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Dear Mr Wilson
Public responses to ESCOSA's consultation on RBP 2016
I commend the open, transparent process you have established to review and determine our
revenues for the 2016-2020 regulatory period, engaging our customers and stakeholders. I
have read with interest the public responses to RBP 2016 and understand ESCOSA will
consider these responses in making its determination.
To date ESCOSA has received public submissions from the following:
•
•
•
•
•
•
•
•
•

SACOSS
Business SA
Osmoflow
Environment Protection Authority (EPA)
COTA
Office of the Technical Regulator (OTR)
SA Health
Department of Environment, Water and Natural Resources (DEWNR), and
South Australian Financial Counsellors Association (SAFCA)

These submissions were generally open, honest and well considered. There were many
views represented but broadly these parties were supportive of our main objective: to
continue to reduce water and sewerage prices for our customers.
Economic regulation is a complex area and I note there were a few misunderstandings in
some of these submissions that appear to have a critical impact on some of the views
formed. I would like to take the opportunity to address these misunderstandings. It is
important for the purposes of meaningful engagement on the Draft Determination that
these issues are well understood.
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Price increases in the outer years
Some of the submissions focussed on the proposal that prices will rise with inflation in the
outer years of the second regulatory period, stating that price increases should be lower
than inflation. Some submJssions also incorrectly quote our prices as continuing to rise.
We proposed price increases lower than the rate of inflation over the second regulatory
period as they have done since 2013-14 (see graph below). We understand affordability is a
key concern and have worked hard to deliver cost savings to benefit customers. Prices have
fallen since 2012-13 when we had the highest average bill in Australia. We now have the
third highest water prices and the fifth highest average bill in the nation (based on the 201314 National Performance Report). RBP 2016 positions us well to continue to deliver price
decreases and hopefully become one of the most competitively priced utilities in the nation
from 2016-17 and beyond.
SA Water average bill index vs CPI index 2012-13 to 2019-20
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One submission queried whether basing a regulatory proposal on CPI was economically
sound. Our proposal is not based on CPI. Our expenditure requirements for the second
regulatory period were determined through a comprehensive business planning process
{including customer engagement). This has resulted in operating expenditure savings of
approximately 15% in comparison to the allowance set for the first regulatory period. These
savings underpin our proposal to decrease water prices by 0.7% and sewerage prices by 9%.
We are also continuing to seek opportunities to make further savings which would be passed
on to customers via further price reductions.
Capital expenditure
One submission queried why we proposed capital expenditure above the rate of
depreciation of our asset base, inferring that our proposal will result in renewal or
replacement of assets at a faster rate than the assets are ageing.
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We proposed capital expenditure in water at a rate below depreciation of assets.
sewerage investment it is marginally higher.

For

This inference does not take into consideration other factors that relate to capital
expenditure such as growth-related expenditure and that assets are only replaced when
they reach the end of their useful life, not at a constant rate. This means comparing the rate
of depreciation to the rate of capital expenditure is not relevant in the short term. In order
to make this comparison you need a detailed understanding of the actual depreciation of
our assets in each category, not a high level rate of depreciation for regulatory purposes.
Although customer growth in South Australia is relatively conservative, we still require
investment in new infrastructure in order to service new customers without impacts to
existing customers. This is especially true for our sewerage network.
It is useful to note we proposed capital expenditure 13.5% below the allowance made by
ESCOSA for the first regulatory period. This is a significant reduction in expenditure and is
only possible through the significant changes we have made to the way we analyse and
manage our assets. By investing in further asset condition inspections and alternate
measures to extend the useful lives of assets we are able to defer large investments. This
results in lower prices for customers not only in the second regulatory period but into future
periods. We are proud of this change which will assist in keeping prices affordable for
generations to come.
This submission also queried the value for money we receive from our capital projects
especially with comparison to private sector investments. The efficiency of our project
delivery has been the subject of previous ESCOSA reviews and will be the subject of this
determination also. The vast majority of our projects are delivered by the private sector,
and our procurement and delivery strategies ensure project costs are efficient and
competitively sourced from the market in line with government policies and procedures.
Operating expenditure

Some submissions cited an increase in operating expenditure for the second regulatory
period. We proposed a significant reduction in operating expenditure in the base year which
flows through to all years of the regulatory period.
The reduction in the first year, and the cost pressures that need to be accounted for in the
second regulatory period, are shown in the graph below. The base year is approximately
15% lower than the costs deemed efficient for the first regulatory period. Allowing for the
additional costs associated with customer growth and external obligations, our costs by
2019-20 are aligned with the efficient base year costs.
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SA Water operating cost proposal
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Labour cost escalation

One respondent criticised us for seeking greater than CPI labour cost escalation. We actually
proposed an allowance of 0.5% below CPI for labour cost escalation in each year of the
second regulatory period. I acknowledge the labour cost escalation proposal in RBP 2016
(that is, applying an efficiency saving to labour costs to get it down below the rate of
inflation) may not have been well articulated.
We have taken this feedback into
consideration for the development of RBP 2020.
SA Water's customer engagement program, Your Say

As you are aware, Your Say was the largest, most comprehensive customer engagement
program in our history. I am proud of the steps we have taken to listen to our customers
and deliver a proposal that meets customer expectations on the price and quality of
services.
I acknowledge improvements can, and will, be made to the way organisations engage with
customers in this evolving practice. Large scale customer engagement exercises to
determine the expenditure of utilities is an emerging space and we will continue to improve
our practices to remain at the frontier of this type of interaction with customers.
One of the respondents questioned the validity of the findings of Your Say on the basis that
the representation at the workshops was not reflective of the makeup of our customer base.
The respondent noted only 22% of attendees were from the metropolitan Adelaide area
when in reality it is a much larger percentage of customers that are located in Adelaide. The
respondent considered that regional customers would be more supportive of new
expenditure, particularly in regional areas, inferring that the representation in these
workshops would sway the outcomes. Your Say actually found that metropolitan and
regional customers were generally aligned on the expenditure they did and did not support
meaning the outcomes were not impacted by the representation in the workshops. In
addition, Your Say workshops were supported by an online survey. 82% of the 1,232
respondents to the online survey were from the Adelaide metropolitan area which
considerably balances the representation across the engagement program.
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Cost of debt
It was suggested we had proposed a $225 million windfall to government in 2016-17 by
changing the approach to calculating the cost of debt (proposing the bond duration change
from 7 years to 10 years). This is not true. We have not proposed a change to the bond
term. We already use a 10 year bond term as determined for the first regulatory period and
proposed the same again for the second regulatory period because it allows us to take a long
term view on the price path for our customers. This provides better price stability for
customers. There will be no windfall gain for government by maintaining this approach.
Thank you again for your dedication to meaningful stakeholder engagement on our proposal
and for the opportunity to clarify some of these misunderstandings. It is important that
even the most technical aspects of our proposal are well understood by stakeholders so that
meaningful discussion can be had and informed decisions made.
If you have any further queries please do not hesitate to contact me.

Yours sincerely

/

John Ringham
CHIEF EXECUTIVE

