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Executive summary

Commercial in confidence

Background

TAMS owns the stormwater assets in the ACT and is responsible for operation
and maintenance. EPD is the area of ACT Government (ACTG) responsible for
environment and planning.

EPD commissioned a report by Marsden Jacob (MJ) to consider the ongoing
management and funding of WSUD assets.

EPD are motivated to ensure there are robust arrangements in place to
maintain the additional $85m Commonwealth investment in ACT WSUD assets
via the Basin Priority Project.

Existing ACT WSUD assets are valued at ~$0.6b, approximately 25% of the
whole stormwater system valued at ~S2.4b.

Customers pay via general rates, however the MJ report found the rate is not
sufficient to fund management of existing and future WSUD assets.

MJ recommended that funding arrangements will need to be recalibrated.
MJ identified a number of potential management arrangements:

1. Transfer WSUD assets to Icon Water

2. Create a stormwater utility

3. Refine existing BAU arrangements within TAMS (including no cost-
reflective charge).
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Compelling case for alternate arrangements

Key findings of Marsden Jacobs WSUD Options Study

. TAMS invests less than 1% of WSUD asset value on O&M (industry
average is 3-5%)

. >$4.3m p.a. 0&M funding gap for WSUD assets

. Asset underperformance due to lack of funding

. Incomplete asset and financial frameworks may result in undetermined
liabilities
. Need to look broader to whole stormwater system

. Icon Water presented the most favourable of all options in the multi-
criteria analysis

Icon Water’s pre-feasibility review

IW undertook a prefeasibility review including:
* Areview of stormwater arrangements in other jurisdictions,
* Analysis of the pros and cons of a range of options, and

* Identify the arrangements that provide the best opportunities and least
risk.

ACTG review process

The ACTG has re-engaged MJ to undertake a prefeasibility assessment of the
refined options. The ACTG will present the MJ Options Study to Cabinet in
August 2016 to seek endorsement to proceed to a feasibility assessment.

If endorsed, the ACTG feasibility is expected to commence in November 2016.
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A strategic opportunity for reform Commercial in confidence

Icon Water views stormwater as an integral element of modern, integrated urban waterways. This view is not new; it is shared and supported by
several bodies relevant to water strategy in Australia. Water utilities in Sydney, Melbourne, South Australia and Western Australia are already
delivering waterways and drainage services in partnership with state and local Government.

Australian Government December 2015 yysélﬁ%ns OEFRAL\J/S"I'CRAELE May 2015

Senate committee on
Bl <1t & communications Across the water industry, Stormwater - a lost opportunity?
Inquiry into stormwater resources in . . " . .

. stormwater is shifting from flood The opportunities from integrated planning
Australia management to a broader and management of stormwater includes:

. . * More efficient and streamlined planning
Recommendation 4 concept of integrated urbar\ N e processes
the committee recommends that the waterways management which * Improved social amenity and
Australian, state and territory governments offers greater diversity for water attractiveness
consider new funding models and resources and benefits to the * Improved engagement through recreation
financial incentives that would facilitate community. and creating places that bring people
improved stormwater management together
outcomes in an economically efficient way. * Health benefits through passive cooling
and a reduction in the heat island effect

Chapter 6 ...improved stormwater * Increase in property values and economic
management outcomes potentially could be activity through improved aesthetics
realised if water monopolies had broader Critically, we must engage our customers to
objectives that allow them to become more determine which of these opportunities align
involved in best practice stormwater with their preferences as well as their
management. willingness to pay.

This strategic view of integrated urban waterways is the foundation of this presentation and our approach to the WSUD asset opportunity.
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Analysis — Stormwater system frameworks Commercial in confidence

As part of the pre-feasibility assessment, Icon Prior to evaluating the potential management and funding
Water engaged with numerous industry experts. arrangements, it is crucial to consider the entire framework.
Subject matter expertise Analysis of whole of system arrangements in the ACT and other

v Tony Kelly jurisdictions can be summarised under three categories

Member of the Victorian Water Minister’s Expert Water Panel,
former CEO Yarra Valley Water, Third Horizon consultant

v' Melbourne Water (MW)

Integrated Water Management Branch, managers from
Maintenance, Environment and Regulatory Affairs teams

v" Rob Skinner System
arrangements

CEO Monash University Liveability, former CEO MW

v’ Chris Chesterfield

Director Strategic Engagement CRCWSC, former General
Manager Waterways and Drainage MW

v’ Ray Beaton

Manager Strategic Projects, Yarra Valley Water

Asset demarcation

v" Alan Andrews

Strategic Stormwater Engineer, Manningham City Council,
National President of Stormwater Australia

v N -
Chris O'Neill | Implementation
Director Hydronumerics, input to ACT Government Basin
Priority Project Business Case approach

v’ Kaia Hodge

Manager Liveability Solutions, Sydney Water Corporation
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Overview Commercial in confidence

Key considerations in any feasibility study:

> A Stormwater Strategy entity or group needs to be established and given responsibility for
holistic long-term strategy formulation.

» A sustainable funding and revenue stream must be established, such as a dedicated, cost-

System arrangements reflective stormwater charge per property and developer charges.

> Aclear and transparent performance management framework is needed to help define
goals and activities aligned with strategy.

> Stormwater asset manager(s) must be able to influence the policy and funding mechanisms.

» Asset demarcation must respect the integrity of the value chain and avoid unnecessary
interfaces. For this reason, transferring only the WSUD assets to Icon Water could
compromise its ability to control and perform.

Asset demarcation > A due diligence of the stormwater assets is essential to determine actual operational,
maintenance and backlog funding needs.

> Flood-mapping audits are required to understand flooding risks and liabilities for property
owners and government entities.

> Improved catchment-wide waterway and stormwater management under “soft” regulatory
and collaborative arrangements is deemed most effective in improving environmental and
amenity outcomes for the ACT community.

Implementation > Focus should shift from traditional drainage engineering to a focus on environmental

approach sustainability, amenity and community satisfaction.

> The ACTG should stage the transition of asset management over a 6-12 month period to
ensure focus on environmental engineering and stakeholder relationships, building relevant
culture and talent capability.
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System arrangements: Icon Water’s preferred framework

Commercial in confidence

System

arrangements

Asset
demarcation

Implementation
approach

OPTIMAL STORMWATER SYSTEM ARRANGEMENTS FOR THE ACT

WATERWAYS ADVISORY BOARD
(EPD, IW, TAMS, NCA, Access Canberra, Community Groups)

STRATEGY
The utility would develop the whole-of-system integrated waterways and drainage strategy
endorsed by the Waterways Advisory Committee. The Strategy identifies the long-term
outcomes for waterways and drainage and the roles and responsibilities for all asset owners.

REGULATION & POLICY
The utility would be regulated by the ICRC. EPD continues to develop WSUD, Flood and
stormwater design codes. The utility would enforce that developers meet codes and standards
and has veto powers for non-compliant projects. The EPA and UTR (Access Canberra) would
oversee compliance of the system and the utility with environment and utilities legislation.

PERFORMANCE MANAGEMENT
The performance management framework considers broad targets such as community
satisfaction and stormwater recycling. Combination of outcomes and activity/input based KPIs .
The utility would oversee and monitor the performance of the whole stormwater system.

FUNDING
Pricing policy and regulation is the responsibility of the ICRC. The utility collects and allocates
funds to the assets it owns, and has the ability to run incentive programs to drive investment
throughout the stormwater system, e.g. upstream solutions to minimise downstream issues.

ASSET DEVELOPMENT
Partnership approach to design, procure, build: EPD is developing Basin Priority Projects,
Developers, the utility and TAMS would invest in capital works as required to meet system
needs. The utility and TAMS perform asset acceptance for their areas of the network.

The ACT needs a broad Integrated Waterways and Drainage Strategy that sets out the long-term outcomes required, the
governance arrangements and the expectations of all parties.

MELBOURNE’S STORMWATER SYSTEM

Melbourne Water has the responsibility for developing the
long-term holistic and integrated water strategy for all
waterways and drainage across Melbourne

Funding is set by an independent regulator and collected as a
stormwater levy by local water utilities

Melbourne Water collaborates with local councils to manage
the performance of the upstream assets to control the
downstream outcomes

Performance management is based on a combination of
inputs i.e. number of GPTs cleaned and community
satisfaction, not just water quality

ASSET DEMARCATION

Local councils manage local
drainage network including
the road drainage.

Street gutters . A A
and street MW install and maintain the

drains collact . | drai K
tor it
councis e | regional drainage r.1etwor :
including large drains,
Retarding basins,

MELBOURNE WATER
stormwater infrastructure
wetlands and

?* M | that connects to the rivers,

and clean storm-
Stormwater flows to

water creeks and bays.
larger drains, then to

rivers and creeks or
directly to bays

Infrastructure is demarcated
along catchment sizes, with
the local councils taking
authority over catchment
areas <60ha

Melbourne’s stormwater system arrangements could lift and shift into the ACT, offering greater value for the community.
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System arrangements: Assessment of ownership options Commercial in confidence

Icon Water has considered the three proposed operation, asset management, and ownership options. As discussed our
arrangements firm preference is for full ownership.

System

Long-term Leadership Customer and community relationship

The asset owner can take the lead in achieving the vision for healthy The asset owner can plan and deliver long-term outcomes in
Asset waterways in the ACT. The more responsibilities become devolved consultation with the community. Icon Water has a direct
demarcation through contractual arrangements, the less control and less relationship with the community through its existing business of

flexibility there is to realise outcomes. providing high quality water services to the region.

Implementation _ O&M only O&M and asset mgmt. Full ownership
approach

Performance of operations &
maintenance

Partial \/

Long-term asset strategy work X

Alignment of interests Poor Moderate Best
Abl‘llty ?f ownership model to Poor Moderate Best
deliver integrated water mgmt.

Incen.tlve to deliver Ieadm.g Poor Moderate Best
solutions for the community

Transaction Costs* 60% ($2m) 80% ($2.5m) 100% ($3m)

* Transaction costs such as due diligence, legal and set up costs are unlikely to vary greatly between options. Difference in costs will depend on employee impacts.

Full ownership enables the greatest opportunity to provide leadership and offer community value. Icon Water is not
interested in a restricted O&M model that fails to exploit our expertise in water management.

iconwater.com.au
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Asset demarcation: WSUD in the stormwater value chain Commercial in confidence

Svstem The current scope of consideration, restricted to WSUD assets, imposes multiple complicated interfaces between owners
y through the stormwater value chain.

arrangements R
] 1
I Rainfa rom  URBAN WSUD ASSETS : ROAD DRAINAGE
: roofs, gu?ters Rain gardens &  $5.3m, 1 Kerbs

Asset : & downpipes Bio-retention _ 3,600m? : Overland Flow Path

demarcation i U I Gutter  Roadside Channels_
1 : \
: Cut-off Drains $67.0m  Swales / $1.0m 1 \\ Drains RETICULATION
: ;8

Streams 6,600m?2 s Manholes(27,697
Implementation Pervious Paving $0.1m, 1,900m? Sumps
______'____________________ ----------------- (62,376)
approach T e e e ——————

WATERWAYS (NON-WSUD) WATERWAYS

1 I T 1
: MITI TION : : WSUD) : Underground Pipes 6,260 km

: - i |

1 1
: | | :

1
: Retarding ggo7g:)o ) : 2 1 :

. ,000m

| Basins (15) I Dams (!IZ)) Lined 56 km Stormwater : Vegetated $5.8m, 1
Key: 1 ] SIS Channels Pit | Waterways 164,800m? |

) RO " - =

$m  Assetvalue TREATMENT NATURAL WATERWAY ASSETS

m?  Asset area

o) | -

=~$600m

Gross

eolut t?g-"f')"'m Wetlands & g416.3m Large  ¢21.1m AT T Rivere
oflutan Small Ponds 1,370,000m2  Lakes &4 g50,000m? (Lake Burley Griffin and other managed by

L N — P e NCA)

Note: Actual flows might not follow the illustrated sequence

The focus on WSUD assets has highlighted opportunities to improve management of the whole stormwater value chain.
The ACTG Feasibility Study could broaden the scope of assets to be considered, to achieve the best outcomes.
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Asset demarcation: An alternative ‘catchment’ approach Commercial in confidence

The alternative ‘catchment’ approach to asset demarcation contains the least number of interfaces between asset owners

System . . .

y and the greatest potential to optimise an integrated water-cycle strategy.

arrangements
URBAN WSUD ASSETS ROAD DRAINAGE . Local drainage
Rainfall from Raingardens &  $5.3m, Korn system
Asset rozf:‘;vg:'::;r: & Bio-retention 3,600m? erbs
- Overland Flow Path
demarcation U —————————————
Gutter Roadside Channels

W
Cut-off Drains $67.0m  Swales/ $1.0m \\ Drains RETICULATION

. Streams 6,600m? \ Manholes (27,697)
Implementation Pervious Paving $0.1m, 1,900m? LN 0O S
approach I_______________________.l 9 Ln_l(sz,sm)
FLOOD WATERWAYS (NON-WSUD) WATERWAYS 1
I MITIGATION WSUD Underground Pipes 6,260 km
: © |
Key: | :
) No. of assets | Retarding $87M ~ Regional drainage &
Basins 21950’000'“ Dar_ns g) Lined 56 km Stormwater Vegetated $5.8m, I _— waterways
$m Asset value | (15) Weirs (12)  cpannels Pit Waterways 164,800m?

2
m Asset area el | -

Wi Asset length I TREATMENT I I NATURAL WATERWAY ASSETS :
1 I
Local drainage assets | & | | |
Regional drainage | \ I : |
assets :\\ I :
=== Mixed ownership | | I I
of assets Sl PR WEEEB S ahpay Large ¢31.4m I ACT Urban Lakes Rivers I
I Traps $9743.1m Small Ponds 1,370,000m? Lakes & 4 650,000m? I 1 (Lake Burley Griffin and other managed by
(94) Ponds I NCA) 1

e .- .- - - - e - e e e e = =) N |

Note: Actual flows might not follow the illustrated sequence

Icon Water prefers a local and regional catchment demarcation along the stormwater system. The ACTG should consider
this alternative to the current scope, to achieve more efficient and sustainable outcomes for the system.
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Implementation approach: Strategy

Commercial in confidence

System
arrangements

Asset
demarcation

Implementation

approach

KEY:

Favourable
Option

Negotiable
Option

The favourable option is a broad whole-of-system stormwater strategy that considers integrated water management

GOVERNANCE AND
REGULATION

Soft: Flexible // Regulation, codes and guidelines set after
consultation // Recommendations and engagement

CHARGES AND INCENTIVES

FUNDING

SW Offset: Developer incentive
/I Mitigate impacts

SW Levy: Charge charge on
bill/rates // Flat rate

STRATEGY

PERFORMANCE
MANAGEMENT

ASSET DEMARCATION

Broad: Strategic goals focused on community amenity // Integrated
water management

Integrated: Activities and outcomes focused // Equal focus on
quantity, quality and amenity // Customer at heart

(See Page 7): TAMS local drainage / Utility regional drainage

PLANNING MAINTENANCE |

ASSET MANAGEMENT

Routine/Reactive: Renew at fail ||

Integrated: One mgmt. plan //
Flexible funds

APPROACH

ORGANISATION

SOURCING

TRANSITION PERIOD

Soft: Focus on meeting community expectations // Waterways to
enhance wellbeing and amenity

Outsource: Specialist external company // Perform to KPIs & SLAs

Slow: Stage transition of asset management 6-12 months // Build
capability in environmental engineering & community engagement

>

Transition from the current ‘hard’ top-down governance to a ‘soft’, more
collaborative and consultative model that considers the inputs of multiple
stakeholders; owner, operator government and communities

Implement a separate stormwater levy paid by residential and business
customers. Collected by either the ACT government or the utility

Apply a broad, whole-of-system strategy that incorporates integrated water-
cycle principles. Include inputs from community and government stakeholders
with an interest in the broader outcomes

Commence with a conventional performance framework and establish broad
KPIs for the whole system performance. Transition to an integrated
framework that requires community satisfaction to be a key element

Preferred options for a utility to manage either the whole system, or the
system downstream of reticulation. If the latter, the utility would have a budget
to influence and work with TAMS on upstream mitigation efforts

Have an integrated asset management plan for all stormwater assets. Where
more than one party owns different assets, have a working group to
collaborate on a joint asset management plan

A combination of both ‘hard’ and ‘soft’ engineering skills collaborating within
the entity or entities managing the stormwater assets with well defined
scopes to ensure alignment of outcomes

Will require a capability assessment of skills needed to deduce whether roles
can be hired internally or if the private sector is best placed to provide the
services needed

Capability is built to evolve from ‘pipes and pumps’ to a contemporary
environmental and community focused, integrated water-cycle management.
Water business will benefit from culture and capability on integration

Setting out an implementation approach enables visualisation of an effective stormwater business.

Water Sensitive Urban Design Assets — June 2016
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Implementation approach: Funding sources Commercial in confidence

System A utility could own, operate and maintain water quality assets and earn the equivalent of a regulated return.
arrangements

Asset Return on capital Cost of equity (40%)
» CSO pass-through —

payment is fully
returned via tax and

demarcation (based on the Weighted Average Cost of

Caplital) 60% will be cost of debt

] ACTG annual Community dividends.
Implementation 55% [ECTIAULTNOLICEUTON(OSIORE . This will result in nil
approach payment impact to ACTG net

operating balance and
will provide revenue
and profit to the utility.

: Assumes that
Return of capital depreciation
represents

(based on 60 year asset life) .
replacement capital

There is no change in cost
to the community over the

Assumes that O&M .
Opex* costs are increased to asset life, assumes that
industry best practice 45% Stormwater charge TAMS would otherwise be
(based on 5% O&M cost) Indus rylevelsp transferring future O&M

costs to the customer via
general rates.

A TAMS are currently spending circa 1% on O&M costs (Source: Marsden Jacob report).

A regulated waterways and drainage business offers a more sustainable solution to the ACTG and the community.
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Implementation approach: Community engagement approach Commercial in confidence

System
arrangements

Asset
demarcation

Implementation

approach

To meet challenges
and realise the
opportunities for
stormwater there
needs to be
engagement of
customer and the
community in
determining a vision
for a city and also
their needs,
preferences and
willingness to pay
around the
opportunities

for stormwater —
WSAA Submission to
the Senate Inquiry
into stormwater
services in Australia.

It is important to define the value of improved waterways and drainage for the ACT community. A willingness to pay study
would facilitate an improved understanding of the value of improvements to stormwater services.

Figure 19: Customer preferences for waterways and drainage services (2015/16 Real

Dollars) The Cooks River was lined

with concrete in the 1940’s
to reduce flooding.

% prefer to satus quo
L

F Preference stays

e In the mid-2000s Sydney
L oo Water observed sections
1 sits comfortably within i .
& 1 ths grovpfmore were starting to fail
B table costs 88 . .
H e structurally. This provided
0 the opportunity for
H S0l naturalisation of 1100m of
30 H T : i
: Brice SUbmission 7 - Fhe river by Sydney Water
Y i) et in 2014-15.
This project replaced the failing concrete riverbanks with more gently sloped
10 banks, stabilised with sandstone and native plants. More than 80% of the
community surveyed were in agreement with the investment in this project.
e poms oy 3;5 pe— pr e Safety benefits: flood mitigation
Level of Waterways and Drainage Charge (p.a.) Community benefits: direct property value uplift by between 4.8% and 8.9%,
Peafvrnce shire improved amenity with new cycle paths, wetlands, ongoing engagement in
Note: This chart shows the percentage of the community who prefer the optimal combination of activities at each cost maintaining and protecting the river, education and appreciation of

ta the status quo (current activities funded by the charge).

saltmarsh with signposted viewing platform.

Environmental benefits: renaturalised river, wetlands, threatened saltmarsh
vegetation reintroduced, flood mitigated

Staff benefits: capability expanded through exposure to new economic
assessment models and top-end research

Icon Water’s firm preference is to only have a stormwater charge on its bill where it is the asset owner and able to engage
directly with the community regarding a shared benefit model.
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Implementation approach: Facilitation legislation Commercial in confidence

System Enabling or facilitation legislation can be used to implement the desired outcome for future management of WSUD assets.
arrangements
Recent examples of facilitation legislation within the ACT include:
Asset

Planning and Development (Capital Metro)

e e A e At BT e ACTEW/AGL Partnership Facilitation Financial Management Act 1996
Implementation g o . y Act 2000 - facilitate the implementation of (Amendment 2006) — to permit the relevant
h development application requirements for the ActewAGL joint venture Territory Authority to transfer ownership of
Gl proposals related to light rail. / '

assets to the ACT Government.

New legislation could overcome some identified implementation issues:
M * Transferring ownership of assets between entities
T ator Management * Setting or revising existing asset values
Qi tion Act 2016  Enabling secondment of employees between entities
* Managing the application of any ACT taxes on changed institutional arrangements
Uvsger et sapln, U malsunia e Key benefits of this approach:
* Clearly identify transaction scope
* Reduced transaction costs
* Reduce implementation time

* Manage transaction risks

The primary focus of the review should be on which option produces the best solution for stormwater management.
Facilitation legislation can assist to smooth the implementation of the best option.

Water Sensitive Urban Design Assets — June 2016
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Conclusion and next StepS Commercial in confidence

Conclusion:
* Improved catchment-wide waterway and stormwater management will deliver better environmental and amenity outcomes for the ACT
community. Currently it seems that no entity is responsible for such a system wide strategy.

* Melbourne Water has been operating a regulated stormwater business for more than 15 years and playing this strategic role for Melbourne
waterways with recognised success.

* Similar utility-scale assets have been transferred in the ACT (i.e. the ACTEW under ActewAGL enabling legislation).

* If lcon Water acquired part of the stormwater system, it could operate as a regulated business and would be best placed to take the lead on an ACT
catchment-wide stormwater strategy.

Proposed next steps:

Prefeasibility into Feasibility Study Due diligence Asset aI(Ijoca?t!on
WSUD assets ecision

Icon Water Board

Prefeasibility into s . .
WSUD assets Feasibility Study Due diligence dellber.ates future
operating models.

lcon Water

iconwater.com.au
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