between 
1998/1999 and 1999/2000 reflects the shift of contestable customers from the regulated 
franchise business to the unregulated competitive business. 
 

Table 6.1  Trend in Regulated Business Operating Expenditure and Capital 
Expenditure ($’000 of the year) 

1995/ 1996 1996/ 1997 1997/ 1998 1998/ 1999 1999/ 2000 2000/ 2001
($'000) Actual Actual Budget Projection Projection Projection

Operating Expenditure 105,106       105,166      101,812       101,812    94,256      94,256         
Capital Expenditure 45,180         54,383        47,754         53,021      58,840      53,712         
Total 150,286       159,549      149,566       154,833    153,096    147,968       
Includes corporate or non-infrastructure capital expenditure 

 

Figure 6.2 Trend in Regulated Business Operating Expenditure and Capital 
Expenditure ($million of the year) 
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 ACTEW’s capital expenditure estimates include major new works, with a substantial 
component aimed specifically at safeguarding the environment.  
 
The capital works program is driven by growth, higher standards and replacement.  Table 
6.2 shows the various components for each product group. 

                                                      
15 Mr John Mackay, Chief executive, ACTEW, Public Hearings 21 April 1998 Transcript p6 
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Table 6.2 Capital Expenditure Breakdown ($’000 of the year) 

1998/1999 1999/2000 2000/2001 2001/2002 2002/2003 Total

Electricity Network
Compliance 110              110             290              350           450           1,310           
Efficiency 180              220             180              180           180           940             
Growth 11,630         11,981        13,068         13,041      18,389      68,109         
Replacement/Refurbishment 2,600           2,870          2,020           2,080        4,880        14,450         
Total Electricity Network 14,520         15,181      15,558       15,651    23,899     84,809         

Water
Compliance 2,326           60               1,350           12,040      11,600      27,376         
Efficiency 51               20                2,500        2,571           
Growth 1,260           6,630          4,000           11,890         
Replacement/Refurbishment 2,621           3,550          2,195           2,167        1,965        12,498         
Total Water 6,207           10,291      7,565         14,207    16,065     54,335         

Sewerage
Compliance 6,450           7,950          7,500           2,000        23,900         
Efficiency 6,350           5,455          2,775           2,050        50             16,680         
Growth 2,380           3,000          8,200           5,100        5,400        24,080         
Replacement/Refurbishment 6,955           6,995          3,550           1,625        1,700        20,825         
Total Sewerage 22,135         23,400      22,025       10,775    7,150       85,485         

Total Capital Expenditure 42,862         48,872      45,148       40,633    47,114     224,629       
N

ote that the the above table excludes ‘corporate’ or non-infrastructure capital expenditure 
 
The Commission is surprised at the significant growth component in these figures 
particularly given the low projected growth in customer numbers.  
 
ACTEW has projected constant operating costs in nominal terms over three years to 2001.  
The Commission believes that ACTEW could set more ambitious efficiency targets.  At the 
time of the draft report, ACTEW had indicated that it was reviewing those projections and 
should be able to provide revised operating cost objectives for consideration in the final 
price direction.  These have not as yet been received by the Commission so they will now 
have to be included in the next price direction. 
 
Water 
 
In the area of its water business, ACTEW has estimated that it will achieve an 18% real 
reduction in operating costs over the period from 1995/96 to 2000/01.  This is based on CPI 
estimates at the high end of the range, with a significant component of the proposed cost 
reduction already achieved in the period from 1995/96 to 1997/98.  ACTEW does not 
appear to be overly aggressive in setting these efficiency targets.  The Commission is pleased 
that ACTEW is currently reviewing these efficiency targets. 
 

Sewerage 
In relation to sewerage, ACTEW is proposing a real reduction in operating expenditure of 
13% over the period 1995/96 to 2000/2001.  Similar to water, a significant component of the 
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proposed cost reduction was recorded in the period from 1995/96 to 1997/98.  The 
Commission considers that ACTEW should consider whether further savings are achievable. 
 
As shown in Figure 6.3, ACTEW’s combined water and sewerage annual operating cost per 
property is significantly higher than several other Australian water and sewerage agencies.  
However, this needs to be seen in the context of higher levels of treatment undertaken by 
ACTEW due to Canberra being an inland city. 
 

Figure 6.3 Combined Water and Sewerage Operating Cost per Property 
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Source: Water Services Association of Australia, WSAAfacts’97, and IPARC 
 

Electricity 
 
ACTEW’s performance in the network business can be assessed by making comparisons 
with the NSW Distributors.  Compared with the NSW distributors, ACTEW has a higher 
operating costs to revenue ratio.  As indicated in Figure 6.4, ACTEW’s operating costs 
average approximately 38% of its network revenue in 1995/96 and 1996/97 whilst the ratio 
for the NSW Distributors is around 30%.  Over the next four years the network expenses to 
revenue ratio for the NSW Distributors is to be maintained at this level.  Although ACTEW 
projects a slight downward trend over the next four years this is largely a result of projected 
revenue increases against an assumption of flat nominal operating costs.  The projected 
operating expenses to revenue ratio of ACTEW is generally higher than that of the NSW 
Distributors. 
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Figure 6.4 Network Operating Costs to Revenue Ratio16 

1996 1997 1998 1999 2000 2001
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As shown in Figure 6.5, ACTEW has forecast a real reduction of 16 per cent in network 
operating costs over the period 1997/98 to 2000/2001 compared with the NSW distributors’ 
average reduction of 25 per cent.  In 1994, the NSW Independent Pricing and Regulatory 
Tribunal commissioned a study by London Economics, Comparative efficiency of NSW 
metropolitan electricity distributors.  One of the major findings of that study was: 
 

After accounting for the differences in the operating environment the NSW distributors could 
achieve an increase in efficiency of 20-30%.  This defines the minimum scope for improved 
efficiency for the NSW metropolitan distributors.  The absolute distance from the frontier defines 
the maximum scope for improved efficiency, which indicate that a 20-60% proportionate reduction 
in inputs is required.17 

 

                                                      
16  Ratio for 1996 and 1997 is  based on actual results while ratio for 1998 to 2001 is based on forecast network 

revenue and operating costs. 
17  London Economics, Comparative Efficiency of NSW Metropolitan Electricity Distributors, 1994, Executive 

Summary. 
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Figure 6.5 Operating Cost Trend (1997 prices) 
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Arguably, the high operating costs of ACTEW partially explain its lower returns relative to 
the NSW Distributors. The increases in NSW Distributors’ returns were essentially a 
combined result of operating cost reductions and asset write downs.  It would appear from 
ACTEW’s modelling, that in contrast to the results of the NSW distributors, ACTEW 
proposes to increase its return on assets through price increases rather than through 
operating cost reductions. 
 
Depreciation rates are somewhat lower in ACTEW (4.2% of book asset value, suggesting an 
average asset life of 23.8 years) relative to the NSW distributors (5.6% of asset value, 
suggesting an average asset life of 18 years).  This difference reflects the differing asset lives 
adopted by ACTEW and NSW Distributors.  However, ACTEW’s depreciation charge as a 
proportion of revenue (17.7%) closely aligns with the NSW distributors (17.4%). 
 
The asset turnover (revenue/assets) is considerably lower for ACTEW (23.7%) than for the 
NSW Distributors (32%).  The requirement to overbuild the system to accommodate the 
peak winter load of the domestic customers may have some impact on this measure.  
Despite the low asset turnover ACTEW’s average network charge in 1996/97 was 28.5% 
higher than the NSW Distributors.  Although the average network charge is forecast to fall 
from $49 to $43 per MWh in 1997/98 this is still 13.2% higher than the NSW average.  To 
achieve a comparable level of asset turnover as the NSW Distributors, ACTEW would need 
to increase its network revenue by 35.2% or $15 per MWh.  Conversely, ACTEW’s system 
assets value would need to be written down by the same extent. 
 
Two submissions in response to the draft report claimed that ACTEW’s’ network charges 
were too high. The Joint House Department of the Parliament of Australia, and the Energy 
Users’ Group both claimed that network charges were substantially lower in other franchise 
areas.  The Commission has compared ACTEW’s Network Charges with other NSW and 
Victorian electricity distributors.  The following figures confirm that on average ACTEW’s 
network charges are relatively high. 
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Figure 6.6   Comparison of Network Charges 
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Thus, the relatively higher network charges coupled with a lower asset turnover relative to 
the NSW distributors seems to suggest that the system assets of ACTEW are somewhat 
overvalued relative to its revenue generating capability.  This outcome can be reasonably 
expected considering the write downs that have occurred in the NSW Distributors’ asset 
values. 
 
11.4.2 Consumer protection 

• The protection of consumers from abuses of monopoly power in terms of prices, pricing policies 
(including policies relating to the level or structure of prices for services) and standard of 
regulated services (s20(a)) 

• Standards of quality, reliability and safety of the regulated services (s20(b)) 
• The social impacts of the decisions (s20(g)) 
• The effect on general price inflation over the medium term (s20(j)) 
 
Customers have no choice other than to use ACTEW for the supply of certain services.  This 
gives ACTEW the potential opportunity to charge excessive prices, either overall or to 
certain customer classes. It is the task of the Commission to ensure that this does not occur.  

Water 
Based on ACTEW’s book value of assets, the return earned on ACTEW’s water and 
sewerage businesses is relatively poor, when compared with the electricity operations.  This 
is similar to the position in other states and territories.  However, it is important to ensure 
that these services are not underpriced and the cost of their provision is appropriately 
reflected in prices. 
 
In its preliminary submission, ACTEW claims that its average residential customer, 
consuming 280 kL per annum, would pay the lowest bill under ACTEW’s 1997/98 prices 
when compared to several other Australian water authorities.  This could in part reflect their 
underlying cost structures.  ACTEW’s water treatment costs may well be significantly lower 
than Sydney or Melbourne depending on several factors such as, the nature of its 
catchments, the level of treatment, and terrain.  It is worth noting in this context that in 
January 1998 Melbourne water prices were lowered by some 17% compared with those 
quoted by ACTEW.   
 
Figure 6.6 shows that in simple average bill18 terms several water authorities have lower 
annual charges than ACTEW.19  This relates, in part, to lower water consumption levels in 
the other jurisdictions. 
 

                                                      
18  Calculated as total revenue/number of customers. 
19  Due to changes in the structure of the industry in Melbourne the Melbourne water authorities have not been 

included. 
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Figure 6.7  Average Annual Domestic Water Bills  
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ACTEW proposes to increase the unit price of water and shift the threshold for the second 
tariff block.  Under the proposal, consumption from 1kL to 300 kL would be charged at 
37c/kL (up from 35c/kL).  For consumption above 300 kL customers would be charged 
84c/kL (up from 76c/kL for consumption above 350 kL).  
 
ACTEW has provided the Commission with the outcomes and associated assumptions (but 
not the workings) of its calculations on the long run marginal cost of providing water 
services.  The range of the figures provided is surprisingly large.  However, the current price 
for water consumed up to 350kL a year is below the lower bound of these figures.   
 
The Commission is not convinced that there is no opportunity for reductions in water 
consumption for many individual customers consuming less than 300 kL a year.  
Consequently the lower price for the first block of consumption may be sending the wrong 
signal by encouraging over consumption.  In time, the Commission would prefer to see the 
same unit charge for all water consumed.  Therefore the Commission sees merit in bringing 
the two usage rates together. 
 
While the Commission is prepared to allow increases in the first usage block and to reduce 
the threshold for that block, the Commission considers that these charges should be revenue 
neutral.  Therefore in the draft report the Commission proposed that the fixed charge for 
water be reduced to $123.  Since then ACTEW have examined the impact of the draft 
proposals and advised that for true revenue neutrality the fixed charge should be set at $125. 
Therefore, the draft direction has been revised accordingly. 
 
The Commission concurs with ACTEW’s proposals to increase the price per kilolitre for such 
consumption from 35c/kL to 37c/kL and to reduce the upper range to which the lower price 
applies from 350kL to 300kL.  The average residential consumption of 280 kL a year remains 
below the level at which the significantly higher unit price would apply.  Contrary to 
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ACTEW’s submission, the Commission does not propose to increase the unit price for water 
consumed in excess of this figure (300kL per annum). 
 
In the draft report, the Commission stated that such an increase could only be justified with 
better data from ACTEW on the marginal cost of water provision.  ACTEW has 
subsequently provided further information regarding its marginal cost of water.  ACTEW 
claim that water is underpriced relative to the cost of supply, and therefore consumption is 
artificially high.  The range of ACTEW’s estimate of its marginal cost of water is shown 
below in relation to some of the underlying cost drivers.  Other drivers are the timing of the 
next major supply increment and its projected cost. 
 

Table 6.3  Marginal Cost of water versus Drivers 

Marginal Cost (/kL) $0.63 $0.90 $1.00 $1.30 
Population Growth 0.9% 1.00% 1.1% 1.5% 
ACT Consumption per 
Capita (kL) 

174 174 174 174 

Queanbeyan Consumption 
per Capita (kL) 

165 165 165 165 

Discount Rate 7% 7.8% 8.6% 12% 
O&M Costs (c/kL) 2 5 7 11 
 
The Commission is of the view that the magnitude of the cost drivers underlying the upper 
bound of $1.30 (population growth of 1.5% and discount rate of 12%) seem to be unrealistic 
in the current context.  In the Commission’s view the range is from $0.63 to $0.90. A mid-
point estimate of this range would be a marginal cost of $0.76/kL.  The current second block 
price usage price is $0.76 c/kL.  Furthermore, under the price structure determined for 
1998/99 (Fixed Charge $125, plus usage charge of $0.37/kL up to 300kL, and $0.76 above 
300kL) the price per kL, at ACTEW’s average domestic consumption of 280 kL per annum, is 
$0.82. 
 
The pricing signal that flows from the above change to the usage charge would still be 
preserved if the fixed charge was reduced to leave ACTEW in a revenue neutral position.  
Obviously, the impact on individual customers would vary depending on their level of 
consumption. Usage patterns will obviously vary between households but in the ACT there 
appears to be a high level of discretionary use.  The Conservation Council of the South-East 
Region and Canberra for example have submitted that 70% of Canberra’s water usage is by 
households of which 44% is used to water lawns, 8% to water gardens and 3% outside for 
other purposes.  Because the first consumption block (at $0.37/kL) is priced well below the 
likely Long Run Marginal Price it is possible that some over consumption may occur.  Again 
the Conservation Council have suggested that the threshold level of the first consumption 
block may be lowered as far as 220kL.  The average consumption in Melbourne for example 
is 230 kL per annum and in Sydney it is 240 kL per annum.  The Commission will re-
examine the appropriateness of the current block structure for the medium term price path 
to follow. 
 
The impact on customers of ACTEW’s and the Commission’s proposals are reflected in the 
following graphs. 
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Figure 6.8 Impact of ACTEW’s Proposed Water Charges 

 

Figure 6.9 Impact of Commission’s Price Direction 
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ACTEW maintains high customer service standards relative to other Australian utilities. 
This is reflected in published national comparisons and in customer surveys.  There is a cost 
associated with these relatively high standards, that given customers’ willingness to pay, 
must be allowed for in prices. 
 
In a recent survey by Customer Services Benchmarking Australia ACTEW topped the 
rankings in terms of operator manner, quality and relevance of information provided, and 
the ability of an operator to show empathy and genuinely assist a caller.20  ACTEW should 
be lauded for this accomplishment. 

 

Sewerage 
                                                      
20 Australian Financial Review, 20 February 1998. 
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Figure 6.10 shows the average annual domestic sewerage bills of Australian water and 
sewerage authorities.21  ACTEW’s average annual domestic sewerage bill22 is the highest of 
the authorities shown.  ACTEW treats its sewerage to a higher level than many of the other 
utilities and the price includes an amount of $40 per customer for the Environmental Works 
Charge. 
 

Figure 6.10 Average Annual Domestic Sewerage Bills 
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Source: Water Services Association of Australia, WSAAfacts’97 
 
The Commonwealth Government currently provides financial assistance to ACTEW for the 
additional costs arising from national capital influences, such as the above standard length 
of water and sewerage mains.”23  The assistance extends to contributions towards the 
operating cost of the Lower Molonglo Water Quality Control Centre, and to maintenance 
costs on the above standard length of water and sewer mains.24   In 1996/97 this subvention 
amounted to $7.7 million.  This must be taken into account in any comparison of ACTEW’s 
sewerage prices with those prevailing in other Australian cities. 
 
Included in ACTEW’s sewerage charges is a $40 per customer Environmental Works Charge 
(EWC).  ACTEW has accumulated $7m in unspent funds from this charge (the annual 
receipts from the environmental works charge are approximately $4.6m).  The funds 
received under this charge have been allocated to certain environmental projects as detailed 
below.   

                                                      
21  Due to changes in the structure of the industry in Melbourne the Melbourne water authorities have not been 

included. 
22  Calculated as total revenue/number of customers. 
23 Investigation into ACTEW’s Electricity, Water and Sewerage Charges for 1998/99,  Draft Price Direction,  

ACTEW Corporation’s Response,  p19. 
24 ACTEW Corporation Ltd, Annual report 1996/97, p 38. 
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Table 6.4  Environmental Works Charge Projects 

PROJECT 1997/98 1998/99 1999/00 2000/01
$'000 $'000 $'000 $'000

CRANOS Projects 1,100      3,000      500         300         
Sustainable Water Re-use 1,710      820         680         -          
LMWQCC Projects 1,860      5,225      13,710    11,800    
Water Quality & Supply Projects -          1,180      650         -          
Rainwater Tank Rebate scheme 30           150         10           10           
Energy Projects -          1,500      1,000      500         
Total Expenditure Budget 4,700    11,875  16,550  12,610    

FINANCIAL YEAR BUDGETS

 
CRANOS – Compact Reduced Air Nitrifying-denitrifying Odour controlling unit with low Solids 
  Source: ACTEW Corporation 

 
Some of the projects listed (such as for ‘Energy’) are unrelated to sewerage even though the 
charge is being levied on sewerage customers.  Under the circumstances the Commission is 
of the view that the nature of the Environmental Charge is akin to a tax and that setting the 
level of the charge should therefore be a matter for the ACT Government.  Accordingly the 
charge has been frozen at the 1997/98 level pending clarification of the ACT Government’s 
position on the Environmental Works Charge.  If, in the future, this charge is not to be spent 
on genuine cost of business activities by ACTEW, the Commission believes that this charge, 
and should be paid to and set by the Government. 
 
In relation to the reliability of service, the figure below (Figure 6.11) compares the 
interruption to ACTEW’s water supply and sewerage services with that of other authorities 
in 1996/97.  Whilst interruptions to ACTEW’s water supply were the lowest,  interruptions 
to sewerage services were the highest.  The latter indicates that even allowing for higher 
levels of interruption due to intrusion from tree roots ACTEW may need to improve its 
sewerage service reliability. 
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Figure 6.11 Water Supply and Sewerage Interruption Frequency per ‘000 Properties 

in 1996/97 
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Source: Water Services Association of Australia, WSAAfacts’97 
Note: no water supply or sewerage data for Brisbane Water, and SA Water and no water supply data for Water 
Corporation. 

Electricity 
 
ACTEW claims that while its overall prices are inadequate it is currently over-recovering 
costs from non-residential electricity customers and subsidising residential electricity 
customers.  This statement is based on ACTEW’s current allocation of costs to different 
customer classes based on the fully distributed costs (FDC) methodology.  
 
Another approach to examining cross subsidies is to consider whether the prices are either 
so high that a customer would be encouraged to by-pass ACTEW’s system, or prices are so 
low that they do not cover ACTEW’s short run incremental costs of supplying a customer.  
Providing prices are within this range for any specific customer, then it can be argued that 
there are no cross subsidies. 
 
Given the lack of precision resulting from the numerous assumptions that have to be made 
in allocating costs between different customer classes, the Commission is not convinced of 
the need to eliminate all likely cross subsidies based on FDC prior to the advent of 
competition. 
 
In its draft the Commission stated that it considered the extent of cross subsidies claimed by 
ACTEW between residential and non-residential customers to be within the possible error 
range of the adopted methodology and that there was no strong reason for residential prices 
to increase. 
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In its response to the draft25 and at the public hearings26 ACTEW argued strongly that the 
level of cross-subsidy was indeed significant and asked for about a 5% increase in domestic 
electricity prices for the 1998/99 financial year. 
 

Figure 6.12  Standard Domestic Tariff Comparison 

(based on typical consumption of 3,500 kWh per annum) 
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In the above figure which is a comparison of Australian standard domestic electricity tariffs 
ACTEW’s typical domestic prices are the cheapest.  The Commission believes that allowing 
an increase up to 3% (broadly in line with CPI expectations27) in the domestic tariff while 
maintaining a cap on the overall retail margin would provide ACTEW with some flexibility 
to redress part of the claimed cross subsidy.  The Commission will re-visit this issue in its 
next direction but in the meantime would encourage ACTEW to re-examine the cross 
subsidy issue using the preferred ‘avoidable cost’ methodology. 

                                                      
25 Investigation into ACTEW’s Electricity, Water and Sewerage Charges for 1998/99,  Draft Price Direction,  

ACTEW Corporation’s Response,  p6. 
26 Mr David Graham, Principal Economist, ACTEW Corporation, ACTEW, Public Hearings, 21 April 1998, 

Transcript p50 
27 ACTEW financial modelling, January 1998 and ACT Office of Financial Management February, 1998 
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Figure 6.13  AWCTEW’S Average Elewvtricity Prices 
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1998 average prices are based on ACTEW's projected sales revenue and volume for 1997/98.

Residential

Business

All customers

1993 1994 1995 1996 1997 1998(f)

9.07 9.17 8.21 7.77 7.83 8.44

11.77 11.79 11.18 11.74 12.21 10.84

10.60 10.70 9.95 9.96 10.14 9.57

The above figure is based on sales revenue/kWh sold 
 
Once competition commences customers will have 12 months to switch to another retailer or 
to ACTEW’s competitive tariff.  Those left will then revert to a ‘default’ tariff.  Even after the 
market is opened up to competition, it is possible that there will remain a lack of practical 
choice for many residential customers between electricity retailers.28  Therefore, it is 
important to ensure that such customers are not disadvantaged.  
 
The terms of reference require the Commission to ensure that ACTEW has the flexibility to 
adapt to the competitive environment.  This is one reason why the Commission has chosen 
not to set individual electricity prices but to establish an overall revenue cap for ACTEW’s 
regulated retail  and network businesses.  However, to avoid price shocks to customers the 
Commission, as foreshadowed in the draft determination, has set the above 3% side 
constraint to limit the increase in charges for any individual customer in the year ahead. 
 
In addition to possible transitional measures proposed by the Commission, the Government 
has policies in place to subsidise individual customers through community service 
obligation (CSO) payments, eg pensioners and schools.  The extent of these subsidies is a 
matter for Government and outside the scope of the Commission. 

                                                      
28  This may occur because the transaction costs of switching are high.  For example, contestable customers 

would be charged according to load profile.  For smaller customers, this will require meters different to those 
currently in use.  This cost should be borne by the customer. (Alternatively a deemed load profile may be 
assumed).  Furthermore ACTEW is also likely to have last resort supply obligations whereby it may have to 
supply electricity to customers in its franchise area in the event that their retailer of choice is suspended from 
trading. 
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Retail Revenue Margin 
The intention underlying the determination of ACTEW’s retail revenue margin for 1997/98 
was that it would be adjusted for fluctuations in energy consumption and customer 
numbers using the Retail Revenue Margin (RRM) formula.  It was not intended to use the 
formula as a basis for annual determinations of future margins but rather on a medium term 
basis. Given the Commission is undertaking another annual price direction and the loss of 
some retail customers, the Commission has determined ACTEW’s Retail Margin for 
1998/1999 on the basis of meeting its basic revenue requirements.  It is intended that the 
RRM formula will be revisited in the next determination for the medium term price path.  
 
ACTEW’s modelling has projected a revenue outcome of about $5 million in 1998/99.  Based 
on ACTEW’s under lying cost structure and electricity purchase costs IPARC has estimated 
that this represents a gross margin to ACTEW of just under 4%. IPARC is satisfied that this 
represents a reasonable revenue outcome for the next financial year.  Accordingly it is 
directed that ACTEW’s Retail Margin for 1998/99 be capped at $5million.  The Commission 
will examine ACTEW’s actual revenue outcome for 1998/99 and adjust it on the basis of 
material changes to customer numbers and sales (kWh) at the end of the financial year.  In 
order to provide efficiency incentives ACTEW’s energy purchase costs will be determined 
on the basis of a deemed electricity purchase price.  IPARC will advise ACTEW of the 
deemed electricity purchase price by a separate letter. 
 
 
 
11.4.3 Financial viability 

• An appropriate rate of return on any investment in the regulated industry (s20(d)) 
• The borrowing, capital and cash flow requirements of persons providing regulated services and 

the need to renew or increase relevant assets in the regulated industry (s20(i)) 
ACTEW has a mixture of regulated and unregulated businesses.  The regulated businesses 
operate in monopoly markets and the price charged by ACTEW is directed by the 
Commission.  The unregulated businesses operate in competitive markets and the price 
charged is determined by market forces. 
 
The funds projected to be available to ACTEW from the regulated businesses are shown in 
Table 6.5. 
 

Table 6.5 ACTEW’s proposed cash inflow ($m of the year) 29 

 1996/1997 1997/1998 1998/1999 1999/2000 2000/2001 
Cash flow from operations 86.5 101.3 121.6 101.3  121.8  
Community Service Obligations 2.0 4.5 4.7 5.0  5.3  
Capital Contributions (electricity) 3.6 2.6 5.3 5.5  6.0  
Net interest (4.0) (7.5) (12.5) (9.4) (9.5) 
Net cash inflow from operations 88.1  100.9  119.1  102.4  123.6  
 
 

                                                      
29  The figure for cash flow from operations for the 1999/2000 year is affected by the deregulation of the retail 

electricity  market  and the removal of these operations from price regulation.  
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Table 6.6 demonstrates how ACTEW intends to apply these funds.  This cash outflow is for 
the whole of the regulated businesses of ACTEW including attributed corporate capital 
expenditure.  This latter component is excluded from Table 5.3. 
 

Table 6.6 ACTEW’s proposed cash outflow ($m of the year) 

 1996/1997 1997/1998 1998/1999 1999/2000 2000/2001 
Capital expenditure 54.4  47.8  53.0  58.8  53.7  
Available funds  33.7  53.1  66.1  43.6  69.9  
To be applied to:      
Debt reduction/(increase) 8.4  (9.3) 25.8  (6.9) 9.1  
Cash accumulation 4.3      
Interim Dividend  28.3 33.2 42.1 50.3 
Final Dividend  21.0  34.1 7.1 8.4 10.5 
 
The projected funds available for distribution to the Government will be higher if greater 
than anticipated savings are made in costs. In addition as these figures exclude outcomes 
from ACTEW’s contestable operations, then these figures will understate the returns to the 
Government as owner, from ACTEW’s electricity, water and waste water operations 
(assuming that ACTEW’s contestable operations are profitable). 
 
ACTEW believes that to continue to invest in the provision of electricity, water and 
sewerage services ACTEW needs to earn a return that is at least equal to its cost of capital. 
ACTEW has calculated its cost of capital at 9.1% nominal, post  tax.  It has estimated its 
current earning rate at 4.7% on an investment base (directors’ value) of $1,346m.  ACTEW 
recently reviewed these asset values based on optimised replacement cost.  As mentioned in 
the draft the Commission will consider these new values in determining the regulated asset 
base. 
 
As shown in Table 6.6 below ACTEW’s requested price increases would lift its rate of return 
to 6.6% by 2001 based on ACTEW’s directors’ asset valuations.  
 
The ability to earn an appropriate return on funds invested is key to ACTEW’s financial 
strength.  Without such a return, spending on the regulated electricity, water and sewerage 
operations may be distorted.  The Commission wishes to ensure that ACTEW remains 
financially secure.  However, it is wrong to rely on rate of return as the sole measure of 
financial performance because of the problems associated with accounting measurement 
and the limitations inherent in rate of return regulation (see comments in Section 7).  Rather 
the Commission believes that rate of return should be used in conjunction with a suite of 
financial indicators and the cash flow requirements of the utility. 
 
In the absence of a competitive market, the regulator is responsible for determining what is a 
‘fair’ return.  The two matters to be resolved before assessing rate of return are what is a 
‘fair’ return and what is the appropriate asset base.   
 
A method of assessing what an appropriate return might be is to estimate the Weighted 
Average Cost of Capital (WACC).  The WACC is calculated from the utility’s cost of debt 
and cost of equity.  It also considers the level of risk inherent in the business.   
 
ACTEW has indicated that its cost of capital is 9.1 per cent nominal post tax.  This is a 
WACC based on ACTEW’s historical interest rates and the current mix of debt and equity.  
The Commission has undertaken its own analysis of what may be a ‘fair’ return for 
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ACTEW’s regulated businesses.  These are monopoly operations in a regulated environment 
with low risk. 
 
The current level of debt is very low. In its last budget the ACT Government indicated that 
the debt level would be increased to fund a special distribution payment of $100 million. 
This is yet to occur but has been included in the financial modelling.  Even with this 
additional debt, ACTEW’s total debt to value ratio is still under 10%.  For the purposes of 
calculating a more appropriate cost of capital figure the Commission has assumed a debt 
level of 30 per cent of total assets.  This is more consistent with the debt to equity ratio 
applied to other regulated utilities.  
 
In addition, ACTEW has applied a loan interest rate that is substantially higher than that 
currently prevailing in the market.  For pricing purposes a regulator should look at current 
rates. 
 
After adjusting for these factors, the Commission believes that ACTEW’s weighted average 
cost of capital (WACC) could be as low as 7.5 per cent, nominal post tax, see Attachment D, 
(or approximately 5.5 per cent real post tax, 11.7 per cent nominal pre tax and 9.8 per cent 
real pre tax).  This also affects any internal transfer of costs to the regulated businesses from 
ACTEW’s corporate activities.  
 
The next issue to consider is to what asset base this figure should be applied.  As the figure 
is a nominal return it should be applied to a historic cost asset valuation (ie one not adjusted 
for inflation).30  ACTEW have been unable to provide the Commission with a historic cost 
valuation broken down by regulated business, although an aggregate figure for total 
ACTEW operations was provided for the 1997/98 investigation.  ACTEW initially provided 
a directors’ valuation based on the present value of ACTEW’s assumed future price path for 
each of the regulated businesses.  As indicated in the last Investigation Report, these 
valuations are inappropriate for independent price determination purposes. 
 

Using the net present value method for determining asset values presents several well 
documented problems, primarily relating to the circularity of prices determining values and 
values determining prices. As is well known, this circularity needs to be overcome in order to 
appropriately determine a pricing structure based solely on NPV valuation  methodologies.31 

 
An alternative approach would be to use the optimised depreciated replacement cost of the 
assets (with a real rate of return).  At the time of the Draft report ACTEW had just provided 
the Commission with consultants’ estimates of its asset values on a such a basis.  The values 
determined by the two consultants as detailed in the following table were $1,806m and 
$1,936m.   

                                                      
30  ACCC, Draft Determination, Application for Acceptance, National Electricity Market Access Code, August 

1997, p  48. 
31 Ernst & Young, Report to the ACT Energy and Water Charges Commission, February 1997 . 
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Table 6.7  ACTEW Asset Valuation Details 

($'000) ACTEW ACTEW GHD SKM
Book Value DORC DORC DORC

Sewerage
Reticulation 555,816     479,357     555,816     
Tunnels &Pumps 75,093       75,093       75,093       
Treatment Plants 197,225     191,308     197,225     
Sewerage Total 396,467      828,134   745,758   828,134    

Water
Reticulation 523,487     416,477     473,193     
Headworks 82,774       80,018       82,591       
Dams 157,765     126,212     141,988     
Water Total 444,291      764,026   622,707   697,772    

Electricity
SubTransmission 69,946       69,946       64,390       
Distribution 397,555     368,097     345,958     
Total Electricity 428,748       467,501     438,043     410,348     

Total Asset Value 1,269,506    2,059,661 1,806,508 1,936,254  
Notes: DORC Depreciated Optimised Replacement Cost 

GHD Gutteridge Haskins and Davey 
   SKM Sinclair Knight Merz 
 
Because replacement cost figures cannot be so accurately verified as the original purchase 
price of assets, as indicated in the draft report the Commission is examining supporting 
documentation before making a judgement on their reasonableness.  This is continuing. 
 
It is the Commission’s intention to determine a regulatory asset base (RAB) value that would 
form the basis of future estimates of an appropriate rate of return.  At present the issue of a 
suitable approach to determining an RAB is being debated in several jurisdictions and across 
several industry sectors including electricity, gas and water.  The debate is at a critical 
juncture with some jurisdictions poised to adopt preferred methodologies.  The Commission 
will examine the outcome of these.  IPARC intends to adopt an appropriate RAB for 
ACTEW’s medium term price path in the next determination. 
 
As noted in the draft, if replacement cost figures are to be used, then the ‘fair return’ would 
need to be a real, and not a nominal return.  This would require the 7.5 per cent quoted 
above as an estimate of ACTEW’s WACC to be adjusted downwards for inflation (to about 
5.5 per cent). 
 
An additional adjustment required to be made to the asset base would be the exclusion of 
customer funded (or gifted assets). It is considered inappropriate that ACTEW charge 
customers a return on assets that ACTEW has not funded.  ACTEW is unable to provide 
figures on the proportion of the asset base that falls within this category.  Alternatively, if 
they are to remain in the asset base for rate of return purposes, then monies received in 
capital contributions should be included as part of the income for the calculation of a rate of 
return. 
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ACTEW have provided details of assets provided free of charge only since July 1995. 
 
 
       $’000 
Sewerage    $  9,961 
Water    $  9,381 
Electricity   $  7,412 
Total Asset Value  $26,754 
 
The assets contributed assets form a significant proportion (18%) of the total capital 
expenditure of $146 million in the three years 1995/96 to 1997/98. 
 
A new entrant into the water, sewerage and electricity network businesses in the ACT 
would seek a commercial return on the current cost of providing the assets and building the 
systems.  The question remains should the existing monopoly provider receive the identical 
return.  This issue is complicated by the long life of infrastructure assets and the ability to 
maintain them into the foreseeable future for a considerably smaller cost than their current 
replacement value.  Regard must also be had for what incentives are being provided for new 
investments, and the avoidance of distortions once appropriate access regimes are 
established.  Finally, because of the natural monopoly characteristics of the industry and the 
substantial amounts that have been already incurred in fixed costs, one can question how 
relevant a possibility entry is? 
 
The variation in return that is deemed to be required for an existing operator to continue 
and maintain the system, and still earn an appropriate return, and that which a new entrant 
would seek is demonstrated by the following example from the United Kingdom. 
 
Table 6.8 Indicative Current Cost Operating Profit for the UK water industry based 

on regulatory and Modern Equivalent Asset (MEA) values, 1995/96 

 

£ (million) 

Actual Based on 6% of 
regulated value of 

£17,818 m 

Based on 6% of MEA 
value of £170,333 m 

Turnover 6,055 5,084 14,235 

Operating Costs (2,582) (2,582) (2,582) 

Current Cost 
Depreciation 

(1,115) (1,115) (1,115) 

Infrastructure 
Renewals Charge 

(344) (344) (344) 

Working Capital 
Adjustment 

26 26 26 

Operating Profit 2,040 1,069 10,220 
Source: OFWAT. 
 
Table 6.8 indicates that a return of 6 percent on the regulated asset base adopted by the UK 
water regulator would yield a profit of £1,069m.  The same return on a replacement cost 
asset base would yield a profit ten times greater.  The UK regulator (OFWAT) has ruled that 
such a return would be excessive in terms of the cash requirements of the water businesses. 
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The Treasurer of Victoria, Mr Alan Stockdale, captures the uncertainty that exists over what 
is the most appropriate approach to asset valuation: 

 
…. full cost recovery under the COAG32 principles can be satisfied by a range of price paths, 
rather than only by a single price level determined by mechanistically applying a rate of return to 
asset valuations based on deprival33 value.  I remain sceptical about the use of the deprival value 
approach and have asked Treasury to examine renewals and other bases of valuation and to 
consider whether we should seek reopening of this issue within the COAG process.34 

 
Because of these difficulties the Commission has not relied on rate of return alone, nor any 
other single measure of financial performance.  Nonetheless, as Table 6.9 shows, the 
Commission has calculated for each of the regulated businesses a rate of return using 
ACTEW’s fair valuations. 
 
Table 6.9 Rates of return for ACTEW’s proposals and the Commissions direction 

for regulated businesses as a whole 

1997/98 1998/99 1999/2000 2000/2001

ACTEW Proposal 4.7% 4.6% 5.7% 6.6%
Commission Determination 4.7% 3.7% n/a n/a

 
Nominal post-tax, based on ACTEW’s book value of assets 
 
If capital contributions and gifted assets were to be included in income as per the 
Commission’s recommendation then the above rates of return would be higher35.  Similarly, 
if cost savings, over and above those assumed by ACTEW were achieved then the figures 
would also improve.  The following table is based on real cost savings of 18% (in line with 
savings foreshadowed by ACTEW) and includes capital contributions and gifted assets as 
revenue.  Whilst the real cost savings are to be achieved over three years or so for the 
purposes of this analysis they have been assumed to be immediate and the resulting cost 
levels are assumed to be a proxy for efficient costs.  Table 6.10 shows that the impact of these 
factors is substantial. 
 
Table 6.10 Rates of return for ACTEW’s proposals and the Commissions direction 

for regulated businesses as a whole, (including gifted assets and cost savings) 

1997/98 1998/99 1999/2000 2000/2001

ACTEW Proposal 5.4% 7.1% 7.8% 8.7%
Commission Determination 5.4% 6.2% n/a n/a

 
Nominal post-tax, based on ACTEW’s book value of assets 
 

                                                      
32  Council of Australian Governments. 
33  The deprival approach to asset valuation calculates the minimum loss that would result if the business were 

deprived of the asset. 
34  Mr A Stockdale.  Speech given to the Victorian Water Industry Association in October 1997. 
35 This approach is in keeping with current developments in accounting practice  See, abstract for discussion at 

the next meeting “…the replacement cost of a contributed asset should be recognised as revenue and an asset 
because the contribution would support, and over the long term probably enhance, the ability of the network 
to generate future economic benefits;…” Minutes of Urgent Issues Group (UIG) Meeting No.26 held on 29 
January 1998, p5 
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A supplementary approach to rate of return analysis is to review the adequacy of ACTEW’s 
cash flows to satisfy the claims of creditors and the Government as owner.  Table 6.11 
compares ACTEW’s proposed cash flows for 1998/99 with those generated under the 
Commission’s final price direction. 
 

Table 6.11 Cash flow comparison for 1998/1999 

ACTEW IPARC Price 
Proposal Direction
($million) ($million)

Cash Flow from Operations (less payments) 121.6                 110.2                 
Community Service Obligations 4.7                     4.4                     
Capital Contributions 5.3                     5.3                     
Net Interest (payments) (12.5)                  (12.5)                  
Net Cash Inflow from Operations 119.1                 107.4                 

Capital Expenditure (53.0)                  (53.0)                  
Dividends (40.3)                  (34.1)                  
Repayment of Borrowings (25.7)                  (20.3)                  
Net Cash Outflow from Operations (119.1)                (107.4)                 

 
Based on the Commission’s draft price direction, ACTEW is well able to satisfy its financial 
obligations including a substantial debt repayment and at levels of dividends consistent 
with that indicated to the Commission by the Government at the 1997 hearings.  Once again 
the outcome would be enhanced if cost savings can be made 
 
This comparison can be extended to show a suite of financial indicators (Table 6.12) that 
would be applied by a range of stakeholders in reviewing ACTEW’s financial viability.  A 
description of the indicators used can be found in Attachment E.  It should be noted that the 
indicators shown are for ACTEW’s regulated businesses only.  For the other entities shown 
the indicators are for the whole entity. 
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Table 6.12 Financial indicators comparison 

Energy AGL Sydney Great
Proposal Final Australia Water Southern

Direction Energy
1998/99 1998/99 1996/97 1996/97 1996/97 1996/97

Lenders
Fund flow adequacy 0.8 0.8 0.9 0.7 1.7 0.7
Funds flow interest coverage (times) 7.2 6.3 3.7 11.4 3.5 21.0
Funds flow net debt payback (years) 1.6          1.8                    7.6             1.3           4.6         1.4           
Internal financing ratio 73% 70% 81% 82% 94% 158%
Pre-tax interest coverage (times) 4.6 3.7 3.4 7.8 2.3 12.4
Total Debt/Total Capital 9.6% 9.8% 46% 28% 14% 20%
Funds from operations/Total Debt 31% 28% 13% 73% 14% 74%

Regulator
EBIT/Total revenue 28% 24% 22% 22% 40% 18%
EBITD/Total revenue 37% 34% 30% 29% 56% 25%
EBIT/Funds employed 5.1% 4.2% 12% 13% 4.4% 10%
Operating cash flow ($million) 119.1      107.4                608.3         312.0       613.2     75.6         

Shareholder
EBIT ($ million) 67.5        55.3                  441.5         234.5       436.6     43.2         
Profit after tax ($ million) 41.6        33.7                  198.4         148.2       150.1     30.7         
Total dividends and tax ($ million) 64.9        52.7                  310.5         96.3         176.6     47.3         

ACTEW

Source: Commission estimates based on published financial statements. 
 
While less favourable than ACTEW’s proposals, the Commission’s price direction maintains 
ACTEW’s underlying financial strength.  As demonstrated in the above table , the price 
direction provides a sound outcome for ACTEW relative to other utilities and capital 
intensive private companies. 
 
The funds flow adequacy while lower than Sydney Water’s is comparable with the other 
Authorities as is the internal financing ratio.  Funds flow interest coverage and pre-tax 
interest coverage are also within the range of the other Authorities.  As previously indicated 
ACTEW has the lowest debt level in the comparison.  This contributes to its low net debt 
payback period  
 
ACTEW’s earnings before interest and tax (EBIT), as well as before depreciation (EBITD) 
relative to revenue are in line with the other comparators.  On the basis of funds employed, 
ACTEW’s EBIT is relatively low but still comparable to that of Sydney Water.36 
 
Under the final price direction ACTEW is well positioned to fund its proposed expenditure 
program.  The outcome would be further improved if ACTEW is able to reduce expenditure 
to levels that reflect greater efficiency. 
 
 
 

                                                      
36 Care must be taken in comparing the reported rate of return of different organisations because of different 

approaches adopted in the valuation of  assets. Similarly, rates quoted may be real or nominal and pre or  
post tax. See comments earlier in this section. 
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11.4.4 Environmental considerations 

• The principles of ecologically sustainable development (s20(f)) 

• Considerations of demand management and least cost planning (s20(h))  
 
ACTEW has consulted extensively with the community in the development of its 
environment policies.  Canberra, as the national capital and an inland city, is required to 
maintain high environmental standards, particularly for the discharge of waste water.  
These impose additional costs.  In part, these additional costs of sewerage treatment are 
supported  by funding from the Commonwealth Government.  
 
In addition, the ACT Government has implemented specific environment requirements with 
which ACTEW must comply. 
 
Pricing policy has a role to play in ensuring desired environmental outcomes.  However, the 
Commission can only reflect in prices those costs actually incurred by ACTEW in fulfilling 
its environmental obligations.  Over and above this, the Government may impose taxes on 
resource use, providing such taxes are within its constitutional power, to reflect the wider 
environmental cost.  The Conservation Council of the South East-Region and Canberra for 
example has called for the imposition of a 3% levy on electricity bills37 to the extent  that it 
results in the consumption of non-renewable resources.  The imposition of resource taxes is 
very much an issue for Government and this was acknowledged by the Council at the public 
hearing38.  Usage based pricing for water, as in the case of ACTEW, can also send the 
appropriate resource conservation signal to consumers. 
 
The Commission has taken into account ACTEW’s environmental expenditure in 
establishing the draft price direction.  In addition, the Commission has attempted to remove 
any bias against demand management in its approach to pricing.  The use of revenue caps in 
electricity pricing is an example of this. 
 
ACTEW has taken the initiative to give customers the opportunity to fund new 
environmental friendly methods of electricity generation within the ACT.  Under this 
program, customers pay more for power on the understanding that such additional 
payments go towards achieving improved environmental outcomes.  As this a voluntary 
program, the Commission does not regulate the price premium involved. 
 
Under the concept of polluter pays, those who pollute the environment, are required to pay 
for the damage they impose.  This is particularly relevant for trade waste and developments 
in environmentaly sensitive areas.  The Commission is yet to sight any detailed proposals 
from ACTEW in these areas. 
 
11.5 Additional requirements under the terms of reference 

The terms of reference for the current investigation require the Commission to consider 
some additional matters.  These have in part been addressed earlier.  Some further comment 
is warranted here. 

                                                      
37 Conservation Council of the South-East Region and Canberra, Submission in response to the draft Price 

Direction. 
38 Ms Kathryn Maxwell, President of the Conservation Council of the South-East region and Canberra, ACTEW, 

Public Hearings, 21 April 1998, Transcript p57. 
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The matters are: 
 
(a) the impact of competition, particularly the introduction of competition in electricity 

retailing and national reform agendas in electricity, water and gas 
 
National reforms have the potential to significantly affect ACTEW.  National codes either 
have been or are being, established in gas and electricity.  In addition, consideration is being 
given to the possibility of developing access regimes for water and waste water.  Further 
consideration needs to be given to the implications of these actions and a number of legal 
issues will have to be resolved by the ACT Government. 
 
ACTEW faces the greatest possibility of competition in electricity, particularly electricity 
retailing.  By adopting a revenue cap on the gross margin, the Commission has provided 
flexibility for ACTEW to set specific prices and to adapt to changed market conditions with 
the proviso that network tariffs should not increase for contestable customers who change 
from ACTEW to other electricity suppliers.  Appropriate ringfencing should be in place to 
ensure that the regulated business is not used to supprt the unregulated biusiness. 
 
ACTEW has developed accounting systems to vertically separate its electricity, water and 
sewerage businesses.  A consultant reviewed the accounting arrangements for the 
Commission at the time of the last investigation.  In the absence of any current proposal to 
introduce an access regime for water and sewerage within the ACT, the Commission has not 
attempted to develop separate price directions for vertically segmented water and sewerage 
activities (ie network and retail separation). However, as necessitated by market reform such 
prices are included for the electricity operations. 
 
 
(b) the capital restructure of ACTEW Corporation announced in the 1997 ACT Budget  
 
In the last budget, the ACT Government indicated a new capital structure for ACTEW.  This 
restructure has not been put in place.  In the restructure, it is intended that ACTEW make a 
special distribution payment of $100m to Government and fund this from additional debt.  
The proposed capital restructure of ACTEW has been considered by the Commission in 
establishing ACTEW’s cash flow requirements and an appropriate return to capital. 
 
 
(c) ACT Government policies in relation to the environment, including water abstraction 

charges and the principle of “polluter pays”. 
 
The Government is yet to formalise its position on these matters in legislation.  In the draft 
report it was indicated that the Government’s position will be considered either at the time 
of giving a final price direction for 1998/99 or at the time of releasing the medium term price 
path. 
 
Given the scarcity of water in the region a water abstraction levy may well be desirable from 
a demand management and environmental perspective.  However the levying of the charge, 
the determination of an appropriate level for it, and its mode of recovery are matters for the 
ACT government to resolve.  As a resource tax, receipts from the levy should be quarantined 
and remitted to the Government.  
 
(d) ACTEW bulk water price 
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At present ACTEW does not have a price for bulk water customers.  The ACT Office of 
Financial Management has indicated that there is a potential in the ACT for bulk water sales.  
ACTEW has recently advised IPARC that it has completed some initial work in this area and 
would expect to provide a substantive response on this issue in time for the next price 
direction. 
 
11.6 Other matters 

Network revenue regulation formula 
 
ACTEW has sought changes in the coefficients used in the revenue regulation formula for 
the electricity network business.  ACTEW has suggested that the fixed component be 
reduced, with a rise in the customer related coefficients.  ACTEW’s view is that there is no 
incentive to connect new large customers. 
 
In considering this matter, the Commission stresses that the regulated revenue is set 
independently of the formula.  The formula provides a mechanism by which the revenue 
varies with changes in the number and mix of customers and the amount of electricity sold. 
 
The revenue cap should reflect the major cost drivers recognising there is a trade off 
between simplicity and cost reflectiveness.  Cost of supply modelling indicates that the 
major cost drivers are customer numbers and sales (kWh).  In the case of ACTEW, the cost of 
supply indicates the ratio is 70% customers and 30% sales.  The coefficients used are not that 
dissimilar to those of the NSW distributors.   
 
The fixed term in the formula provides some stability to a network owner’s revenue base.  
The fixed component makes a contribution for all customers.  Further, the aim of the 
formula is to provide some certainty of revenue path.  In ACTEW’s case the formula has 
been in place for only a year and changes to the coefficients may diminish this certainty. 
 
ACTEW was concerned that a large customer would recover less via the formula than its 
costs.  The Commission notes that the coefficients will not be cost-reflective for every 
customer but rather on average approximate marginal costs.  The Commission is not able to 
verify this without detailed analysis of costs for individual customers.  The Commission has 
requested that ACTEW provide detailed analysis in support of its case.  In the absence of 
this information, the Commission has decided not to change the coefficients in the formula. 
 
The formula is designed to give some guidance as to what flow through of revenue changes 
will be allowed.  It is designed to apply over a medium to long term price path.  The 
Commission is of the view that repeated short term price sets are not helpful to ACTEW or 
to the Community.  Therefore the Commission favours a longer term price set period. 
 

CPI 
 
This final price direction keeps the overall level of charges constant at the 1997/98 level.  As 
such the issue of CPI has not come into consideration.  However, it is appropriate that the 
Commission comment on the CPI that would have been used. 
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Much of the analysis requires some degree of forecasting, which inherently leads to some 
degree of forecasting error.  To reduce that error, the Commission believes that it is 
appropriate to use a retrospective CPI as a basis for setting prices for the coming year. 
 
The CPI that would have been used is the average all-groups CPI for Canberra for the four 
quarters to March on the average index value for the four quarters to the previous March. 
 

12 
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13 REGULATORY APPROACH  

The appropriate regulatory approach needs to provide incentives for government businesses 
to operate as if facing competitive markets.  The objective is to contain costs, encourage 
continuous efficiency improvements and enable the agency to earn an adequate rate of 
return for its shareholders based on efficient operations.   Historically rate of return 
regulation has been common.  Over recent years price and revenue caps have been used in 
the regulation of a number of industries.  These approaches provide incentives for 
companies to become more efficient.  However, these efficiencies are not necessarily passed 
through to customers.  Consequently, mechanisms by which gains can be shared have been 
considered. 
 
13.1 Form of regulation 

The most common forms of regulation are : 
• Rate of return target:  An explicit target is set for the allowed return on the value of the 

assets.  Prices which comply with the regulated rate of return are then approved 

• Price caps:  Directly regulate the average price of services.  Changes in the prices may be 
directly pegged to a general level of inflation (CPI) and an efficiency factor (X) 

• Revenue regulation:  The total revenue or revenue per customer is directly regulated.  As 
with price regulation future revenues can be pegged to general inflation and an 
efficiency factor (X). 

 
In situations where utilities are monopolies, setting prices to achieve an explicit rate of 
return target is not considered an appropriate tool to regulate the prices.  Rate of return is 
concerned with measuring financial performance not with economic efficiency and as such 
is better off solely as a performance indicator rather than a regulatory tool.  Regulating 
prices to provide a set rate of return is not effective in promoting efficiency.  A utility could 
match its required rate of return by simply raising prices or lowering service standards.  
Rate of return regulation would need to be complemented with stringent productivity 
measures.  Rate of return targets as regulatory tool may cause perverse investment 
incentives.  Since a rate of return is earned on the value of the asset, the utility is tempted 
towards more expensive “gold plated” investment or “cost padding”.  This allows the utility 
to earn more money in absolute dollar terms.  Consequently price cap and revenue 
regulation are preferred to rate of return regulation  
 
Under price caps, the average price is regulated directly. The average price may be 
calculated as a weighted average of individual prices or average revenue divided by, say, 
kWh sold.  In  case of CPI – X caps, the price is pegged to a general measure of inflation.  In 
setting X, the regulator may consider a range of factors such as efficient costs, prices of other 
suppliers, financial capacity and financial targets.  The objective is to match the cap to 
efficient costs as far as possible. 
 
Under revenue regulation, total revenue per customer is regulated directly.  Revenue 
regulation, is very similar to price regulation.  The same factors are relevant to the 
assessment of X and the expected financial flows would be the same under the two 
approaches.  The differences between the two revolve around the ex-post effect of variations 
in energy sold or customer numbers and differences in the incentives to sell more electricity 
or pursue demand side options.  As with price regulation, future revenues can be pegged to 
general inflation by a CPI-X cap.  Prices are set to comply with these revenue caps and may 
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be endorsed by the regulator as required.  A mixed approach of the above three methods can 
also be adopted. 
 
An advantage of revenue regulation is that it changes the focus of the retail supply business 
from that of a supplier of electricity to a supplier of energy services.  The last two forms of 
regulation described above fit within the category of incentive regulation and represent the 
approach favoured in the UK. 
 
The Commission supports incentive regulation.  However, even under incentive regulation 
there is an underlying assumption on what is an appropriate rate of return. 
 
 
13.2 Ringfencing 

In setting prices, the Commission is only concerned with the regulated business (ie the 
electricity, water and sewerage activities) of ACTEW and an assessment of its costs properly 
incurred.  However, the Commission needs to be satisfied that the regulated business is ring 
fenced from the unregulated business and ensure that transactions between it and other 
parts of the group are at arms length and involve no cross-subsidies.  This issue will become 
increasingly relevant as competition in the electricity sector progresses.  It is important that 
the regulated and unregulated businesses are appropriately ring fenced. 

14 
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15 REPORT ON RISKS AND STRATEGIC ISSUES 

 
The ACT government and ACTEW have recently released to IPARC a copy of a Report 
entitled ‘ACTEW Corporation Limited, Risks and Strategic Issues in a Changing 
Environment’39.  The report was prepared by Fay Richwhite Securities Limited (FRSL) with 
a view to identifying ‘key risks and strategic issues associated with changes in ACTEW’s 
operating environment’. 
 
FRSL argue in their report that in relation to ACTEW, 
• the regulatory price path is too short 
• there is a lack of regulatory certainty 
• there has been a shift in the overall position on ACTEW’s prices by IPARC 
• there is no appeal mechanism in relation to IPARC directions 
• there is a need for derogation of prices in the electricity market 
• there could be a  problem with the clawback of profits 
• water and sewerage services are underpriced 
• IPARC directions are depressing the value of the business 
• There is a shift from incentive to price specific regulation. 
 
These issues are addressed below. 
 
Price path too short 
The report is critical of the short term nature of the annual price paths that have been set by 
the regulator.  It should be noted in this context that ACTEW’s prices have been subject to 
regulation only since the 1997/98 financial year.  The current direction is only the second 
that ACTEW has been subject to.  While it is undoubtedly IPARC’s preference to put in place 
a medium term price path the difficulties involved in establishing the regulatory cycle 
should not be underestimated.  The necessary information flows need to be established and 
allowance needs to be made for the somewhat iterative nature of the initial direction 
process.  Notwithstanding the foregoing it was originally intended to adopt a three year 
price path for ACTEW from July 1998 however this was amended by the Government to the 
current program.  The two year period of the next price path was chosen also to be 
compatible with the jurisdictional issues arising in 2001 in relation to electricity regulation.  
 
Lack of regulatory certainty. 
Given the short term nature of the regulatory cycle thus far (for the reasons outlined above) 
it is inevitable that there would be some degree of regulatory uncertainty.  However with 
the establishment of longer term price paths commencing with the next two-year 
determination greater regulatory  certainty can be expected.  It is worth noting in this 
context that in a competitive market there is no guarantee of price certainty. 
 
Shifts in position 
The report has highlighted apparent shifts in the regulator’s position in relation to its view 
of ACTEW’s prices.  To the extent that there has been an apparent change in the level of 
pricing this primarily reflects the impact of the so called information asymmetry referred to 
in the report.  As the price direction process has evolved over time in the ACT, the quality of 
ACTEW’s information flows has varied.  IPARC’s price directions are inevitably influenced 

                                                      
39ACTEW Corporation Limited, Risks and Strategic Issues in a Changing Environment’, Fay Richwhite Limited, 

Final Report, April 1998 
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by this.  The price directions also aim to better reflect the changing nature of ACTEW’s 
business.  This is of course especially true in relation to electricity and the developing 
national electricity market. 
 
The report states that “IPARC appears to have a substantially different view of the business 
approximately one year after its initial price review. This reflects on the potential size of the 
regulatory risk arising from information asymmetry in combination with short term price 
paths”40.  On the contrary it highlights the risk of launching into a medium to long term 
price path while there is still a higher than acceptable level of information asymmetry.  
IPARC’s intention has been to minimise this prior to committing ACTEW to a medium term 
regulatory cycle.  
 
Lack of appeal mechanism. 
This a legislative issue.  The architect of the legislation is also ACTEW’s sole shareholder.  
The establishment of an appeals process within the IPARC legislation is purely a matter for 
government. 
 
Need for derogation of prices 
As the report notes,  “IPARC, by itself, cannot overcome the inter-jurisdictional 
impediments to longer term price paths”.  The issue of derogation of prices is an issue for 
the Government.  The Government may wish to review this issue prior to the Commission 
commencing its medium term review. 
 
Problem with the clawback. 
The report comments on IPARC’s statement in its draft direction that IPARC intends to 
examine ACTEW’s better than expected financial outcome in 1997/98.  As stated in the draft 
direction the better than expected outcome was due not only to lower than forecast 
operating expenditure but also to lower electricity purchasing costs.  The improvement in 
the financial outcome is due, by far, to factors outside of ACTEW’s direct control, ie a 
decline in the wholesale price of electricity.  IPARC needs to ensure firstly that the  benefits 
of the latter “windfall” gain arising from circumstances in the fledgling electricity market are 
firstly passed through to the shareholder and secondly do not disadvantage the monopoly 
customers.  It also needs to ensure that there is little room for ‘gaming the regulator’ through 
the forecasting of inflated costs.  In monitoring these developments and seeking to ensure 
that benefits are passed through IPARC is ever mindful of potential disincentives. 
 
Prices should not only reflect efficient operating costs but also efficient purchasing costs.  
The ‘economic purchasing test’ is designed to provide incentives to purchase resale product 
at levels at or below the market average.  A retailer who purchases below this price should 
expect to keep the benefits.  The price should be set relative to market prices.  As noted by 
FRSL this is difficult to achieve in practice, but IPARC does not want to encourage 
purchasing at too high a price. 
 
 
Water and sewerage underpriced 
The report claims that ACTEW’s water and sewerage services are underpriced.  As detailed 
in this report there is still considerable uncertainty regarding ACTEW’s marginal cost of 
water.  However the current price for water is in line with the available cost information.  In 
relation to sewerage prices it should be noted that ACTEW is in receipt of a Commonwealth 
subvention which in 1996/97 was approximately $7.7 million (or approximately $66 per 
                                                      
40 Ibid (p62) 
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customer).  Increased efficiency as foreshadowed by ACTEW will result in prices better 
aligning with efficient costs. 
 
Depressing the value of the business 
The report claims that ACTEW’s business value has been diminished and that this is maybe 
below historical cost levels.  Given that ACTEW does not know its historic asset value this is 
hard to confirm.  Nevertheless it states that “In summary scenario analysis indicates that 
ACTEW’s financial performance is robust to substantial increases in gearing including any 
additional borrowing required to fund the $100million capital return to shareholders which 
has been agreed between the Board of ACTEW and the ACT Government“41.  As the report 
indicates ACTEW also has the distinct advantage of ‘economies of scope’42 which it should 
be able to transfer to economies of scale through for example rationalising billing systems, 
meter reading and the provision of bundled services, thereby further enhancing its business 
value. 
 
Shift from incentive to price specific regulation 
The report argues that there has been a shift from incentive regulation to price specific 
regulation and that this is problematic.  As indicated in Section 7.1 Regulatory approach, 
under price cap the average price is regulated directly.  In the case of ACTEW’s water and 
sewerage services, in each case there is only a single product and the effect of price cap 
regulation in practice is to be price specific.  Price cap regulation and revenue regulation are 
both forms of incentive regulation which IPARC favours.   

                                                      
41 Ibid p69 
42 Ibid p32 
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ATTACHMENT A      TERMS OF REFERENCE 

AUSTRALIAN CAPITAL TERRITORY 
 

INDEPENDENT PRICING AND REGULATORY 
COMMISSION ACT 1997 

 
REFERENCE FOR INVESTIGATION UNDER SECTION 15 

AND 
SPECIFIED REQUIREMENTS IN RELATION TO INVESTIGATION UNDER 

SECTION 16 
 

NO. 267 OF 1997 
 
Pursuant to subsection 15(1) of the Independent Pricing and Regulatory Commission Act 1997 
(“the Act”), I refer to the Independent Pricing and Regulatory Commission (“the 
Commission”) the matter of the determination of regulated charges for electricity, water, 
and sewerage services supplied by ACTEW Corporation Limited in the ACT (“regulated 
ACTEW charges”), for the period from 1 July 1998 until 30 June 2001. 
 
Pursuant to subsection 15(3) of the Act, the Commission’s determination will cover charges 
determined under section 48(1) of the Energy and Water Act 1988. 
 
Pursuant to subsection 16(1) of the Act, I specify the following requirements in relation to 
the conduct of the investigation. 
 
1. Reports are to be provided to the Minister for Urban Services: 

(a) in relation to regulated ACTEW charges for the period from 1 July 1998 
to 30 June 1999  -  by 15 May 1998; 

(b) in relation to regulated ACTEW charges, for the period from 1 July 1999 
to 30 June 2001  -  by 15 October 1998; 

 
2. A draft report in relation to regulated ACTEW charges for the period from 1 July 1998 to 

30 June 1999 is to be provided to the Minister for Urban Services and be made available 
for public examination and consultation by 13 March 1998; 

 
3. (deleted by subsequent Amendment) 
 
4. The following matters shall also be considered in conducting the Commission’s 

investigation into charges: 
(d) the impact of competition, particularly the introduction of competition in 

electricity retailing and national reform agendas in electricity, water and gas; 
(e) the capital restructure of ACTEW Corporation announced in the 1997 

ACT Budget; and  
(f) ACT Government policies in relation to the environment, including 

water abstraction charges and the principle of “polluter pays”. 
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ATTACHMENT B      INVESTIGATION TIMETABLE 

 
 

Stage 1 

 

Date 

1. Release of draft report and price direction for 1 July 1998 to 
30 June 1999 

13 March 1998 

2. Closing date for receipt of written submissions in response 
to the draft report from, ACTEW, customers and interest 
groups, 

14 April 1998 

3. Public hearing 21 April 1998 

4. Release of the Commission's Final Report and Price 
Determination for 1 July 1998 to 30 June1999, 

15 May 1998 

 

Stage 2 

 

5. Release of draft report and price direction for 1 July 1999 to 
30 June 2001, 

August 1998 

6. Closing date for receipt of written submissions in response 
to the draft report, from ACTEW, customers and interest 
groups 

September 1998 

7. Public hearing September 1998 

8. Release of the Commission's Final Report and Price 
Determination for 1 July 1999 to 30 June 2001 

October 1998 
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ATTACHMENT C     SUMMARY LIST OF FINDINGS OF 1997 REVIEW 

 
In addition to the prices to apply for the 1997/98 year, the findings of the ACT Electricity 
and Water Charges Commission’s investigation report in May 1997 are set out below. 43 
  
Compliance 
 
The Commission proposes that ACTEW report on its compliance with the price 
determinations on an annual basis. 
 
Prior to commencement of a charging year ACTEW will be required to provide pricing 
schedules for that year.  At the time of its submission to the Commission on the coming 
year’s prices ACTEW will need to provide evidence of compliance with the current year’s 
determination.  Adjustments to the coming year’s determinations may be needed where 
actual results vary from the assumptions underlying the current year’s determination. 
 
Data Requirements 
 
Cost information on inputs and functions should be made available for each of the regulated 
businesses, non-regulated businesses and subsidiaries.  For transparency, these costs should 
be reconciled with the corporation's overall expenditure. 
 
Efficiency 
 
Contracting out and private sector participation in ACTEW's service delivery need to be 
examined.  Greater emphasis should be placed on market testing and competitive letting of 
contracts for internal non core services. 
 
An audit should be conducted of ACTEW’s capital works program including a review of the 
approval process and the need for new and replacement expenditure. 
 
An explicit efficiency target should be established and included in ACTEW’s business plan. 

 
Environment 
 
A user pays approach should be used in allocating environmental costs.  It is reasonable 
that polluters and beneficiaries be asked to contribute to the costs of monitoring and 
undertaking remedial environmental works, provided there is a close link between the 
resource use and the need for these activities.  Where costs are identifiable, they should be 
paid by those who are responsible for causing them, or those who benefit from the service 
provision.  Those who cause more services to be required, or benefit more, should pay more. 

                                                      
43  ACT Energy and Water Charges Commission, Investigation into ACTEW’s Electricity, Water & Sewerage Charges 

for 1997/98,  May 1997, p  28. 
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To achieve maximum effects of water conservation and energy efficiency, equal emphasis 
should be placed on price and non-price measures.  ACTEW should continue to explore and 
institute demand-side management programs, including non-price measures, where cost-
effective. 
 
All costs incurred by ACTEW in meeting its environmental obligations should be treated as 
ordinary business costs and funded accordingly. 
 
If higher service standards are planned, the implications of these on capital and operating 
costs need to be examined carefully.  Full cost pass through should not be permitted unless 
options for meeting higher standards are evaluated with full community consultation. 
 
Form of Regulation 
 
In regulating ACTEW's electricity charges, the following approach should be adopted: 
• a revenue cap should be placed on total revenue for the distribution business, at this 

stage incorporating transmission charges 

• a retail margin cap approach should be taken for the retail supply business. 
 
The following should be adopted in regulating ACTEW's network and retail businesses: 

• Instituting separate regulatory approaches for the network business and the retail supply 
business. 

• Strong ring fencing of the network and retail businesses’ accounting systems and business 
operations. 

• Establishing a public register of network prices when the market is opened up to 
competition.  Network prices should not discriminate between the incumbent and new 
retailers. 

 
In regulating ACTEW’s water and sewerage charges, a CPI±X cap should apply to average 
revenue per property.  If major changes to price structure are to be introduced, the price 
regulator may wish to determine individual prices for services as well as the equivalent 
revenue cap.  In this initial determination, the Commission has set prices for individual 
services. 
 
In determining prices/revenue caps a price regulator should have regard to a broad range of 
financial indicators.  This broad approach includes rate of return and a cash flow analysis 
to test the reasonableness of the amounts for depreciation and the value attributed to the 
asset base. 
 
A regulatory asset base should be established for price regulation purposes.  This may 
require a detailed examination of ACTEW’s asset base including factors such as system 
optimisation. 
 
Pricing 
 
Negotiation of electricity network prices should be allowed in certain circumstances.  
Negotiated prices will have to be above the avoidable cost.  Any revenue forgone cannot be 
recouped from other customers prior to the next price determination.   
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ACTEW’s electricity retail pricing structure should be maintained.  This price structure of 
fixed and variable charge provides a sound start for price regulation.  The tariff structure 
generally reflects electricity cost drivers. 
 
ACTEW should prepare and present to the Commission a short to medium term retail 
electricity pricing strategy for franchise customers. 
 
The following approach should be adopted for electricity purchase prices: 

• Monitoring the competitive market price to pass this through to customers. 
• Calculating the pass through price as an average of the vesting contract price and a 

“competitive” market price in proportion to the quantities purchased. 
 
In terms of future water pricing directions, ACTEW should: 
• review the existing water price structure, including 

∗ the two block usage charge taking account of the corporation’s marginal cost of 
water supply and demand management factors.  The community should be 
consulted on the move towards a uniform water usage charge. 

∗ the level of the existing fixed charge.  Differential fixed charges should be 
introduced to reflect the varying demand of customers for capacity. 

• submit a charging method for recycled water. 
 
In terms of future sewerage pricing reforms, cost reflective sewerage charges for non-
residential customers should be addressed as a high priority by: 
• Reviewing the use of number of fixtures as the basis for the service charge.  An 

alternative method such as meter size should be considered. 

• Introducing non-residential usage charges related to a discharge factor.  The discharge 
factor is the assessed percentage of water which is discharged into the sewer. 

 
A further pricing proposal should be submitted by ACTEW to the Commission prior to the 
next determination giving details of the proposed capital contributions for electricity 
assets, of the implementation of water and sewerage developer charges including examples 
of calculation, and of the outcomes of consultations with developers and the public.  
 
Other 
 
Consideration should be given to whether: 
 
• the provision of trade waste services should be contestable 
• current water charges for high density dwellings are appropriate when individual units 

are not metered separately 
• renters should be billed directly for water usage.  The implications for public housing 

tenants need to be carefully considered. 
• unconnected properties should pay water and sewerage charges. 
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ATTACHMENT D      ESTIMATION OF ACTEW’S WACC 

 

Parameter ACTEW Estimate IPARC Estimate 

Nominal risk free rate 6.2% 5.9% 

Market risk premium 6.6 6.0 

Equity beta 0.48 0.60 

Nominal cost of debt 10.9 6.7%  (Assumes debt 
premium of 80 points) 

Debt to Value 9.4% 30% 

Tax rate 36% 36% 

Imputation utilisation rate n/a 25% 

Nominal post tax WACC 9.1% 7.1% (with imputation) 

7.9% (without imputation) 

7.5%  (mid-range) 
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ATTACHMENT E      DEFINITION OF FINANCIAL INDICATORS 

 
 
FINANCIAL INDICATORS 

 
GENERAL DESCRIPTION 

 
DEFINITION/COMPONENTS 

 
Funds Flow Adequacy 

 
Ability to generate funds to cover 
primary cash requirements 

 
(Net Profit after Tax + Depreciation & 
Amortisation + Increase in Long Term 
Provisions) / (Dividends + Capex) 

 
Funds Flow Interest 
Coverage 

 
How many times funds flow covers 
interest payments (controlled for 
depreciation) 

 
Net Profit after Tax + Depreciation & 
Amortisation + Interest + Tax + Increase 
in Long Term Provisions) / Interest  

 
Funds Flow Net Debt Pay 
Back 

 
How many years will it take to 
payback total debt 

 
(Total Debt – Cash) / (Net Profit after 
Tax + Depreciation & Amortisation + 
Increase in Long Term Provisions) 

 
Internal Financing Ratio 

 
Funds retained as a proportion of 
capital expenditure 

 
(Net Profit after Tax + Depreciation & 
Amortisation + Increase in Long Term 
Provisions - Dividends) / Capex 

Pre-tax Interest Coverage 
 

 
How many times profit before tax 
covers interest payments (including 
depreciation) 

 
Profit before Interest and Tax / Interest 
Expenses 

Total Debt / Total Capital  
Proportion of debt to capital 
(gearing ratio) 

 
Total Debt / (Total Debt + Shareholders 
Funds) 

Funds From Operations / 
Total Debt 

 
Proportion of funds from 
operations to total debt 

 
(Net Profit after Tax + Depreciation & 
Amortisation + Increase in LT 
Provisions) / Total Debt 

EBIT / Total Revenue  
Ratio of profit realised per total 
revenue  

 
Profit before Interest and Tax / Total 
Revenue 

EBITD /Total Revenue 
 

 
Ratio of profit plus depreciation per 
total revenue  

 
(Profit before Interest and Tax + 
Depreciation. & Amortisation) / Total 
Revenue 

EBIT / Funds Employed 
 

 
Return on funds employed 

 
Profit before Interest and Tax/ (Total 
Assets - (Current Liabilities-Current 
Borrowings)) 

Operating Cash Flow  
Cash available for finance and 
investment activities 

 
As per cash flow statements (Total 
Receipts -Total Payments) 
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ATTACHMENT F      ACTEW PUBLIC HEARING TIMETABLE 

Tuesday 21 April 1998 

Time Organisation Representatives 

 
9.30am –10.30am 

 
ACTEW 

 
John Mackay 
Michael Del Gigante 
David Graham 
Alan Morrison 

 
10.45am - 11.15am 

 

 
Joint House Department 

 
Adrian Guilfoyle 

 
11.15am - 11.45am 

 
Property Owners 
Association 

 
Peter Jansen 

 
11.45am - 12.15pm 

 
Essential Services Review 
Committee 

 
Trish McDonald 
Joan Tulks 

 
1.15pm - 1.45pm 

 
Conservation Council 

 
Kathryn Maxwell 
Rupert McGregor 

 
1.45pm - 2.15pm 

 
ACT Council of Social 
Services 
 

 
Lyn Morgain 
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ATTACMENT G      SUMMARY OF SUBMISSIONS 

 
ACTEW Corporation 
 
• ACTEW’s submission attempts to draw out critical factors that need to be  re-considered 

by the Commission 
• Draft determination falls well short of the proposals contained in ACTEW’s submission 
• the determination does not give sufficient prominence to cost of supply, ESD and an 

appropriate return 
• water remains underpriced relative to cost of supply 
• average domestic electricity prices are below cost, thus small businesses are paying too 

much 
• value of ACTEW is weakened as returns are not commercial 
• incentive to compete with AGL is diminished 
• ACTEW faces risk to business solvency in its electricity retail business if purchase costs 

are not passed through 
• ESD reform program is undermined by freezing of sewerage bills 
• retrospective CPI adversely affects ACTEW, resulting in a 3% real reduction in prices 
• the draft determination has focussed on performance efficiency and cash levels 
• the determination is incomplete eg the increase for domestic electricity customers has not 

been provided 
• there is a lack of consistency in regulatory determinations across jurisdictions 
ACTEW believes that the Commission needs to take a more balanced view of the terms of 
reference 
 
 

Gerald E. Silvey 
 
• ACTEW’s pricing policy penalises occupants of large blocks who water them, in keeping 

with Canberra’s garden city appeal. 
• ACTEW’s pricing policy should weight the pricing of water proportionately to land area 

occupied instead of simply doubling the price above a consumption level of 300kL 
 
 

J B Pierson 
 
• Suggests that 400kL/annum would be a more appropriate figure for the transition to the 

higher price block.  Recommends a sliding scale of water usage against rainfall  In a year 
of average monthly and yearly rainfall the $0.76/kL rate should apply until the 401 kL is 
used. 

• Praises ACTEW for ensuring that there is no shortage of water. 
• Notes that 35c/kL is sufficiently high to prevent wastage 
• Suggests that when there is less than average rainfall from 1 September to 30 April a 

sliding scale of increasing allocation at the $0.35 /kL rate should apply.  When any 
month’s actual rainfall fails to reach 75%of that month’s average rainfall an additional 
25lkL should be allowed (ie 425kL).  If a second consecutive month fails to reach 75% an 
additional 35kL should be added to the 425kL taking it to 460 kL and so on. 
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• In record breaking drought years such as now, the allocation for the lower ($0.35 kL) 
block should be doubled 

 

Conservation Council of the South –East Region and Canberra (Inc) 
 
• The council supports the draft price direction. 
• Believes a levy of 3% should be placed on electricity bills to fund implementation of 

renewable energy supplies.  This should be done to ensure that ACTEW meets its 
environmental services obligations as set out in Schedule 4 of the ACT’s Territory 
Owned Corporations Act. 

• The Council claims that the  funds from the levy will help ACTEW to compete with 
Southern Power which is apparently setting up solar and wind generation plants (to 
enable it to provide consumers with energy generated from renewable sources). 

• Supports the reduction in price to the 300kL block because this will result in lower 
charges for those who consume less than 300kL and higher bills for those who consume 
more. 

• These changes are a step in the right direction but insufficient to reduce the ACT’s high 
per Capita water consumption. The Council would like to see a comparison of per 
Capita water consumption across the industry. 

• The Council believes it is important that the price structure provides incentives for 
reduced water consumption. 

• Major savings in costs are likely if the summer peak demand could be reduced. 
• The Council claims that 70% of Canberra’s water usage is by households:  of this 44% is 

used to water lawns, 8% to water gardens, 3% outside for other purposes 
 
 

Energy Users Group (EUG) 
 
• The EUG’s primary interest is in the network price direction  Its main concern is that 

ACTEW should be forced to provide competitive network charges through regulation.  
Otherwise excessive network charges in the ACT will lead to businesses relocating 
outside of the ACT 

• Claim it has been informed that low-voltage non residential customers will be paying 
network use of system charges in the ACT of around 4 – 4.5 c/kWh (including a 
transmission component of around 1c/kWh).  The EUG claim this is at least 33 per cent 
higher than users expect to pay elsewhere for comparable connections and network 
characteristics. 

• The EUG claim that ACTEW’s level of network charges will be an encouragement to 
network users to avoid ACTEW’s network by building by-pass facilities to Great 
Southern Energy’s network 

• High network charges also act as an impediment to the development of embedded 
generation projects in the ACT which can be a useful means of ensuring competition for 
existing generators. 

• The EUG supports the Draft Price Direction in that “Reductions in charges are to be 
directed to those customers currently cross-subsidising other customers”. 

• Supports the speedier removal of cross subsidies in the ACT, without severe price 
shocks to customers.  This involves putting more pressure on ACTEW to become more 
efficient. 

• Strongly oppose any increase at all in network charges.  EUG believe that there are very 
sound reasons for reductions to all customers 
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• EUG believe that ACTEW must publicly justify their level of capital expenditure to 
customers who will be forced to pay the corresponding level of network charges. 

• EUG supports IPARC’s reduction of ACTEW’s WACC from (9.1 per cent to 7.5 per cent) 
even though they claim the latter is at the high end of their range. 

 

Parliament of Australia,  Joint House Department (JHD) 
 
• Concerned about scale of charges imposed on large commercial customers, particularly 

High Voltage customers consuming 200,000kWh per annum 
• Parliament House network charges are approaching $100,000 per month (cf draft report 

recommendation which would lead to a reduction of $40,000 per month) 
• Claim that the equivalent monthly charge by other distributors for  Parliament House 

would be Inland Australia $24,000,  Energy Australia $31,000,  Integral Australia $34,000. 
• Claim that compared to the draft direction ACTEW is presently charging some $72,000 

extra.  
• Claims that ACTEW provides no separate charge for high voltage customers of the same 

size.  Claims that all other distributors in NSW and Vic provide network charges at least 
0.6c/kWh lower than for low voltage customers of the same size to allow for the lower 
cost of supplying high voltage customers. 

• Submits a number of other items in support of a lower network charge, 
ACTEW state that they are cross subsidising domestic customers. 
ACTEW’s request for capital works is excessive, with 80% to fund capital growth. 
ACTEW’s network costs are 19% to 33% above comparable authorities’ rates. 
ACTEW’s network charge is 28.5% above the average NSW charge and is heavily 
weighted against major customers 
 
 

Office of financial management  (OFM) 
 
• According to OFM the focus should be on the correct pricing to reflect the scarcity of the 

resource, ensuring costs are recovered and a fair rate of return is achieved. 
• OFM advise that the level of return on equity proposed by IPARC may be undesirably 

low and will be the subject of a comprehensive submission  to be provided to the 
Commission for consideration in setting the price direction for the period 1 July 1999 to 
30 June 2001. 

• OFM advise that its submission will also address the water step tariff, and the issue of a 
‘water extraction’ charge. 

• OFM believe that high customer service standards provided by ACTEW relative to other 
utilities should be appropriately reflected in prices. 

• OFM suggest that the issue of Bulk Water is implicitly covered in the Commission’s 
Terms of reference and that it is highly desirable that the price direction address this 
issue as well as the issue of ‘water mining’ 

• OFM advise that the ACT government is committed to establish a wine industry in the 
ACT and that each hectare planted under vine will require approximately 3 megalitres of 
water per annum and that at a price of 76c/kL the wine industry will not be in a position 
to establish a commercially viable operation in the ACT 
 
 

Property Owners Association  
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• Claim that ACTEW’s profit for 1997/98 is projected to be 31% higher than budget (ie 
some $15 million higher).  These “super profits” should be returned to customers as 
lower prices.  

• Calls for an independent efficiency audit of all ACTEW’s operations. 
• Warn that ACTEW’s risk ventures, particularly overseas could leave it vulnerable to 

large losses which its shareholders (ACT residents and customers) could be left to 
account for.  ACTEW should restrict itself to core activities. 

• ACTEW’s pricing policies are revenue driven without sufficient reference to community 
priorities and needs. 

• Call for an across the board price reduction of 6% to “encourage” ACTEW to be a more 
efficient and responsive public utility. 
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SCHEDULE 1 

PRICE DIRECTION FOR ACTEW’S REGULATED SERVICES 
 

MAXIMUM PRICES TO BE CHARGED UNDER THE INDEPENDENT PRICING AND 
REGULATORY COMMISSION ACT, 1997 

 
This Price Direction shows the maximum prices for water and sewerage services supplied 
by ACTEW and the maximum revenue for regulated electricity services supplied by 
ACTEW.  This Direction applies from I July 1998. 
 
1.  Electricity 
 
1.1 Charges that are payable to ACTEW for or in connection with supply of 

electricity to consumers 
 
ACTEW is allowed to structure its own tariffs subject to the regulation of the network 
revenue (1.2), regulated retail margin (1.3), and side constraints(1.5).  Customers' bills 
should show network and energy components where retail competition has been introduced 
unless the customer chooses otherwise. 
 
1.2 Formula for regulating network revenue 
 
The 1998/99 network use-of-system charges (network revenue cap) for the network business 
of ACTEW will be regulated by a formula. 
 
The network revenue cap formula is:  
 

NUOS = (a – 16.9) + (b1N1 + b2N2 + b3N3) + cM + TUOS 
Where:  

NUOS = Network use of system revenue 
a = residual fixed revenue capturing other costs 
b = dollar margin per customer for each customer category 
N = customer category 
N1 = number of customers consuming 0 to 20,000 kWh 
N2 = number of customers consuming 20,000 to 200,000 kWh 
N3 = number of customers consuming greater than 200,000 kWh 
c = dollars per MWh 
M = MWh sales pa 
TUOS = Transmission use of system charge 

 
Network Revenue Cap Coefficients 

 
 a b1 b2 b3 c 
Unit $ $ $ $ $/MWh 
1998/99 18,244,000 290 2,200 8,500 9.5 
 
The network revenue cap includes the transmission use of system charge (TUOS) which is to 
be passed straight through to customers. 
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1.3 Regulated retail margin  
 
Regulated retail margin = Sales revenue - Electricity purchase cost - NUOS - Market and 

system fees 
 
The regulated retail margin (RRM) for 1998/99 is $5.0 million 
 
In calculating the regulated retail margin, electricity purchase costs are to be calculated on 
the basis of ACTEW’s deemed electricity purchase price which will be advised separately by 
IPARC.  
 
The regulated retail margin does not include market operations and system control costs 
and ancillary charges, miscellaneous charges, capital contributions, recoverable works and 
ACTEW's other ancillary services.  Market and system fees are to be the actual costs incurred 
by ACTEW. 
 
 
 
1.4 Side constraints on retail prices 
 
No single domestic bill (for the same level and pattern of consumption of electricity) is to 
increase by more than 3%. 
 
Network tariffs are not to increase for customers who change from ACTEW to other 
electricity suppliers. 
 
1.5 Capital Contributions 
 
The maximum prices for capital contributions are to be calculated on the basis of the 
methodology in use as at 30 June 1997. 
 
1.6 Miscellaneous,  new or additional charges 
 
All other prices or charges for services provided by ACTEW not referred to specifically in 
this Direction, shall remain at 1997/98 levels.  ACTEW cannot levy any new or additional 
charges for any of its services, other than in accordance with this Direction, or with the 
approval of IPARC in future Directions. 
 
 
2. Water Charges 
 
This determination sets out the maximum water charges that are payable to ACTEW for or 
in connection with the supply of water in accordance with the Water Rates Act 1959.  In this 
determination, “supply” includes “or the availability of supply”. 
 
This determination is made with the “prescribed quantity of water” remaining at one 
kilolitre from 1 July 1998. 
 
2.1 Standard  
 Supply charge to each parcel of land in each charging year $125 
 Water usage charge  
 the first 300 kilolitres of water supplied in excess of the prescribed 

quantity of water 
37 cents per kilolitre 
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 all kilolitres of water supplied in excess of 301 kilolitres 76 cents per kilolitre 
 in the case of water supplied to a school or church or ecclesiastical 

establishment for all kilolitres supplied in excess of 301 kilolitres 
40 cents per kilolitre 

2.2 Multiple Domestic (as defined in section 7 of the Water Rates Act 1959 - 
as amended) 

 

 The multiple domestic charge shall be at the rate of  
 Supply charge to each residential unit in each charging year $196.25 
2.3 Units and common property  
 Supply charge to each parcel of land in each charging year $125 
 Water usage charge  
 the first 300 kilolitres of water supplied in excess of the prescribed 

quantity of water 
37 cents per kilolitre 

 all kilolitres of water supplied in excess of 301 kilolitres 76 cents per kilolitre 
2.4 University of Canberra, Australian National University  
 Supply charge to each parcel of land in each charging year $125 
 Water usage charge  
 the first 300 kilolitres of water supplied in excess of the prescribed 

quantity of water 
37 cents per kilolitre 

 all kilolitres of water supplied in excess of 301 kilolitres 76 cents per kilolitre 
2.5 Unmetered charge  
 Supply charge to each residential unit in each charging year $196.25 
2.6 Unconnected charge  
 Supply charge to each parcel of land in each charging year $125 
2.7 Short Tenancy Charge  
 The short tenancy charge shall be the sum of:  
 (i) an amount calculated in accordance with the formula AB/365  
 where A is the number of days in the relevant period of tenancy;  
 B is $125; and  
 (ii) the first 300 kilolitres of water supplied in excess of the quantity of 

water calculated in accordance with the following formula AC/365  
where A is the number of days in the relevant period of tenancy; 
C is the first 300 kilolitres of water supplied in excess of the prescribed 
quantity of water  

37 cents per kilolitre 

 (iii) for all kilolitres of water supplied in excess of 300 kilolitres 76 cents per kilolitre 
2.8 Supply of water through a metered hydrant standpipe 76 cents per kilolitre 
2.9 Hydraulic fees and miscellaneous charges  
 The maximum prices for miscellaneous charges will continue at prices 

applicable as at 30 June 1998. 
 

 
 
 
3. Sewerage Charges 
 
This determination sets out the maximum sewerage  charges that are payable to ACTEW for 
or in connection with the supply of sewerage services in accordance with the Sewerage 
Rates Act 1968.  In this determination, “supply” includes “or the availability of supply”. 
 
3.1 Supply charge 
 
The maximum annual sewerage fixed supply charges applicable to the property are as 
follows: 
 
a) For the supply of sewerage services to a Class 1 parcel of chargeable land 

 
$260 

b) For the supply of sewerage services to each residential unit contained in a 
building or buildings erected on a Class 2 parcel of chargeable land  
 

$260 
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c) For the supply of sewerage services to each residential unit contained in a 
building erected on a Class 3 parcel of chargeable land which is, on the first 
day of a rating year, held under a weekly or fortnightly tenancy from the 
Commonwealth 
 

$260 

d) For the supply of sewerage services to a Class 4 parcel of chargeable land 
described by sub-sections 6(1)(d)(i), (ii) and (v) of the Sewerage Acts 1968 

$260 

 Together with  $130 
 for each flushing cistern or flush valve situated on the parcel of chargeable 

land in excess of two flushing cisterns or flush valves 
 

 

e) For the supply of sewerage services to a Class 4 parcel of chargeable land 
described by sub-sections 6(1)(d)(iii) and (iv) of the Sewerage Acts 1968 

$260 

 Together with  $260 
 for each flushing cistern or flush valve situated on the parcel of chargeable 

land in excess of two flushing cisterns or flush valves 
 

 

f) For the supply of sewerage services to a Class 5 parcel of chargeable land $260 
 Together with  $260 
 for each flushing cistern or flush valve situated on the parcel of chargeable 

land in excess of two flushing cisterns or flush valves 
 

 

 


