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Variable & Volatile Rainfall

Australian Water
Resources 2005
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Anstralian Government

Trend in Annual Total Rainfall
1950-2008 (mm/10yrs)
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"Water Consumption by Sector

Australian Water Resources 2005

O Agriculture
11:1% B Households Total Water
O Water Supply Consumption:
0O Other 18,767 GL
O Manufacturing
12 B Mining

Water consumption in Australia, 2004-05
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Water Sector Drivers

Stressed Water Resources have led to extensive
environmental degradation and rural dislocation

In the urban setting, water scarcity translates to:

Restrictions on Water Use and consequent social disutility
and economic impacts

High level of infrastructure investment

Price Increases to fund works

Public Awareness and Scrutiny

Additionally (or consequently) we observe:

Political interest

Pressure for increased water security & ‘improved
planning’

Desire for ongoing efficiency and service improvements
Pressure to innovate

Calls for competition and increased private sector role

Interest in new instruments e.g. price reform, water
trading



Overview of the
(Urban) Water Sector
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The Australian Water Sector;
a ‘world’ of approaches

. Different approaches in each State/Territory,
e.g.:
. Form of ownership, degree of government
intervention
. Regulatory Agencies
. Service delivery model
. Differences within states
. Especially between metro, regional and rural
. Notwithstanding Constitutional limitations,
Common Elements and Themes Nationally
. CoAG Water Reforms and National Competition
Policy (1994)
. Implemented individually and uniquely at State
level

. More recently, National Water Initiative (2005)
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Western Australia
*Fully integrated utility
covers entire state
(minor exceptions)

South Australia

*Supplier covering the State
SA Water — owns assets,
strategic planning, manages
customers

*System operation and
maintenance under
concession to United Water
(part of the Veolia Group)

AWA

austrahan water associatxon

Sna sh~ot of Serviee Delivery

Northern Territory : Queensland
«Single integrated S.E.Qld.

supplier covering the

territory

Victoria

Melbourne Metro
*Wholesale/retail split
3 retailers: comparative
competition

Regional

13 largely integrated
utilities

 Substantial vertical and horizontal
disaggregation

*Mixture of municipal, state and
PPP

Balance of Qld

*Municipal (Local Govt) Utilities

New South Wales

Sydney/Newcastle
«State owned corporations
servicing entire urban area
Regional

100 plus non metro urban
utilities

sLocal government based

ACT (Canberra)

*Vertically integrated supply
chain

*Actew Corporation (Govt.
owned) — owns assets

*Actew AGL — operates assets
and provides customer services
(50% JV with private sector,
Singapore Power, established
2000)

Tasmania

3 Council-owned water
supply corporations
«Statewide common
services supplier




2008 Discussion Paper “Towards Urban Water Reform” observed that:

No effective market for urban water
Costs do not yet reflect water scarcity in times of shortages
Efficient water supply decision-making needs to be based on cost-benefit frameworks

Policies that restrict interaction between water used by rural and urban sectors limit opportunities for inter-sectoral
trade

Monopoly provision of urban water impedes opportunities to develop alternative supply sources

. Well-functioning urban water markets could
provide more timely investment signals

. Transaction and adjustment costs need to be
assessed in conjunction with how best to
sequence incremental or co-ordinated
reforms

» According to the Commission: ‘The
direction, if not the end point, for
reform seems clear’ — greater role for
markets; pricing, trading and
competition

Source:Productivity Commission (2008)
Towards urban water reform: A discussion Paper
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Centralised
model

Fully competitive

» urban water market

Pricing

Rural -
urban
trade

Structures
and
institutions

Cost-
recovery
focus with
non-price
restrictions
to reflect
scarcity

Artificial
separation of
rural and
urban water
supplies.
Barriers to
rural-urban
trade (in
connected
systems).

Vertically
integrated
monopoly

1 block tariff

Improve

Structures

Reflect
scarcity in
prices

Competition

Trade between
rural and urban
water utilities

Trade between
utilities and
maior users

| between suppliers
and retailers

Fully integrated

Strengthen

» corporatisation and
commercialisation

>

Contracting

and

outsourcing

1 market with
household level tradeg

| Structural

separation

Private

Y

ownership and
competition
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Urban
Desalination
Wastewater treatment upgrades
Reticulation systems
Renewal, growth and recycling
Not many dams!
egional Urban
Growth
Water security
ural
Irrigation infrastructure
May include “on farm”
Improvements
Decentralised & alternative
approaches
. WSUD, tanks, greywater

..m..m.....



....water from the
North a “pipe dream”?

. 3 700km long and cost $2
billion (Tenix 2004)

. 3 x Energy and 4.5 x GHG
Emission of desalination (GHD
2004)

. $6.10/kL and significant
ecological impacts (GHD
2004)
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Private - Public Collaboration:
some examples
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Not a question of Public or Private

Public ownership of assets and control of policy Private
| } |

EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE



» Historically, governments (state and federal) have been involved in
providing finance, undertaking engineering works and then maintaining
and operating water infrastructure

* The past two decades have seen increasing role for the Private sector
In all aspects of infrastructure and servicing — largely driven by National
Competition Policy (1994) but also some elements of local
“Thatcherism”

* Role of government: setting legislative and regulatory framework to
ensure quality, level of service, protection of human and environmental
health

* In water, overall responsibility for provision of services (and ownership
of distribution networks) has remained with public instrumentalities;
behind the scenes, private participation is extensive, although in
different ways in each jurisdiction.

— Major capital works outsourced (originally deliver to full design, then Design and Construct)
— Contracted Services O&M

— BOO/BOOT (Treatment Plants)

—  Franchising (Adelaide and Canberra)

— Partnering/Alliances
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Started supplying water November 2006
- the first plant in Australia to provide
desalinated water for large-scale public
consumption.

On average, produces up to 130 million
litres of drinking water per day, or 45
gigalitres /year and contributes 17% of
Perth’s supply.

Alliance model chosen by Water
Corporation: Design Build and Operate
(operator: Degremont)

Extensive ocean monitoring to meet
more stringent environmental conditions Perth Seawater Desalination Plant

than any desalination plant in the world. (Kwinana, 40 km south of Perth)
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Alliance approach:

— reflect tight timeframe (3 years from RFP to first
water IN 2008) and risk elements in site
selection, design and construction

Scope of Alliance: plan, design, build,
and operate

Alliance Partners, Veolia, John Holland,
SKM, Cardno

Established a Special Purpose Vehicle
to own and manage the plant

TOC Development

— Traditional alliance, hence TOC reviewed by
independent estimator

— 90% of direct costs developed via competitive
pricing

— Risk allowances high due to preliminary design,
tight timelines and offshore work

— Change of scope mid-stream caused major
delays and financial impacts
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Design, Build, Operate Maintain
(long term)

Separate approaches and
agreements for Plant and
Pipeline works to reflect the
fundamentally different risk
profiles and long term needs

Unique supply agreements to
take account of potential
variability in surface water
supply availability

Key Private Sector Participants

e Owner Advisor — GHD and
partner

 Plant — Veolia, John
Holland (Leighton),
SKM/Pirnie,
Maunsell/ AEComm

* Pipeline — KBR, Connell
Wagner, MWH



e Construction of >200 km of
large-diameter
underground pipeline, 3
advanced water treatment
plants, 9 storage tanks and 12
pumping stations.

5 alliances involved in
delivering the major project
components:

 The Eastern Pipeline,

 Western Pipeline,

« Bundamba Advanced
Water Treatment Plant,

e Gibson Island Advanced
Water Treatment Plant
 Luggage Point Advanced
Water Treatment Plant

TRUSTED LEADERSHIP IN SUSTAINABLE WATER MANAGEMENT



TRUSTED LEADERSHIP IN SUSTAINABLE WATER MANAGEMENT

Indicative project cost of A$3.1
billion

Envisaged as a Public Private
Partnership — all key risks to be
transferred to successful private
sector consortium

o Site issues
« Construction risk
 Demand forecasting

Originally envisaged full private
sector financing — public support
now inevitable given GFC

Decision on preferred proponent
imminent (last two refining
proposals as at June 09)



Adelaide

United Water is a wholly owned subsidiary of Veolia Water Australia, and
provides comprehensive water and wastewater services to almost 1.5
million people.

In Adelaide, United Water has a 15.5 year contract with the State
Government and SA Water to manage, maintain and operate the city's
water and wastewater assets. This is still the largest water management
contract in Australia.

United Water also provides water services to 115,000 people in Victoria.

A.C.T. (Canberra)

Population of 330,000
ACTEW Corporation (Govt. owned) — owns assets

Actew AGL — operates assets and provides customer services (50% JV
with private sector, Singapore Power, established 2000)

Also provides electricity, gas and telecoms
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Sydney (New South
Wales)

«Water Industry Competition
Act provides for Third Party
access

First effective new entrant is
Veolia/Jemena (Alinta) JV —
privately owned recycling
network

Aquanet Recycled Water
Network

(Camellia/Rosehill, Western
Sydney)



Gracetown, W.A
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Western Australia

«July 2007 ERA Inquiry focussed on
competition in the water and wastewater
sector incl.:

»  Greater efficiency in developing and
delivering new water sources and
other services requiring significant
capital investment

* Introduction of third party access to
existing water and sewerage
infrastructure

*Key outcome: An Independent Procurement
Entity

*Proposals sought from the private sector tp
provide an integrated local wastewater
reticulation and recycling scheme in
Gracetown

*Relatively “remote” unsewered small
community with environmentally sensitive
features

*Private Finance Initiative



'us’ - Utility Services is a strategic
alliance between two (three) parties:-

a) South East Water
b) Thiess/Siemens Consortium

Builds on a long term relationship:
contractor partner alliance

These organisations are recognised
as leaders in their industry sectors.

Alliance delivers a range of _
engineering, construction, operations
& maintenance services

Core “customer” is South East Water
but now extended to other utilities
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Opportunities will
continue to grow for
private sector
participation as the
water sector itself grows

These will be in the rural
sector and the urban
sector

Market reforms may
offer opportunities

But the main game will
be working in
partnership with public
authorities; albeit in
increasingly grey zones

And water solutions will
be diverse...including

demand management : .
and local, regional and A Diversified Response

on-site (Gold Coast Water Strategy)
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Thank You

Australian Water Association
The hub for water professionals
Providing a knowledge network
Leading the conversation on water issues

Tom Mollenkopf
Chief Executive
tmollenkopf@awa.asn.au

Trusted Leadership in Sustainable Water
Management



