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SUFFICIENT CONSENSUS

Members of the Local Management Arrangements Working Group believe that the
recommendation to move to Stage 2 of the investigations and the process proposed in this
report represent the best opportunity to meet the Success Factors stipulated in the Terms

of Reference.

P Commitment by stakeholders

» Minimal transition cost and long term liability for government

P Long-term financial viability (including efficiency and affordability of services
matched to customer needs)

» Long-term environmental sustainability of the supply, delivery and drainage

systems.

» Capacity to meet regulatory obligations and governance standards.

v

Identified and realistic transition pathways

P Growth and development of agribusiness is enabled.
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REVIEW RECOMMENDATION

With a focus on the critical success factors cited in the Terms of Reference the Local
Management Arrangements Working Group (Working Group) deliberated key questions and
possible responses to them. The conclusions drawn from those deliberations result in the
following recommendation to the Director-General of the Department of Energy and Water

Supply:
That the Queensland Government:-

1. Acknowledge the unanimous support of the Working Group members to proceed to
Stage 2 of the investigation and negotiation of the transfer of the 8 SunWater
Channel Schemes to local ownership and management as ‘going concerns’.

2. Note that the transition to Local Management Arrangements may offer a mechanism
to assist the Government’s commitment to build agriculture as one of the four pillars
of the economy with the specific target of doubling food production by 2040.

3. Note that successful transition of Government owned irrigation schemes to Local
Management Arrangements has occurred in New South Wales and Western
Australia.

4. Agree to put in place the necessary approvals and arrangements by December 2012
to implement Stage 2 as recommended by the Working Group.

5. Accept SunWater’s offer to provide investment for the Stage 2 process to enable 8
Interim Boards to develop Local Management Arrangement Proposals.

6. Note that Stage 2 will provide government and scheme irrigators with the necessary
data, business analysis and planning to determine whether or not Local
Management Arrangements will be sustainable over the long term.

7. Note that progression to Stage 3 is contingent on Government’s formal
consideration of individual scheme based Local Management Arrangement proposals
and it is likely that the timing for this will be the second half of 2013.

8. Note that it is likely that separation payments will be required to facilitate the
transition to Local Management Arrangements and that accurate assessments of the
guantum will only be possible through the Stage 2 process.

9. Note that the timing proposed for Stages 2 and 3 is ambitious.

10. Note that no conclusion has been drawn in this report in relation to what the final
outcomes might be for either Stage 2 or 3.



REVIEW CONCLUSIONS

1. Based on the successful experiences in WA and NSW the transition to Local
Management Arrangements represents a real opportunity to realise the Qld
Government’s commitment to build agriculture as one of the four pillars of the economy
and the specific target of doubling food production by 2040.

2. This reform, at this time, with the strong support of key stakeholders presents a unique
opportunity to vest in regional irrigation communities the assets and capability required
to enable agribusiness to grow and prosper. Local owners with a significant stake in the
operation of the schemes have a much greater incentive to be successful in acting
commercially for the interests of irrigation communities than an absentee landlord.

3. The likely consequence of choosing to do nothing will be to lock in what is seen by all
parties as an unsustainable future where regional communities lose a leadership
opportunity, the irrigation schemes are run from Brisbane and either government
continues to provide significant subsidies or the schemes ultimately fail.

4. Whilst there is strong support for change, it is essential that diligent and robust analysis
is undertaken at the individual scheme level prior to any of the parties committing to
Local Management Arrangements and the necessary investment likely to be required to
ensure success.

5. The preferred model to move forward is the establishment of Interim Boards to engage
with local customers, SunWater staff and other stakeholders and is critical to achieving
sufficient consensus to proceed to Local Management Arrangements at the scheme
level.

6. The successful transfer of ‘going concern’ businesses (assets and operations) will be
dependent on the processes, resources and support provided to Interim Boards through
due diligence, transfer and transition. SunWater has offered to provide the investment
required to resource this process.

7. In order to achieve long term sustainability of the new businesses and remove ongoing
government liability in relation to community service obligations and risk of asset failure
it is likely that the Interim Boards will seek separation payments in the transfer
negotiations together with closer regulation of bulk water prices. It is not possible (due
to the absence of business plans based on sound due diligence) or appropriate (due to
the conflict of interest of members) for the Working Group to attempt to estimate the
guantum of separation that might be required. Ultimately this will be a matter to be
negotiated between the Interim Boards and Government with the shared objective of
enabling long term sustainability of the schemes.

8. The development of Local Management Arrangement proposals for government
consideration and the final negotiation of these proposals require a further two stage
process with formal consideration by Cabinet built in to ensure that public interest
matters are properly dealt with. Governance and oversight will be important in Stages 2
and 3 to ensure transparency, maintain energy and commitment contain costs and
ensure that the risks and long term liabilities of proposed new entities and government
are minimised.



RECOMMENDED STAGE 2 AND 3 SCOPE

Over the course of the Stage 1 review it became apparent that a number of matters such as
the identification of preferred corporate forms and specific transfer and separation costs
would not be able to be determined prior to due diligence being completed at the individual
scheme level.

Consequently, the Working Group recommends a revised scope and timing for Stages 2 and
3 to allow both government and irrigators to properly consider and negotiate the
opportunities and risks associated with the transition to Local management arrangements:-

STAGE 2

e By December 2012 appoint Interim Boards and General Managers in the 8 schemes
with the authority to undertake due diligence, engage with customer stakeholders
and develop a transfer proposal.

e By December 2012 establish governance arrangements (including a statement of the
negotiation principles) and necessary project teams to oversight and support the due
diligence process, the development of transfer proposals, draft contract
documentation and negotiations between the Interim Boards, SunWater and
Government.

® By June 2013 Interim Boards finalise proposals for Cabinet consideration.

® By September 2013 achieve Cabinet consideration of the proposals and approval of
the terms of transfer for each scheme within which final negotiations can proceed.

STAGE 3

e By October 2013 finalise negotiations with each of the schemes — including the
transition arrangements and periods.

e By October 2013 have a first draft of enabling legislation available for consultation.

e By December 2013 achieve Cabinet approval for the transfer of the schemes to Local
Ownership and Management.

e By December 2013 finalise shareholder membership, establish the final entities,
elect or appoint Directors, finalise and enact enabling legislation.

® From January 2014 commence operation of the new entities and the transitional
arrangements (1-3 years).
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INTRODUCTION AND BACKGROUND TO THE REVIEW

Irrigators’ Call for Change

Since the late 1990’s local management of the SunWater Channel Scheme’s has been seen
to be desirable by various stakeholders. While local management in various forms has been
considered a number of times by previous governments there has not been sufficient
interest and commitment to reach agreement about the desired outcomes and appropriate
processes to achieve them.

During the course of a recent Queensland Competition Authority Pricing Review, the
Queensland Farmer’s Federation (QFF) and Queensland Canegrower’s (Canegrowers)
together with local irrigation groups expressed concerns over the long-term sustainability of
the irrigation sector, especially in SunWater’s Channel Schemes and called for change.

They proposed again that Local Management Arrangements (LMA) could potentially deliver
increased efficiencies (including reduced costs) in the channel systems by ensuring that
future services and capital investment were more closely aligned with irrigator’s needs and
wants.

SunWater’s Support for Change

At the time of Corporatisation of SunWater in 2000-01, there was a clear expectation that
water user groups would be given the opportunity to make submissions arguing for local
user management providing certain conditions were met. At the time, SunWater argued
that it should retain control of the schemes on the basis of economies of scale, business
capability as well as the viability of the newly formed company itself. In addition, the
prevailing economic policy imperatives of the government of the day were significant
drivers in supporting SunWater’s position.

Twelve years on, the state government’s policy drivers have clearly evolved and SunWater’s
commercial fundamentals have changed. SunWater’s involvement in managing the eight
channel systems now provides a limited contribution to the overall commercial
performance or viability of the business.

Ongoing management of the channel schemes for a zero financial return is at odds with
SunWater’s key commercial objective of facilitating, developing, delivering, managing and
owning bulk water infrastructure for profit in the form of a dividend to government.

SunWater is of the view that transferring ownership and control of the irrigation channel
schemes to local management will provide an appropriate pathway for customers to take on
the channel distribution business —including transforming and rebuilding them as
sustainable going concerns which contribute economic returns to the community.



State Government Initiative

On the 5™ July, the Queensland Government announced the commencement of an
investigation into the potential for Local Management Arrangements in SunWater’s 8
distribution schemes. This announcement followed the release of the State Government’s
new 2012-17 rural irrigation price path which adopted the recommendations of the
Queensland Competition Authority pricing review causing irrigators to again question the
long term sustainability of the SunWater Channel Schemes.

This initiative of the State Government has been well received and interpreted as genuine
step towards a thorough investigation of the irrigation sectors preference for a model or
models that enable the successful transfer of the channel schemes from the state
government (SunWater) to sustainable local management and ownership arrangements

The Minister for Energy and Water Supply established a Working Group made up of an
independent Chair, representatives from each channel scheme, SunWater as well as peak
industry bodies to consider options relating to the management and ownership of all assets
and services associated with the 8 irrigation channel systems that are currently owned and
managed by SunWater. These are Mareeba-Dimbulah, Burdekin-Haughton, Eton, Emerald,
Bundaberg, Lower Mary, St George and Theodore.

Expectations

The Local Management Arrangements Working Group has engaged and is reporting on the
basis that there is sufficient consensus amongst all of the parties that serious consideration
should be given to transferring the 8 distribution systems from the state government
(SunWater) to sustainable local management and ownership arrangements.

There is very strong support from irrigators and SunWater for moving into a commercial due
diligence phase in order to test the long term sustainability of the current and alternate
models and to quantify the real opportunities and risks associated with change.

While there is a high level of optimism and commitment to moving to Local Management
Arrangements there is also a practical and pragmatic understanding within the Working
Group that this will only occur if the business case’s developed in Stage 2 support the key
success factors.

No conclusion has been made in this report with regard to what the final outcome of either
Stage 2 or Stage 3 will be.

This report does conclude that there is sufficient consensus amongst key stakeholders to
move to Stage 2.



TERMS OF REFERENCE FOR THE REVIEW

Terms of Reference (Appendix A) for the review were issued by the Director-General,
Department of Energy and Water Supply on 15t August 2012 splitting the process into two
stages:

[ Stage 1 - an investigation of the issues relating to the sustainability of the channel
schemes, identification of a range of Local Management Arrangements options, an
evaluation of their opportunities and risks, and recommendation to Government of a
short-list of Local Management Arrangements models that should be further
considered.

[ Stage 2 — If government decides to investigate further then Stage 2 would involve
detailed assessment of approved options, identification of preferred option with an
implementation plan (including due diligence).

The following provides a guide as to how matters required to be considered in the Stage 1
Report were addressed:-

1. Overview of literature and relevant experience in LMA in Qld and other jurisdictions.

e The most relevant literature available provides overviews of the processes
involved in moving to local management arrangements in NSW and WA in the
1990’s. There does not appear to be any published material analysing the success
or otherwise of the new entities. This would be a significant exercise to
undertake and given that there have been no reported failures and the anecdotal
evidence indicates ongoing irrigator support for the privatised entities it may be
assumed that they have been successful.

e See section on “Overview of Local Management Arrangements in Other
Jurisdictions” and Appendix B.

2. ldentify the current issues (and their relative priority) to be addressed in moving to Local
Management Arrangements in Qld.
e See section on “Local Management Arrangements Working Group Deliberations”.

3. Identify potential local management model options and recommend a short list of

preferred approaches with an assessment against the strategic objective success factors.

® Local management model options were identified and the preferred approach to

ensuring that the final corporate forms are appropriate is the establishment of

interim boards to undertake due diligence, develop business plans to meet the

success factors and negotiate the transfer of individual schemes from

government.

e See sections — “Local Management Arrangements Working Group deliberations”,

“Recommended Scope for Stage 2 and 3” and Appendix C.

4. Clarify the specific opportunities and risks and mitigation strategies associated with each
of the identified options from the perspective of key stakeholders including irrigators,
Government and SunWater.



5.

6.

e The working group deliberations revealed that while it is possible to identify
high level risks and opportunities it will only be through the due diligence
process that these can be quantified for all of the stakeholders and
mitigations considered.

e See section on “Recommended Scope for Stage 2 and 3”.

Identify the regulatory and reporting obligations (existing and new) applicable to
preferred local management options.

e Regulatory and reporting arrangements have been considered generally and
identified in the report. Specific identification of matters that enabling
legislation should address will emerge through the Stage 2 process and
corporate compliance and reporting will be contingent on the chosen
corporate forms.

e See sections “Local Management Arrangements Working Group
Deliberations” and “Recommended Scope for Stage 2 and 3.

Identify significant scheme-specific issues/risks, how they may impact on the
implementation of preferred Local Management Arrangement’s and the process
through which they should be resolved.
e See “policy and scheme based issues” and “Recommended Scope for Stage 2
and 3”.

Identify the extent of support from irrigators for a move to the preferred Local
Management Arrangements model(s).
e See Sufficient Consensus Statement, Recommendation and Conclusions at
the front of this report.

Identify potential costs to government of transition and any longer term liabilities that
arise from the preferred model/s.

e |tis not possible at this time (in advance of the development of business
plans based on robust due diligence) or appropriate (due to the conflict of
interest of members) for the Working Group to attempt to estimate the
guantum of separation payments that might be required. Ultimately this will
be a matter to be negotiated between the Interim Boards and Government
with the shared objective of enabling long term sustainability of the
schemes.

e See section on “How the separation investment requirements might be
estimated?”, “Recommended Scope for Stage 2 and 3 and Appendix D.
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OVERVIEW OF LOCAL MANAGEMENT ARRANGEMENTS IN OTHER JURISDICTIONS

Reviews from both WA and NSW offer useful Australian insights into the potential benefits arising
from moving irrigation infrastructure and operation at the distribution system level out of
government ownership and management into locally based entities. These reviews have been
largely focused on the rationale for proceeding, key principles, processes undertaken and corporate
models adopted.

There does not appear to be any published material analysing the success or otherwise of the new
entities in these States. This would be a significant exercise to undertake and given that there have
been no reported failures and the anecdotal evidence indicates financial success and ongoing
irrigator support for the privatised entities it may be assumed that they have been successful.

As has been the case in all States both the WA and NSW irrigation schemes were established with
heavy subsidies and in the 1990’s the need for change was recognised across government and
industry. The irrigation reform process was subsequently encapsulated in the Council of Australian
Government's (COAG) water reform framework, which later became part of the National
Competition Policy reform package. The key elements of the COAG water reform package relating to
irrigation schemes include giving growers a much greater say in the management of irrigation
schemes and the recovery of the full economic cost of supplying water to growers, with any
subsidies made transparent.

The short overview of the WA and NSW experiences in Appendix B provide guidance for Qld in the
journey to achieve Local Management Arrangements.

Worth highlighting here is the approach adopted in Western Australia where ownership of the
irrigation schemes has been transferred to grower-owned irrigation cooperatives. Under this
approach the irrigation cooperatives assumed responsibility for delivering retail water services to
growers and on-going ownership and management of the irrigation assets. The WA Water
Corporation remains responsible for the supply of bulk water to the irrigation cooperatives and the
management of the headwork’s assets.

The transfer of the irrigation schemes was a complex divestment of publicly owned assets. It
involved the Government, Government agencies, the Water Corporation and the growers, and each
of these stakeholders had different criteria for determining whether a transfer should proceed.

For Government, the long-term benefits to the State had to outweigh the costs incurred in
implementing the transfer of publicly owned assets to private ownership.

For the Water Corporation, the transfer had to be financially sound and have a positive
impact on the Corporation's bottom line.

The growers required the creation of a financially viable cooperative capable of delivering
efficient water services to its members.*

! Roberts, E.J, and Henneveld, M. 1997. Grower takeover of irrigation schemes in Western
Australia: the quiet revolution. Water Corporation, 629 Newcastle Street, Leederville,
Western Australia, 6007
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These criteria mirror the success factors articulated in the Terms of Reference for this review and are
highly relevant to the proposed Stage 2 and 3 processes.

While little formal analysis has been undertaken to assess the actual success achieved by moving to
Local Management Arrangements in other jurisdictions the following overview of the benefits
irrigators claim to have achieved in the Jemalong Irrigation district provides an insight into the
opportunities that Qld schemes might realise.

Jemalong Irrigation

Jemalong Irrigation District is a privately managed gravity-fed, channel irrigation delivery
system in the Lachlan Valley that was privatised in March, 1995.
The district is managed by Jemalong Irrigation Limited, an unlisted public company, with
irrigator shareholders who hold shares in proportion to their irrigation entitlement.
In total Jemalong Irrigation holds 99,877Ml of Lachlan Valley water entitlement and on
average diverts approximately 80,000 megalitres of water to meet the irrigation
requirements of 119 shareholders.
Jemalong Irrigation has a 17-year history of successfully managing the formerly
government run scheme.
Given the length of time since privatisation it is difficult to make meaningful water
delivery cost comparisons, however, an indication of efficiencies can be gained from
changes in staffing levels which have fallen from approximately 23 in the mid-1980s to
five today. Some 95% of all maintenance work is carried out in house.
The management has also been able to successfully negotiate the worst drought on
record where water allocations averaged just three per cent over an eight year period.
During much of this period the management was able to waive the fixed charge
component of its water charges for four years, and a partial waiver for two years, using
investment funding and new customer revenue to meet the critical expenditure
requirements of the company. Post-drought, “profits” are being returned to the
company’s reserves.
Careful management, a targeted capital replacement program, and an active investment
policy have allowed Jemalong to build its capital reserve fund to approximately $7.8
million. The fund commenced at privatisation with a $2 million (one-off) separation
payment from the State Government which recognised the sub-optimal state of
Jemalong’s irrigation assets.
In addition to the separation payment, the transfer included approximately $500,000 of
start-up working capital.
In summary privatisation has allowed:

e A flexible approach to pricing and expenditure, which is closely aligned to the

business conditions experienced by customer/shareholders.

® The adoption of significant operational efficiencies.

® The introduction of new customers.

® Asignificantly flatter price increase path.
Further information on Jemalong Irrigation, including its current pricing structure can be
found at http://www.jemalongirrigation.com.au .
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LOCAL MANAGEMENT ARRANGEMENTS WORKING GROUP DELIBERATIONS

The LMA Working Group met formally three times over the duration of the review. The
initial meeting revealed a range of issues that would need to be addressed in order to meet
the success factors outlined in the Terms of Reference. A presentation on Ownership
Structuring Options (Appendix C) was provided. This assisted the Working Group to
conclude that while the use of cooperatives and/or companies limited by shares or
guarantee are attractive, the preferred models/arrangements would not be established
until each scheme could resolve the business objectives for future operations through a due
diligence process.

Deliberation over the key questions arising from the initial issues identification and
resolution of the preferred approach to considering Local Management Arrangements
occurred at the Working Group’s second meeting. The development of the responses to a
number of key questions was informed by an overview of the due diligence process from an
acquirer’s perspective provided by an external advisor. (Appendix D).

Prior to the third meeting where the review’s conclusions and recommendation were
consolidated, Working Group members actively engaged with key groups at the scheme
level to ascertain the level of support for moving to Stages 2 and 3 based on the approach
outlined in this report. The Peak Industry Organisations arranged to bring a number of
irrigators from SA and NSW to Brisbane to brief Working Group members about their
experience in moving to local management arrangements over the last decade or so.

The Working Group advice is synthesised in this report under key question headings as
follows.

WHY MOVE TO LOCAL MANAGEMENT ARRANGEMENTS IN QUEENSLAND?

Historically, rural water infrastructure has been constructed for reasons other than pure
commercial investment and return. The SunWater schemes were created by governments
over a long period of time based on genuine belief that the provision of a water supply to
encourage regional development, irrigated agriculture and agricultural export markets will
realise net economic and social gains across the broader community.

Customer stakeholders argue that since Corporatisation in 2001 SunWater has been
constrained in its ability to optimise the operation of individual Channel Schemes resulting
in escalating costs and reduced water usage in some regions. This has meant that it has
been difficult to recover the full costs of operating the schemes and Community Service
Obligation (CSO) payments have been provided by the state to maintain and operate the
schemes. Many customers and stakeholders believe that this situation is unsustainable and
unacceptable for both government and irrigators.

The Council of Australian Governments (COAG) Water Reform Framework supports local

management of irrigation schemes as a means of promoting the efficient provision of water
supply through user involvement.
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While the estimated replacement cost of the assets may be in the vicinity of $1 - 1.5 billion,
the current book value is close to zero due to the limited revenue generated by the
schemes. On this basis the schemes are unlikely to be attractive to investors other than the
users. Therefore, it is not proposed that the distribution schemes be presented to the
market for sale. The Channel Schemes do have value to the local users who have indicated
strong interest in taking them over under new ownership and operating arrangements.

Local user ownership and management will allow the assets to be managed for the long
term within a framework that supports the economic development of the local customer
enterprises and maintains the assets at a standard which can deliver the level of service
required by those customers.

The proposal to transfer the schemes to local ownership and management is consistent with
the original objectives for scheme establishment and with the approaches taken in other
jurisdictions.

The successes derived from moving to local management arrangements in both WA and
NSW provide strong support to continue the good faith negotiations between irrigators,
SunWater and the Qld Government with the aim of meeting the objectives of all parties.

Economic and financial efficiencies have been achieved by SunWater over the last decade
and it is considered that further opportunities for significant efficiency gains are minimal
under the current arrangements. Whether there are further economic and financial
efficiency gains that can be made through local ownership and management will be tested
in the due diligence process.

Regardless of the level of economic and financial efficiencies that can be realised there are
real benefits from moving to local management through the schemes becoming self-
determining with regard to business strategy and pricing, improved relationships with
customers, tailoring service standards and managing risk appropriately. Together with even
modest increases in operational efficiencies these benefits are significant incentive for
irrigators to move to local ownership and management.

This reform, at this time, with the strong support of key stakeholders presents a unique
opportunity to vest in regional irrigation communities the assets and capability required to
enable agribusiness to grow and prosper. Local owners with a significant stake in the
operation of the schemes have a much greater incentive to be successful in acting
commercially for the interests of irrigation communities than an absentee landlord.

Customer stakeholders are confident that net benefits will be realised from local ownership,
control and decision making and that financial benefits from good management will be kept
and re-invested regionally.

Reducing/removing the ongoing tensions between irrigators and government/SunWater in

relation to scheme operation and pricing will allow engagement with government to be
refocused on broader policy matters that are important to both industry and government.

14



SunWater’s business drivers and commercial fundamentals have changed substantially since
its establishment in 2000. SunWater recognises that its involvement in managing the eight
channel schemes now provides limited contribution to the overall commercial performance
or operational viability of the business. SunWater acknowledges that the ongoing
management of the channel schemes for zero financial return is at odds with its key
commercial objective of facilitating, developing, delivering, managing and owning bulk water
infrastructure for profit in the form of a dividend to government.

SunWater is therefore of the view that transferring ownership and control of the irrigation
channel schemes to local management will provide an appropriate pathway for customers to
take on the irrigation channel transport businesses — including transforming and rebuilding
them as sustainable ‘going concerns’.

Whilst there will be variation from scheme to scheme the Working Group have identified the
following specific objectives that can be achieved by moving to Local Management
Arrangements.

* Improve the efficiency, accountability and sustainability of the schemes.

e Deliver the locally agreed level of service to customers in order to ensure
individual businesses are successful.

® Enable local decision makers to undertake appropriate rationalisation,
divestment, optimisation, modernisation and expansion etc.

® Increase the production of food and fibre and enhance regional development
opportunities.

e Clarify risk sharing between government and the new entities

e Minimise regulatory burden.

e Ensure appropriate sharing with government the risk and cost of any public good
operations at the scheme level (i.e. environmental management, recreational
use, local government services, flood mitigation etc.).

* Adopt not for profit, cost recovery models for the businesses.

It will be through the achievement of these objectives that the reform process will be able to

contribute to the realisation of the government objective of building agriculture as one of
the four pillars of the economy and the specific target of doubling food production by 2040.

WHAT IS THE BUSINESS TRANSACTION AND HOW CAN LONG TERM LIABILITY TO
GOVERNMENT BE MINIMISED?

Similar to the NSW and WA approaches in the mid-late 1990’s it is proposed that the
irrigation distribution schemes be transferred as ‘going concerns’ from SunWater to scheme
based entities.

Going Concern

The definition of ‘going concern’ for the purposes of this initiative is - a business that is
currently operating, and which can demonstrate that it is able to keep operating indefinitely.

15



The business can demonstrate:

e A current active base of regular customers.

e Skilled employees who know the business and who have strong business
relationships with customers and vendors.

e Infrastructure, equipment, supplies, furniture and fixtures that are in good condition.

e Sufficient reserves to meet asset renewal requirements over the long term.

e Capacity to generate sufficient revenue to cover operational costs.

e Necessary licences and approvals to operate the business.

e Appropriate business operating model and governance standards.

SunWater Staff

The Working Group is acutely aware of the critical nature of the capabilities, knowledge and
skills of SunWater staff in maintaining continuity of service throughout the change process.
These people will be critical to ensure the successful transition to, and efficient and effective
operation of, the new entities. In negotiating the transition arrangements, SunWater will
undertake to ensure that the entitlements and working conditions of its staff are
recognised.

A successful transition to local management would require the development and
implementation of a robust and respectful change management plan for SunWater

staff. SunWater has committed to fully engaging with its staff — both in terms of
maintaining open communications and undertaking consultations in each regional location
as well as in Brisbane — in advance of and throughout the transition process.

Asset Ownership

The Working Group considered whether it is necessary for the proposed new local
management entities to own the assets. The conclusion reached is that asset ownership at
the scheme level is:-

® A necessary prerequisite to setting risk appetite and decision making with regard
to level of service and therefore to meeting key scheme operating objectives. It is
only through ownership of the assets that commercial decisions can be taken with
regard to rationalisation, divestment, optimisation, modernisation and expansion
etc. Any external regulatory control other than a requirement to ensure that the
assets are ‘fit for purpose over the long term’ will incur unnecessary costs.

e Necessary to enable access to capital.

® A prerequisite under the current regulatory environment to holding operating
licences and being a water service provider. (Note — there is a government proposal
to amend this requirement in 2013)

¢ Important to the achievement of the States objective of limiting future liability.
Interim Boards will need to demonstrate to government the adequacy of the
proposed governance arrangements identified in Stage 2 to protect the long term
nature of the asset base.
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Bulk Water Supply

Under the terms of this review SunWater will retain ownership and responsibility for the
bulk supply assets. The Working Group note that in order to achieve confidence and
certainty in the bulk relationship at the scheme level it is necessary that:-

e Simplification/modification of the current contracting arrangements be undertaken
to achieve a secure relationship between SunWater and the Schemes and water
allocation holders.

e Bulk pricing should continue to be regulated with mandated consultation
arrangements with the new entities.

® Bulk pricing should not inhibit the new businesses capacity to achieve financial
sustainability and consideration of long term fixed price contracts for bulk water to
support the sustainability of the schemes has been suggested as a mechanism to
achieve this.

® Consultation by government with the new entities over changing standards and
associated costs relating to bulk water provision should be mandated. Issues such as
dam safety regulation and upgrades are likely to represent a significant bulk water
price risk to the new entities.

* There is scope for the new entities to negotiate and secure the opportunity to
manage non-channel irrigation deliveries within the bulk schemes (i.e. river irrigation
customers).

Business Model and Separation Payments

Prior to privatisation in NSW the irrigation infrastructure assets had been ‘run to fail’ for a
long time and significant separation payments were negotiated by each of the new entities
to facilitate the transfer of ‘going concern’ businesses.

SunWater has sought to maintain the assets in good working order and the Queensland
Competition Authority has made recommendations for improved planning for asset
renewals. A number of submissions to the Queensland Competition Authority 2012 process
claimed that infrastructure in some schemes is in excess of customer requirements.

The proposed due diligence process will reveal the current condition and adequacy of the
assets, the adequacy of the renewals planning, the adequacy of the accrued renewals
annuity and the capital required to provide efficient and prudent long term investment in
the capital program.

The 2012 Queensland Competition Authority pricing review considered a 20 year renewals
plan. The interim entities may be better served by considering the SunWater 30 year
renewal plans for each scheme.

With independently validated information available the interim entities may request
government to consider, as was the case in NSW, a once off contribution to asset renewal
programs in return for a commitment that the new entities take full responsibility to
establish and manage an adequate annuities reserve from the date of transfer.
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With regard to the variable capacity of the schemes to generate revenue sufficient to cover
operating costs it is likely that a number of the new entities will seek to reach agreement
with government on the Community Service Obligations currently provided to SunWater.
While the Community Service Obligations payments contain allowance for asset annuity it is
likely that operating revenue shortfalls and asset annuity requirements will be considered
separately during due diligence at the scheme level.

A key success factor for government in considering the investment that will be required to
implement the transfer of ‘going concern’ businesses to local ownership and management is
to minimise the long-term costs and liabilities to the state. The long-term benefits should
outweigh the costs incurred in implementing the transfer of publicly owned assets to local
ownership and management. There are likely to be both direct and indirect financial and
non-financial benefits which will be quantified and qualified during the Stage 2 due diligence
process.

As has been the experience in other jurisdictions meeting the collective objectives of the
schemes, SunWater and Qld government over the long term will require:-

* Investment in providing sufficient support and resources to successfully transition
the irrigation businesses as ‘going concerns’ to local ownership and management.

¢ Negotiation of separation payments at the scheme level to ensure adequate asset
annuity renewal funds and bring to conclusion the program of community service
obligation payments.

¢ Development of enabling legislation to provide clarity with regard to risk and
liability.

The likely consequence of choosing to do nothing will be to lock in what is seen by all parties
as an unsustainable future, where regional communities lose a leadership opportunity, the
irrigation schemes are run from Brisbane and either government continues to provide
significant subsidies or the schemes ultimately fail.

Given the high degree of variation in scale and financial performance between the schemes
it is likely that the transfer and transition will need to be staged over one to three years.

HOW SHOULD THE BUSINESS TRANSACTION BE FACILITATED?

The transfer and transition of the irrigation schemes will be a complex process where the
interests of Government, Government agencies, SunWater and the local irrigators whilst
generally strongly aligned may come into conflict at times. The establishment of robust
governance arrangements is essential to ensure that each of these stakeholders can
effectively negotiate to achieve their necessarily different criteria for determining whether a
transfer should proceed.

In considering how to go about negotiating the transfer and transition of the schemes as
going concerns a set of important questions have been considered by the Working Group.
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How do individual schemes:-

® Properly engage all customers and stakeholders?

e Undertake appropriate due diligence?

e Determine what is required to ensure financial sustainability?
® Negotiate the transaction with government and SunWater?

e Determine the appropriate corporate form?

The practical and pragmatic response is to establish Interim Boards (Pty Ltd) at the scheme
level with the necessary skills and resources to negotiate the transfer from SunWater and

establish the new businesses. Without the protection, legal authority and status afforded

by an appropriate governance structure it is unlikely that the schemes would be prepared

to engage in what is a very complex transaction.

The Interim Boards should be established with constitutions which will enable them to:-

e Determine the shared objectives to be represented in the sale negotiation with
government and final corporate constitution.

® Gain access to all of the necessary data to undertake an effective due diligence
process.

® Prepare a proposal for locally owning and managing the scheme over the long term.

® Negotiate with customers, stakeholders and government.

® Provide input into enabling legislation.

® Establish the appropriate corporate form for the long term operation of the
schemes.

e Complete the separation of the business functions and staffing arrangements prior
to legal separation.

e Advise and negotiate with SunWater in relation to investment through the capital
program during Stage 2.

The constitutions should contain wind-up clauses that take account of the circumstances
where agreement is or is not reached with government to conclude the transfer and
transition process.

It is clearly understood by all parties that these interim companies are to be established for
the express purpose of undertaking the necessary work to conclude Stage 2 on behalf of the
individual schemes.

The appointment of the Interim Boards could be undertaken through the following process:-

e Each scheme to nominate individuals to be invited by the Minister for Energy and
Water Supply to establish and Chair the Interim Boards to undertake the tasks
outlined above.

e Subsequent to their appointment the Chairmen would conduct a selection process
supported by the Independent Chair of the Government and Industry Oversight
Groups.
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e 5.7 Directors will be selected to achieve the agreed skills mix. The majority of Interim
Directors will be irrigators but each board will have a least 2 independent
appointments.

e Governance training will be provided to the Directors of the Interim Boards.

® Boards will be provided with funds from the Stage 2 budget to remunerate Directors.

® Interim Boards to appoint a General Manager funded through the Stage 2 budget
with schemes sharing GM’s where possible.

SunWater has proposed that during the Stage 2 process, access to confidential data will be
provided and managed through a secure electronic Data Room. The Project Team will pre-
populate the Data Room with information likely to be relevant to each scheme for the due
diligence process. The Data Room will also be further populated with any information
requested by the Due Diligence consultants and the Interim Boards. The Data Room will be
set up in order to provide common access for generic information, models or data sets plus
scheme specific access for data relating to particular schemes.

RECOMMENDED STAGE 2 AND 3 SCOPE

Over the course of the Stage 1 review it became apparent that a number of matters such as
the identification of preferred corporate forms and specific transfer and separation costs
would not be able to be determined prior to due diligence being completed at the individual
scheme level.

Consequently, the Working Group recommends a revised scope and timing for Stages 2 and
3 to allow both government and irrigators to properly consider and negotiate the
opportunities and risks associated with the transition to Local Management Arrangements:-

STAGE 2

e By December 2012 appoint Interim Boards and General Managers in the 8 schemes
with the authority to undertake due diligence, engage with customer stakeholders
and develop a transfer proposal.

e By December 2012 establish governance arrangements (including a statement of the
negotiation principles) and necessary project teams to oversight and support the due
diligence process, the development of transfer proposals, draft contract
documentation and negotiations between the Interim Boards, SunWater and
Government.

e By June 2013 Interim Boards finalise proposals for Cabinet consideration.

® By September 2013 achieve Cabinet consideration of the proposals and approval of
the terms of transfer for each scheme within which final negotiations can proceed.

STAGE 3

e By October 2013 finalise negotiations with each of the schemes — including the
transition arrangements and periods.

e By October 2013 have a first draft of enabling legislation available for consultation.

e By December 2013 achieve Cabinet approval for the transfer of the schemes to Local
Ownership and Management.
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e By December 2013 finalise shareholder membership, establish the final entities,
elect or appoint Directors, finalise and enact enabling legislation.

®*  From January 2014 commence operation of the new entities and the transitional
arrangements (1-3 years).

GOVERNANCE

The proposal to transfer the SunWater Channel Schemes to Local Management
Arrangements is a significant public policy and commercial matter which will require
leadership and oversight at government, industry and scheme levels to ensure a fair,
efficient and effective outcome.

Should government decide to proceed on the basis of the Working Groups recommendation
there appears to be two distinct stages required to reach a successful conclusion to the
transfer of the schemes to Local Management Arrangements each with different
governance arrangements.

Whilst oversight arrangements and timing are ultimately a matter for government to
determine, the Working Group offers the following proposal which takes account of industry
and scheme level requirements for consideration.

STAGE 2. DISCOVERY, PREPARATION AND ENGAGEMENT

Stage 2 can be described as those activities associated with forming the interim entities,
undertaking due diligence, engagement with irrigator’s, preparation and submission of the
entities’ proposals to own and operate the schemes, identification of policy issues requiring
resolution and drafting of enabling legislation. This discovery and preparation stage requires
that all of the stakeholders are actively engaged in a wide range of discussions and problem
solving. The following arrangements are proposed to facilitate this stage.

e Establishment of a high level interdepartmental committee (IAG/IDC) to champion
the reform process and ensure that sound public policy principles are followed.

e The IAG/IDC establishes Government (GOG) and Industry Oversight Groups (I0G)
with tailored terms of reference and a common Independent Chair, to ensure that
the level of engagement and influence, desired by industry and the schemes occurs
around the transfer process and policy issues, without compromising the
commercial in confidence nature of the transfer negotiations.

The individual terms of reference would include a requirement for the GOG and I0G

to consult closely on the development of a set of negotiation principles to guide the

development of scheme business proposals and the transfer and transition process.

o GOG Membership —independent Chair, Department of Energy and Water

Supply, Queensland Treasury, Queensland Treasury Corporation, Department
of Natural Resources and Mines, Queensland Competition Authority,
Department of Agriculture Fisheries and Forestry, Department of State
Development and Infrastructure Planning.
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o

IOG Membership - independent Chair, Chairmen of the Interim Boards,
Irrigation Peak Body representatives, SunWater, DEWS and with Technical
support provided by the Business Transition Project Team.

® |n consultation with the I0G the GOG will approve the appointment of a Business
Transition Project Team (BTPT). This technical team, reporting to the GOG and
hosted by SunWater, will be made up of a small number of people with relevant
expertise seconded for the term of the project to:-

@)
@)

o

provide effective project management discipline

support/provide the Interim Boards with information, resources and
expertise to enable completion of the due diligence

coordinate and procure due diligence services from specialist consultants and
experts

scope enabling legislation

developing transfer documentation and service level agreements for the
implementation phase

provide information and support to government as and when required in
relation to progressing negotiations and finalising settlement.

e The Minister for Energy and Water Supply invites nominees from each scheme to
establish and Chair interim companies with model constitutions that empower the
Boards to undertake the necessary work to secure a transition to Local Management
Arrangements.

¢ The Department of Energy and Water Supply, informed by the BTPT would
undertake the identification and scoping of the legislative requirements arising
through Stage 2. Drafting and consultation would occur during Stage 3.

At the completion of Stage 2 the Interim Boards would submit proposals (June 2013)
for Cabinet consideration in around September 2013 with an expectation of a decision
to proceed/not proceed to the negotiation and implementation phase in Stage 3.

STAGE 2 — OVERSIGHT, DISCOVERY, PREPARATION & ENGAGEMENT ARRANGEMENTS

==
lam

=== ==

22



STAGE 3. NEGOTIATION AND TRANSFER

Stage 3 can be described as the negotiation of the proposal, the drafting and negotiation of
the transfer documents, the drafting and negotiation of transition plans, the establishment
of the preferred entities, identification of shareholders, recruitment of Directors, finalisation
of enabling legislation and the completion of transfers.

At this point the detailed negotiation should be able to be conducted between the Interim
Boards and SunWater/Government without broader consultation in order to protect the
interests of all parties. Should this prove not to be the case, revised arrangements could be
put in place at the conclusion of Stage 3.

The IAG/IDC would determine the necessary governance oversight arrangements for this
stage prior to the completion of Stage 2.

STAGE 2 AND 3 IMPLEMENTATION INVESTMENT REQUIREMENTS

SunWater has offered to provide the investment required to support the Stage 2 process
subject to the approval of their 2012/13 Draft Statement of Corporate Intent (SCI) by
Shareholding Ministers. The quantum proposed in the Draft SCl is based on a workplan and
budget that reflects the scope of Stages 2 and 3 as outlined in previous sections.

Subsequent to the 2012/13 SCI approval, the Government Oversight Group will consult with
the Industry Oversight Group on the feasibility of the workplan prior to approval of the
budget at its first meeting.

The Working Group noted that this investment is critical to enabling all schemes to have a
‘fair go’ at developing long term sustainable business proposals that meet the collective
success factors for Local Management Arrangements.

WHAT IS THE SCOPE OF ENABLING LEGISLATION?

In order to ensure that the new entities are able to operate with a minimum regulatory
burden, it is proposed that from the date of establishment they are subject to a single piece
of legislation in relation to the water business ownership and operation.

The scope of the enabling legislation is envisaged to be:-

® Facilitate the transfer of irrigation scheme assets and businesses from SunWater
to the corporate form preferred by individual irrigation schemes

® Provide the necessary licences and authorisations for the schemes to operate
(Distribution Operations Licences and contractual arrangements etc.)

® Provide the regulatory framework for the new entities to enable their long term
viability and mitigate/remove the long term risk to government of asset and/or
operational failure. This could include asset management and environmental
management plans.



® Provide assurance with regard to assignment of contingent liabilities
(environmental contamination etc.)

e (Clarify the relationship with SunWater as the bulk supplier

e Clarify responsibility for public assets such as roads bridges and culverts

® Provide a mechanism to levy drainage charges to irrigators and other
beneficiaries

POLICY AND SCHEME BASED ISSUES

The Working Group has identified issues that require resolution either by government or by
the Interim Boards as they prepare their proposals to move to Local Management
Arrangements.

1. Assessment of distribution loss requirements and determination of the volume of
allocations to be transferred to each scheme

2. Clarification of the application of the State Metering Policy to the Channel Schemes
and estimates of cost

3. lIrrigators in the Burdekin River Irrigation Area wish to resolve a long standing issue in
relation to the supply of 185,000ML to the Burdekin Water Boards free of charge,
with the costs of this supply being recovered from all remaining water users.

4. Irrigators and stakeholders in the Bundaberg Water Supply Scheme wish to resolve a
long standing issue in relation to nodal vs. postage stamp pricingz.

5. lIrrigators in the St George Scheme will require resolution to the long standing issue
in relation to the status of Thuraggi Channel.

It is likely that many scheme based issues will be identified during the due diligence process
that will require resolution prior to the finalisation of a transfer process. The majority of
these are likely to be resolved at the scheme level as part of the development of business
proposals given that ownership, operational responsibility and decision making powers will
transfer to the new entities.

HOW MIGHT THE SEPARATION INVESTMENTS BE ESTIMATED?

The 2012 Queensland Competition Authority review provides useful data to complement
SunWater data and inform the due diligence process for both government and the Interim
Boards.

In order to meet community expectations in relation to the allocation of public capital for
this important initiative it is critical that the calculation of separation payments for the
schemes is transparent, defensible and produces long term net benefits for the State.

At the time of establishment of the local management arrangements the new entities will
assume responsibility for the risks associated with the ownership and management of the
schemes over the long term.

2 Submission received from Canegrowers Isis and Isis Central Sugar Mill Co. Ltd.
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Estimation of the scale of separation payments required to ensure financial viability of the
schemes over the long term is problematic for the Working Group for two reasons. Firstly,
the members have a direct conflict of interest as representatives of the schemes, Industry
and SunWater. Secondly, until the due diligence process is undertaken and business
proposals developed any estimate of capital investment requirements would be premature
and extremely unreliable because the only business model that could be reliably considered
is the SunWater model. The Interim Boards will be able to consider a range of options for
operations and asset and risk management that will reveal different capital requirements.

Two of the issues that must be considered in calculating separation investments are
revenue shortfalls and annuity renewals.

The Queensland Competition Authority determined the efficient costs of SunWater
operating and maintaining the schemes and revenue in most schemes is projected to fall
short of costs over the coming 5 year price path. It is likely that future price paths will be
similar. The short fall is currently funded either by direct Government injection of
Community Service Obligations (which currently include an allowance for asset annuities) or
absorbed by SunWater and reflected in lower dividends paid to Government.

The operating revenue shortfall (Community Service Obligation less the annuity allowance)
can be estimated for each scheme and the Net Present Value (NPV) of that short fall for a
future period at the time of settlement might be considered as a starting point for
estimating a separation investment to secure long term financial sustainability of the
schemes.

The funds retained or owed within renewals annuity accounts at the time of settlement
would also need to be factored into financial arrangements. The adequacy of the renewals
annuity funds would be assessed against the asset condition and adequacy assessments and
asset renewals plans that are undertaken during the due diligence and proposal
development phase. Where these are demonstrably inadequate, Interim Boards are likely to
seek and negotiate capital injections at the scheme level. The Interim Boards would also be
likely to seek the 30 year renewals profile from SunWater for assessment to ensure that no
known major capital expenditure is overlooked.

Some combination of an NPV of a future stream of community service obligations
(operating revenue) and capital injections for a renewals annuity is likely to result in the
calculation of a separation investment that will secure financial sustainability for each
scheme.

At the time of the finalisation of this report it is understood that Queensland Treasury
Corporation was modelling for Government the potential bookends of investment
requirement for separation payments based on the SunWater business model. Interim
Boards will undertake their own independent assessments as part of the due diligence.
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LOCAL MANAGEMENT ARRANGEMENTS PROCESS RISKS

As with any significant project there are a number of risks as outlined below. In this case it is
unlikely that any of these cannot be overcome with good communication, sound processes
and right intentions from all participants.

Political support at local and State levels

Maintenance of commitment and energy.

Management of expectations.

Investment in stage 2 and separation payments seen as a cost rather than a long
term investment in regional community and agribusiness.

Decision by schemes (some or all) not to proceed beyond due diligence.

Inability to transfer long term risks from government to new entities

SunWater dominance or disengagement from the process

Undue haste or delay

Unnecessary complication of process
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APPENDIX A — TERMS OF REFERENCE

THE DIRECTOR GENERAL OF THE DEPARTMENT OF ENERGY AND WATER
SUPPLY TERMS OF REFERENCE

FOR THE WORKING GROUP UNDERTAKING A REVIEW INTO LOCAL MANAGEMENT ARRANGEMENTS
FOR SUNWATER'’S CHANNEL IRRIGATION
SYSTEMS
Background

On 5 July 2012, the Queensland Government announced the commencement of an investigation into the
potential for local management arrangements (LMA) in SunWater's 8 distribution systems. This
announcement followed the release of the State Government's new 2012-17 rural irrigation price path
which adopted the recommendations of the Queensland Competition Authority (QCA) pricing review.

Local management has been identified as desirable by various stakeholders. It has been considered and
rejected by previous Governments a number of times for various reasons. During the course of the QCA’s
pricing review, the Queensland Farmer’s Federation (QFF) and Queensland Canegrower’s (Canegrowers)
together with some local irrigation groups expressed concerns over the long-term sustainability of the sector,
especially in

SunWater’s distribution channel systems. It has been proposed by these groups that LMA could potentially
deliver increased efficiencies (including reduced costs) in channel systems by ensuring that future services
and capital investment were more closely aligned with what irrigators want and need.

The Government has indicated its strong support, consistent with users expressed preference, for a model or
models (including transition arrangements) that enable the successful transfer of the 8 distribution schemes
from the state government (SunWater) to sustainable local management and/or ownership arrangements.

This transition must support the Government's commitment to build agriculture as one of the four pillars of
the economy and the specific target of doubling food production by 2040.

The Minister for Energy and Water Supply has established a working group to be chaired by Ms Leith Boully
with the brief of “developing sustainable local ideas for the SunWater’s channel water services”. The working
group is to “include representatives from SunWater as well as local and peak irrigation bodies”.

This is an unprecedented opportunity for all stakeholders to engage and lead the evolution of the
channel irrigation systems in Queensland in order to support the prosperity of regional communities.

Strategic Objective of the Review

The overall strategic objective of the review is to identify innovative, efficient and sustainable LMA option(s)
for the future management and/or ownership of SunWater’s irrigation channel systems. To achieve this, the
working group will scope out the issues to be addressed to enable LMA and evaluate the options.

The key success factors against which the LMA options will be assessed include but are not limited to:

1) Commitment by stakeholders

Minimal transition cost and long term liability for government

Long-term financial viability (including efficiency and affordability of services matched to customer needs)
Long-term environmental sustainability of the supply, delivery and drainage systems.

Capacity to meet regulatory obligations and governance standards.

|dentified and realistic transition pathways

Growth and development of agribusiness is enabled.

~N O O & WN
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Scope of the Review

The scope of this review will include consideration of options relating to the management and/or ownership of
all assets and services associated with the 8 irrigation channel systems that are currently owned and
managed by SunWater: Mareeba-Dimbulah; Burdekin; Eton; Emerald; Bundaberg; Lower Mary; St George and
Theodore.

Services to be covered by the review

The scope of this review will include all services associated with the transport (including pumping) of
irrigation water from watercourses to irrigators via the 8 irrigation channel systems listed above. The
review will also include services associated with the management and ownership of drainage systems
within the channel systems.

Assets covered by the review

The assets include property, equipment, systems and infrastructure associated with irrigation channel systems,
pumping stations and drainage systems. The assets also include distribution loss water allocations considered
necessary to the operation of the irrigation channel systems.

The assets exclude all those associated with bulk water storage and distribution infrastructure (e.g. all bulk
water head works assets such as dams, weirs and barrages, industrial pipeline systems. Assets associated
with other irrigation entities such as the Pioneer Valley Water Board and the Burdekin Water Board are also
excluded.

Issues to be covered by the review

Local management will only be effective if it has commitment and ownership by the local stakeholders. A move
to LMA is likely to be quite complex and it is important that time is spent identifying the issues that must be
addressed from the perspective of all stakeholders early in the process. There will be significant issues that
apply across all schemes and matters that are specific to individual schemes now and in the future.

The review will canvass the views of peak irrigation bodies and SunWater as well as irrigators and where
appropriate other significant stakeholders from each of the systems.

Communications during the review

During the course of the review, the Chair in consultation with the working group will prepare appropriate
communications about the progress of the review for dissemination by SunWater and peak and local
irrigation bodies.

The Chair will also provide progress reports to the Inter-department Advisory Group (IAG) at agreed intervals.
Working Group Membership and Operation

The working group includes membership from QFF, Canegrowers, Cotton Australia, Sunwater
and representatives from the 8 irrigation schemes. Selection of the irrigation scheme representatives
takes into account commodity, geography, specific scheme issues and value chain.

Working group membership is at Appendix A.

Working group members will be required to sign a Confidentiality Agreement (Appendix C) and adopt the
Working Group Protocol (Appendix B).
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The Chair and the working group will be supported as considered necessary by a Technical Support Team of
personnel from SunWater and peak irrigation bodies.

The working group will meet at least three times:

1. Initiation meeting — identification of issues, ideas and desired characteristics of LMA models.

2. Deliberation meeting — consideration of issues analysis and initial LMA model evaluation.

3. Consolidation meeting — further short listing of preferred LMA models and recommendations to IAG.

Review Oversight

An IAG will provide oversight and advice to the review and wil be chaired by the Director-General of the
Department of Energy and Water Supply (DEWS) and include representatives from the other relevant
Departments.

The Chair of the Working Group will report to Government via the 1AG.

The Chair of the Working Group will be invited to attend meetings of the IAG as an observer including to present
the Stage 1 Deliverables.

From an administrative perspective the IAG point of contact for the Chair of the Working Group will be the DEWS
Project Manager, Rose McGrath, A/Director of Rural Water Policy and Pricing, Rose.mcgrath@dews.qgld.gov.au
Tel: (07) 3405 3555.

Methodology
The review will be undertaken in two stages:

Stage 1. An investigation of the issues relating to the sustainability of the channel schemes, identification of a
range of LMA options, an evaluation of their opportunities and risks, and recommendation to
Government of a short-list of LMA models that should be further considered. The Stage 1 report is due
by 31 October 2012; and

Stage 2. If government decides to investigate further then Stage 2 would involve detailed assessment of
approved options, identification of preferred option with an implementation plan (including due diligence).
The Stage 2 report and implementation plan would be due to the IAG by end of March 2013.

Stage 1 - Approach
It is proposed that the approach applied in Stage 1 will cover the following:

1. Overview of literature and relevant experience in LMA in Queensland and other jurisdictions.

2. lIdentify the current issues (and their relative priority) to be addressed in moving to local management
arrangements in Queensland.

3. Identify potential local management model options and recommend a short list of preferred approaches
with an assessment against the strategic objective success factors.

4. Clarify the specific opportunities and risks and mitigation strategies associated with each of the identified
options from the perspective of key stakeholders including irrigators, Government and SunWater.

5. Identify the regulatory and reporting obligations (existing and new) applicable to preferred local
management options.

6. Identify significant scheme-specific issues/risks, how they may impact on the implementation of
preferred LMA's and the process through which they should be resolved.

7. Identify the extent of support from irrigators for a move to the preferred LMA model(s).
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8. Identify potential costs to government of transition and any longer term liabilities that arise from the
preferred modelfs.

Stage 1 - Key Deliverables

It is expected that an Issues Report will also be provided to the IAG by the Chair of the Working Group after the
first meeting of the working group. The IAG will provide feedback to the working group on the Issues Report for
consideration in the preparation of the Stage 1 Report.

A Stage 1 Report addressing the objectives for Stage 1 will be provided to the DG of DEWS on or before 31
October 2012.

A decision on the release of the Stage 1 report will be a matter for the IAG.
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Appendix A. WORKING GROUP MEMBERS

Bundaberg / Isis
Mark Mammino
Dale Hollis

Burdekin
Mario Barbagallo

Eton
Josephine Prior

Pioneer Water Board
John Palmer

Lower Mary
Allan Birt

Mareeba Dimbulah
Joe Moro

St George
Scott Armstrong

Theodore
Peter French

Emerald
Ross Burnett

Canegrowers
Warren Males

QFF
lan Johnson

Cotton Australia
Michael Murray

Sunwater
Tom Vanderbyl

The DEWS Project Manager and/or other Departmental representatives including from other Departments may
be invited as observers at working group meetings. Others may also be invited as observers as may be
considered necessary to facilitate the efficient and effective conduct of the review. This will be a matter for the
working group.
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Appendix B. Working Group Protocol

Working group members will agree to adopt and act in the spirit of the following code of conduct:

» To act in good faith and in the best interests of all parties with interest in and
responsibilities for the

= Sunwater irrigation schemes.

= To respect the confidentiality of material as advised by the Chair.

= To work with good will and in a collaborative manner.

= To be frank, open and tactful in working group meetings.

= To give proper consideration to all matters and material brought to the working group.

= To actively seek technical and other information/views out of session in order to
enable active

= participation in working group deliberations.

= To respect and take into account the views and values of other members, departmental
staff and all

= persons with whom the working group interacts.

= To actively seek the views of other people in their organisations/sector/networks in relation
to matters

= thatare or should be being considered by the working group.

= To actively and accurately communicate working group deliberations including alternate
views to their

= own networks while observing confidentiality.

»= To make full and complete disclosure at the earliest opportunity of any personal
involvement which

= might result in a conflict of interest, pecuniary or otherwise?



APPENDIX B — EXPERIENCE IN NSW & WESTERN AUSTRALIA

WESTERN AUSTRALIA (ROBERTS AND HENNEVELD, 1997)

The impetus for change in WA came from growing concern in the late 1980s by government
and growers alike about the poor financial performance of the State-owned irrigation
schemes, the deteriorating condition of the ageing infrastructure, and inefficient water use
and environmental degradation. There was also a level of grower dissatisfaction with the
way that the schemes were being run, particularly in light of significant price increases
introduced by the then Water Authority of Western Australia at that time. This led to a call
by growers to have a greater say in the way the irrigation schemes were being managed.

The approach adopted in Western Australia by the Water Corporation has been to transfer
the ownership of the irrigation schemes to grower-owned irrigation cooperatives. Under
this approach the irrigation cooperatives assume responsibility for delivering retail water
services to growers and on-going ownership and management of the irrigation assets. The
Water Corporation remains responsible for the supply of bulk water to the irrigation
cooperatives and the management of the headwork’s assets.

The transfer of the irrigation schemes was a complex divestment of publicly owned assets. It
involved the Government, Government agencies, the Water Corporation and the growers,
and each of these stakeholders had different criteria for determining whether a transfer
should proceed.

For Government, the long-term benefits to the State had to outweigh the costs incurred in
implementing the transfer of publicly owned assets to private ownership.

For the Water Corporation, the transfer had to be financially sound and have a positive
impact on the Corporation's bottom line.

The growers required the creation of a financially viable cooperative capable of delivering
efficient water services to its members.

Within the Water Corporation the irrigation transfer projects were managed as significant
change management projects. Dedicated project teams with project management, financial,
economic, engineering and legal skills were established to manage and negotiate the
transfers with growers. The regional staff and specialist groups within the Water
Corporation supported the project teams.

To ensure the growers had the best information available to enter into negotiations, the
Water Corporation paid for legal, business and engineering consultants to advise them.
Included in the engineering and business consultants' tasks was the preparation of detailed
asset management plans and business plans for the new cooperatives.
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Further specialist advice on corporate governance, business structures, taxation and
community consultation was provided to the growers on an 'as and when required' basis.

The rights and obligations of both parties in the transfer of the irrigation schemes and the
subsequent management of the schemes were set out in three agreements. As with any
acquisition/divestment, due diligence was a critical element in the process.

The agreements were:

® The Business Transfer Agreement;
® The Asset Transfer Deed; and
e The Water Supply Agreement.

The Business Transfer Agreement set out the obligations on the Water Corporation in
transferring the business, including the transfer of non-irrigation customers, plant and
equipment, spare parts and other stock, and business records and other intellectual
property. It also covered matters such as the assignment of licences and contracts and the
treatment of debtors and creditors. A condition precedent in the Business Transfer
Agreement was a requirement for a comprehensive business plan for the new cooperative
covering the cooperative structure, financial projections and cash flows, business risk
assessment, taxation, insurance, billing and revenue collection and customer relations. The
business consultant advising the growers produced this plan.

The Asset Transfer Deed set out the detail of the asset transfer, including the mechanism of
asset transfer under a Transfer Order, representations, covenants and warranties with
respect to the assets, passing of title and risk, and Water Corporation commitments towards
repairs and maintenance of the assets following transfer.

The Water Corporation funded an engineering consultant to prepare an asset management
plan for the cooperatives covering an asset register, asset condition, the asset renewals
profile, a capital investment strategy, a resource plan, operations and maintenance plans,
and contingency plans. The asset management plan was included as an attachment to the
Asset Transfer Deed, and was also a prerequisite for securing an operating license for the
irrigation cooperatives.

The Water Supply Agreement described the terms and conditions under which the Water
Corporation would supply water to the irrigation cooperatives. It covered conditions of
supply, delivery systems and supply points, metering and metering points, water losses;
water quality and water charges.

In taking over the schemes the irrigation cooperatives have taken responsibility for the
management of the schemes in an environmentally sustainable way. This has required clear
identification of environmental problems and agreement on the sharing of responsibility for
these problems and any consequent environmental liability. Sharing of liability and agreed
environmental indemnities were set out in the Asset Transfer Deed and the Business
Transfer Agreement.
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The success of the irrigation reform program in Western Australia has been attributed to a
combination of factors, including:

* The dedication and enthusiasm of growers who had a vision for their industry and
were prepared to pursue it over a number of years;

® The strong commitment of the Water Corporation to the reforms and its
preparedness to provide the necessary legal, financial and engineering resources to
achieve a successful outcome; and

e The willingness of successive State governments to implement the reforms and
provide the necessary financial support to the newly formed irrigation cooperatives
to achieve financial sustainability.

NEW SOUTH WALES (MCGLYNN 1998)

Water delivery from the bulk off take to the irrigator's wheel or meter and drainage from
the farm to channels or disposal areas were the two prime functions that were transferred
by the NSW Government to local autonomy and control.

The objectives for both the decision to, and mode of, transfer were to:

* improve the efficiency, accountability and sustainability of the NSW rural water
system as a whole,

e deliver a service to growers at an economic cost, and

® minimise and cap the cost of the schemes to the Treasury and the taxpayer.

To allow local autonomy to progress, a 'negotiation package' for future asset renewals and
Land and Water Management Plans was formulated in NSW. Local autonomy and control
over local decisions and functions in a better structured water industry allowed the state
the opportunity to cap these subsidies and to pay out the future stream of subsidy
payments as a one-off negotiated deal. Whilst the NSW Government negotiated 'separation’
funding contributions towards asset programs, thereafter the irrigation corporations have
been fully responsible. Government funding was conditional upon the corporate entities
establishing appropriate reserves.

The Corporate forms adopted by NSW entities include Public Companies limited by shares
and cooperatives. Some 10 years on from privatisation in NSW the performance of the
schemes in moving from a government culture to a customer focused commercial operation
indicates that this has been successful.
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APPENDIX C — OWNERSHIP STRUCTURING OPTIONS

WORKING GROUP
LOCAL MANAGEMENT ARRANGEMENTS

CHANNEL IRRIGATION SCHEMES

Ownership & Management
Structuring Options

lssues

* Rationale
= Scheme Chamcteristics and Participants (number, relative size and objectives)
= LCapacityfor Shared Objectives
= Asset Ownership
— Transfer of title/ownership
— Longtert |lease
*  Management Capacity
— Operatiohs
— Assets
*  Financid%iability
— iScheme Shartfall
— Funding—operations and capex
*  Regulatory obligations ahd governance
*  Riskmanhagement and sharing/allocatdan
=  Intergeneratonal equity

37



* Lower delivery costs

» Management decision making and control
— Operating and maintenance costs
— Capital expenditure - nature and timing
* Replacement
* Upgrade
— Pricing parameters
* Mutuality benefits

Ownership Structure Options

Partnership

Limited Partnership
Unincorporated Joint Venture
Cooperative

Company

— Limited by shares

— Limited by guarantee

Unit Trust

Combinations
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Ownership Structure Options

Parthership

Description

Twa or more individual s, companies arather entities jointagether to carky on a
business orenterprisewith a wiew of profit. Mo separate legal existence from

the partners

Advantages

* Inexpensive andno formalities
required to establish exceptfar
parthership agreement

» Informalfflexible armngements by
agreermnent.

» Establishment costs are minimal.
*  Parthershipnotliable to pay tax.

= Governed by partnershiplaws
including Partnership Act

= Each partnerresponsible forits
o ta.

Disadvantages

*  Unlimited joint & several liability

*  Potentially urvwieldy management
& decision making

*  Cannottransferinterestin
partnership easily.

* May be construedto be
partnership even if unintended.

» A partnercan bindthe other
partnersto a contractwithouttheir
authority.

Ownership Structure Options

Limited Partnership

Description

& partnershipwith one or more general partnersand one or more limited
partners. Limited partners are liable onlyforthe commitment of agreed amount
of capital and have nao right ar responsibility farmanagement. The general
partner(s)isresponsible for management and the debts ofthe LP ifitis unable to

reet its abligations.

Advantages
= Asforparthership

= Limited partners liability
restricted

Disadvantages

* General parther(s) have full
management contral

*  May create funding difficulties




Ownership Structure Options

Unincorporated loint Venture

Description

An Unincorporated lointYenture is anassociation of participantswhich lacks both
form and eguity capital. 1tisaboundby the terms of the contract between the
participantsandthe cammercial activity thatthey agree to undertake collectively.
Partiesreceive their share of income/product separately and right to separately
dispose ofit. Usually separate aperator/manager

Advantages

Each paryisanly liable separately
Management activities are
governed by the jointventure
agreement

Each party controls product

Taxed as a partnership

Disadvantages

Iy agreements often complex

Separate assetownership
problematic

Mo joint “profit”
Usually separate
managerfoperatar

Ownership Structure Options

Co-operative

Description

A co-operative is anin@mrporated body regstered underthe Co-operatives Act 199°7.- A co-
operativeis 8 user owned business run by an =65 ocigtion of persons.- [tis aseparate legal entity
with limited liability for members.
Co-operatives can betrading(members @nsharein profis madefrom trading and the asset
erowth basedon theirs hare capital) or non-trading [ a 'not for profit” with or without shares
prohibitedfrom distribution ofsurplus funds to members from profits or upon winding up)

Advantages

Separate | egal entitywith limited
liability

Governed by co-operative prindiples
includingvoting based on membership
Possibletax advartagze under Division 9
Well defined governance structure

Understood andusedin rural
enterprises

Disadvantages

Often restricted accessto capital and
debt

Must complywith the Co-op eratives
At and some pravisions of the
Corporations Lawincluding approwval
of rul es, distlosure statement, annual
reporti hg and audit

Registrar vestedwith strong powers of
invesigations and enforcemernt
Cooperative principles can be
restrictive orimpact management
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Ownership Structure Options

Company —Limited by shares

Description

Separate legal entity with liability limited to value of shares and governed by
the CorporationsAct and may be private [ proprietary] or public.

Advantages

Lirnited lizbility

Well understood governance and
rmanagement structures
Shareholders Agreement and/or
Constitution may prescribe
matagemert approach and activities
Possibly small proprietary comparn
complishce requirements

Share transfers sitnple but possible
restrictionif desired

Different cl asses of share if heeded

Financing easier

Disadvantages

Sharehalders may notbe ableto
influence managerment decisan
making

Sharehalder nurmber limnited ta S0
Tazationh as a separate entity with no
passthraugh benefits

Compliance requirements and costs

Ownership Structure Options

Company —Limited by guarantee

Description

Separate legal entity with liahility limited to specified amount members guarantee
to contribute and govermed by the Corporationsact. MMustbe public,

Advantages

Az far campany limited by shares
other than small proprietany
caripany compliance
requirements and ease of funding

Unlimited number of members

Disadvantages

Public company campliance
requirernents including audit

Financing may be more difficult

Shareholders may not be able to
influence management decisian

making

Taxation as a separate entity with
no passthrough benefits
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Ownership Structure Options

Unit Trust

Description

A tnst 5 anoblieation whemby the tnstee holds propery for the benefit of

another [the banefic@ry) orfor the advance ment of specific purposes. & unit tnst derves income,
w8y inthe couse of conducting a business, undera deed, whem is “rapial’ & mpresented by units
w518 |y of equalamounts. The numberof units owned by 8 unit holer dete mines the entitkment to
the income ditributed annually and the inteests hed in the assets of the tnst.

Advantages Disadvantages
= Limitedlizbility L —
* Unitsdefinethat party's interestin HsSes quarantine
the assets andincome ofthe trust; = Iay be public tradingtrust and
* LCanbe easiktransterredand can be ; ;
re-acquired by the trusee. taxed like a company if>50
=  Lessregulgion than a compary;
*  Taxationadvantagesover a cormpany
[in some cases);
* Thetrustdeedcanbetailored to the
needs of unitholders and may

prescribe managernent approad and
activities

unitholders

Ownership Structure Options
Comparison Matrix

Partnership Limited Unincorporated
Partnership Joint Yenture
Jurisdiction itate itate Commonwweatth
Governing leglsiation Parthership Parthership Act Tax At
At
Partnersmay 1+ General Partner  Severally
Dvmership be -;u:u.rpcurate 5] o !:Irl:lpl:ll'tll:lr'lEItEtl:l
entities 1+ Limnited Partner  interest
(5]
Setbylointenture
Control Partners General Parther v
Agreermemnt
T — N.-’-'«-pu:ussil;uly Partnership lointventure
Partnership Agreerm et Agreerm et
Agreerm et
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Ownership Structure Options
Comparison Matrix

Limited Unincorporated
Partnership Partnership Joint Yenture

Usually separate

Management/Operations  As agreed by vehiclewith
General Partner
parthers management
agre em et
General parther-
S loint & Unlimited
Liability several Lirmited Partner Several

Maminated amount

Usually detailed

Com pliance i ki rnal Registration report ng and
accouhtability
. . Dependson
F
Inancing partners Restricted Indertaken separately

position by jointventure paries

Ownership Structure Options
Comparison Matrix

q Com pan Com pan
Trading . S q .p b .
. q Iimted by limited by Unnt Trust
Cooperative
shares guarantee
(Proprietary)
Jurisdiction State Commonweakh Commonwealth Etate
Co-operative Trust Act
Governing Act
. . Corporatiors  Corporatiors A2, Corporations Act.
lemslation At
Dwnership Shares issued Sharehaolders in lMlembers in Unitholders in
tomembers accordance  gocgrdancewith the ccordancewith
whugsethe withthe company's the Trust Deed
s5emices or cnmp:an'?-‘s P S
products constitution .
Can hawve Can hawe differant
differant clsses ©l8s525 of members
ofmembers with differant
with differant woting rights.

wotine rights.,
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Ownership Structure Options
Comparison Matrix

Trading
Cooperative

Generally one
wote per
member

Only active
members wote
Control
Owiners hip
interest
transferable
amone
members

Rules
Board of
Directors

Governance

Company
limited by
shares
(Proprietary)

Woting rights
attachedto
shareholding
Shares
transferable
usuallysubjed
torestrictions
in Constitution

Constitution
Board of
Directors

Company
limited by
guarantee

Unit Trust

Generally onewote  Woting attachedto
permember unitholding

Generally not
transferable

Units transferable

Constitution
Board of Directors

Trust Deed
Trustee

Ownership Structure Options
Comparison Matrix

Trading
Cooperative

Management Entity

Operations responsible

Liability Limited

Registration
under
Cooperatives
Act Registrar
has certain
pOWETS
Reportingto
Registrar

Com pliance

Company
limited by
shares
(Proprietary)

Entity
responsible

Limited

AEIC
ReEistration &
Fegulation
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Company
limited by
guarantee

Unit Trust

External
Entity res ponsible management
wehicle
Limited Limited
Gowerned byTrust
AzlE Deed
Registration &
Fegulation

Audit ifturnowver
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Ownership Structure Options
Comparison Matrix

Company Company
Trading limited by limited by Unit Trust
Cooperative shares guarantee
(Proprietary)
IMembers
Financing SeE g Al Shareholders Hnithalders
Debentures Cazh FI Members Cash Flowr
Bank Debt 35 o Cas h Flow Bank Debt
Bank Debt
Government
Debt
Owinership Minimum 5 Iinimum 1 - -
limits members Wlaxi - Unlimited Unlimited
20% Max haxln'll-luE members Unitholders
interaest Fharenoiders
Distribution of
. Rebates -
Earnin Dividends
=5 Dividends P Prohibited Distributiors
Bonus Shares

Bonus Shares

Ownership Structure Options
Comparison Matrix

Company
limited by
shares
(Proprietary)

Company
limited by
Fuarantee

Trading
Cooperative

Unit Trust

A5 3 company

Fass th h of
but prowisions ass throuveh o

Us ual compamy

Taxation of Divisiond Hsual compamy o s apply fneame E'_nd
ifg tax rules apply capitalzains
applyifa "tax !
i possible
cooperat et
Public inspection No
A MNo W o
a IT'-'-'nElshlp Meml::ers have ASICsearch = o
registers? right
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Options Evaluation Example

Marsg= m=mt . _ .
2 [u] Hing
Lk Lo 5

Partrership Lk

£

L Fartrership e L * x 5

(LY * o = = =

Co operative A A A A A o 1
o o 'y e

Coy -Shares 2

Coy —Gi'tes - - s - 1

nit Trist o o - - 3

"+ Option & extremely =Factive in satsfying the requirements of the o bjctivs
*% QOptien & effective in satsfying the requirements of the o bjective
" QOptien justsatsfie tha raquiremants of the o bjscthe

£ QOption & in=ffactive in satefying the raquirements of the o bjscthe

Management Structure Options

* |In house

* Qutsource
— SunWater
— Local Government
— Private sector

= Combination
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APPENDIX D — DUE DILIGENCE

Feview of Local
Management
Arrangerments

Cue Diligence from
an acquirer's
perspective

Warking Group
13 September 2012

QOUTLINE OF PRESEMNTATION

v ntroduction

v AWhat is due diligence?
' Buyer Beware & Frepare
* Twpical due dilinence framewaork
' Key issuestoconsider
* Buyer Beware fwhatare you acguiring™)

* Buyer Prepare ¢he planfor successful acguisition)

DecBmer: The & wot 3 compreberzbe dee dilgescs IBL The objecte of bk preseraton & D prouice
geie @l baskgroned 3vd 3bark: kel of nedersBedlg o 3 4pkal dee dlligesc: process from 3 asqAIers
perspectie. Itk wotdesigied o proukk speciic adike o STEEgy of risks orwketer or et itk pridest
0 proceed with e tEFaCHON GO iy Nk coNE e o .
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Due diligence - Buyer beveare .

» Qpporunity for a potential acquirerto seekinformation, ask questions and
conductanalysis

v Gather anly information needed to gain a thorough understanding ofthe
husiness &condition ofassetsto assess howitcan be operated sustainatiby
underfuture local management arrangements

Due diligence - Buyer prepare

* Model howthe new businesscan he operated sustainably underfuture local
management arrangements

v hlodel financial and operational impacts of different husiness structure options
and prepare robust & crediblefinancial and operational plans forthe selected
new businessstructures

BIEFETT
RIFLENEMFAT K
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* Focuson key strategic acquisition & operational issues

v Establish strategic objectives of acquisition {ocal management) to
infarm & guide due diligence to better test achievahbility, risks &
opporunities

v |dentify infarmation needs to enable approptiate analysisto inform
decision making

" Have listprepared well in advance

o List may differ for each scheme orregionto accountfor local
conditions &issues

v Howwillthe Due Diligence pracess be managed?

Irrigation business assets

v wWhich relevant businessassetsare currently used (fixed infrastructure,
equipment and facilities)?

* Canallthose assetshe clearly defined as bulk or distribution®?
* Hawe the assets been physicalbverified??

v Whatisthe condition ofthe assets and isthere currently any maintenance
backlog? 15 this consistentwith annuity balances?

v Aihat are the asset perfarmance standards??
v Aihat are the current operations and assetmanagerment plans?
v Whatisthe current maintenance and renewal plantimetable and costs?

v Are there any necessanmajorasset renewal projects not currently proposed?
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Irrigation business activities

» hich relevant business activities are currently carried out?

* How are the activities currently carried out?

v What resources are currently required to carny out the activities (staffing,

systems, facilities, eguipment, etc)?

v Whatisthe current organisation structure and staff employment arrangements?

» yhat are the current major business processes andwhich ofthese should be

transferred?

v What processesand business systems are currently in placeto support customer

senvice and hilling?

Financialfintellectual property assets and arrangements

v Which financialfintellectual property assetsand arrangements should be

transferred?

v hat are allthe legal & regulatory requirementsfaced by the relevant part of the

current business?

v Are there plansto change andforintroduce new requirementsinthe future?
v What IT and other critical systerms are currently used by the business?

Legal and Regulatory

v iyhat are the pricing & customer service standards?

v Are there any landtenure issues?
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Costs and Revenues

v Faorthe part of business being transferred hovy hawe total revenues
comparedwwith total costs for the lastthree years and do projected
revenues cover costs inthe future?

v hat impactdoes more orlesswateruse have and whatflexibility is
there to vary costs, andto what extent?

v Wihat are the key costs drivers and which costs are fixed andwvariahle?

v What are the financial projections ofthe business forthe next 12 months
and 10 years under current management arrangements?

v Wyhatisthe current cash requirement fwarking capital) to pay staff,
suppliers and other commitments ?

v |5 the husinessgenerating sufficient cashto fund its operations and asset
renewals?

Lizhilities

v Are there any unexpired purchasing commitments ?

v What are the amounts and terms of any other debt agreements?
v Are there any potential tax liahilities?

v |z experttax advise required?

Insurance

» Which ofthe relevant activities are insured?

v Are there any uninsured or sel-insured risks in the current business?
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Business structure and operation after separation

What =hould the structure of the new businesshea?

YWhat governance arrangements should the new business have?

Wiill the new business need transitional support from Suntater?

If supportis needed, what activiies and how isthis agreed?

Howwill the business operate with Sumwater as bulkwater provider?

Howe can the husiness develop new opporunities?

stakeholder management

» How should the new entities interface with SunWater?

» Howy should the nesy entities interface with other stakeholders?

Assets

* Howwill the businessassets be usedinthe new business (fixed
infrastructure, equipment and facilities)?

v What public assets such as roads, culverts ete. willtransfer and what are
the ongoing ohligations to maintain and repair?

Activities

* Howwill the main business activities and processesthatwill e

v What processesand business systems are currently in place to support

transferred operate??

customer service and billing?
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Staff and other resources

What resources will be required to carry out the transferred activities
(staffing, systems, facilities, equipment, etc)

VWhatis an appropriate organisation structure to deliverthe activities
heingtransferred?

Which staff are requiredto deliver the activities being transferred?

What are the conditions ofany transter (employment contracts andfor
employimentarrangements & conditions)

What facilities and equipment are required to house any transferred staff
(depots, office accommodation, etc.)?

Costs and Revenues

Wihat are the projected costs and revenues forthe new business?

Should currently proposed major capital expenditure programs go ahead
in the new business?

Will projected revenues cover costs inthe future?
Whatimpactdoes more orlesswateruse have?
Can alternative pricing arrangements be implemented?

What are the future key costs drivers and which costs are fixed and
variahle?

Wihat flexibility is there towary costs andto what extent andwhat costs
can be avoided underlocal management?
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Funding

v WWhat are the annual funding needs over the next 10years to operate the
new businessand fund asset maintenance?

v |f external funding is required, what are the options available?
Cash flow
v ihat isthe projection of cash flowe for the next 12 manths and 10years?

v What isthe cashrequirement fwarking capital) forday one to pay staff,
suppliers and other commitments?

Financial Projections

v Aihat are the financial projections ofthe business underalocal
management arrangement?

v Zanthe businessgenerate sufficient cashto fund its operations and asset
renewals?

Liahilities

o Howewyill any unexpired purchasing commitments be managed?
 Howwill any liakilities be managed?

v Are there any potential tax liabilities®?

v |5 expert tax advise required?

Insurance

v Wihat options are available to insurance the new husiness and its
activities?

v Are there any uninsured risksthatthe businessdoes notappearto be
aware of arisignaring?
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Legal and Regulatory

Do legal and regulatory reguirements change under local management
and doesthis alterthe risk profile and costbase of the business?

|5 expert legal opinion required?
What are the future pricing & customer service standards?

What are the future legal requirements related to governance
arrangements?

What are the future legal and regulatory requiremerts related to asset
management?

Will there he any landtenure issues?

What will be the future legal requirements related to industrial relations?

Information and business systems

What IT and business systems should the new husinessuse?

Howewill any IT and business systems currently in use he transferred to
the new husinessand overwhat time frame?

What historical business recordswill the new businessreguire?

What data should be transferred and how?
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Local =cheme Specific Issues

v Are there any legacy issues impacting on scheme performance?

v Are there any current local arrangementsthat must continue into the

future?

v |z there amthing that hasto change?

v Howwill channel distribution losses be treated ?

* Howewill main channels be treated if non-irrigation customers also

receive a benefit?

» How shaould pump stationslocated within bulk supply structures be

treated?

v Are there any other issuesunigue toyour scheme thathaven'tbeen
adequately captured in the other parts of the due diligence process?

IMPLEMENTATION

What?

v WWhat are the key implementation tasks?

When?

v WWhen will the key transfer and implementation milestonesoccur?

Who?

v ho will manage and resource the husiness transition and

implementation?
Howe'?

o Howwyill the implementation ofthe new businessbe managed?

* How can you ensure that service standards are maintained during

transition?

 Howwyill the key implemertationrisks he manaded and mitigated?
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SUMMARY

v What are the key objectives of the acquisition?

v Shat information is requiredto make a decision®?

v ithat are the key risks and opportunities ofthe acquisition?

» How does government policy influence achievement of objectives?
v What isthe business structure and operating strateoy?

v Wl the new business deliver onthe ohjectives and how guickly??

» Canthe businessoperate an alowercosthase?

» Canrevenue andpricing he hetter aligned to objectives?

* How can the business develop new opportunities?

» How does business operate with Sumtater as bulkwater provider?

ELYER EEWARE & BUYER PREFPARE!

I'D SAY THAT THIS
WATER HOSE IS A
SOLID IMVESTMENTI
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CILESTIC

- FURTHER INFORMATICMN

hr David Gotze
® 0417035 244

david.gotzei@indec.com.au

hr Sandra Marin
o 0430034 511

sandro.maringindec.com.au
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