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Dear Mr Knox 

 

FOLLOW-UP QUESTIONS FOR WRITTEN RESPONSES 

As foreshadowed at the Panel’s public hearing on 6 February 2015, I am writing with 

a list of follow-up questions that the Industry Panel has of Icon Water.  These 

questions relate chiefly to issues raised by Icon Water in its submission to the Panel’s 

draft report as part of its review of the 2013 price direction made by the Independent 

Competition and Regulatory Commission for regulated water and sewerage services.   

 

The Panel has also developed a number of questions based on queries made by 

members of the community at the public hearing, where a response by Icon Water 

would assist the Panel in making its final decision. 

 

The Panel would appreciate a written response to all these questions by Thursday, 

26 February 2015.  It is the Panel’s intention to upload the questions and Icon 

Water’s responses to its website in due course.  

 

 

 

Yours sincerely 

 
 

Mary Anne Hartley QC 

President of the Industry Panel 

19 February 2015 
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ATTACHMENT 

Panel Questions for Icon Water  
 

A. Alternative proposed price path and WACC  

1. Please confirm, in tabular form, the alternative price path and weighted average cost of 

capital that it is contending for in its response the Panel’s draft decision.  Preferably the 

tables should be in the same format as those in Table 14.6 and 10.1 of the Draft Decision. 

B. Deadband 

The Panel would like to get a better understanding of Icon Water’s view on the following: 

2. Is a 7% deadband expected to adversely affect Icon Water’s financial viability?  If so 

please give details of the impact and period of any likely detriment. 

3. Will service levels be impacted at the lower bound of the 7% deadband?  If so to what 

extent will Icon Water seek out further operating efficiencies before reducing service 

quality?  If there is any likely detriment to service levels, please identify the nature and 

extent of the impact. 

4. How was Icon Water’s alternative proposal of a 3% deadband established? 

5. How will a 3% deadband benefit consumers if demand is lower than forecast? 

6. Adopting a 3% deadband means that it is more likely that the deadband will be triggered 

and greater shortfalls or over recoveries will need to be dealt with in the following 

regulatory period.  How will the adoption of a lower deadband increase predictability of 

consumer bills over time as claimed on page 10 of Icon Water’s submission? 

7. With the exception of one water business in Victoria, all of the other regulated 

metropolitan water businesses in Australia are subject to a price cap or hybrid price and 

revenue cap form of control.  Is there anything different about Icon Water’s business or 

its customers that should lead the Panel to adopt an alternative approach to other 

regulators?  Has Icon Water now conceded its proposal for a pure revenue cap as 

articulated in its Statement of Facts and Contentions (dated 31 July 2014) in favour of a 

hybrid price and revenue cap? The Panel’s current view is that the adoption of a lower 

deadband level will likely mean that the form of control more closely mimics a revenue 

cap than a price cap.  If Icon does not agree, please provide any further comments you 

wish the Panel to consider. 

C. Risk of a revenue shortfall 

8. Does the $34 million revenue shortfall and asymmetry cited in Icon Water’s written 

submission only arise because Icon Water has taken a different view to the Panel on water 

sales forecasts, or is there something else inherent in the draft decision that gives rise to 
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the shortfall and asymmetry?  If so, please give details of the other factors which in Icon’s 

view give rise to the likelihood of a $34 million revenue shortfall. 

D. Water sales forecasts 

The Panel would like to get a better understanding of Icon Water’s view on the following: 

 

9. With a return to severe restrictions unlikely for the foreseeable future, does Icon Water 

contend that per capita consumption will continue to fall or does Icon Water expect per 

capita water consumption to stabilise? Under whichever scenario is contended for, at 

what time, and at what level?  

10. What are Icon’s estimates for per capita consumption over the regulatory period?  Does 

this allow for any “bounceback” from the period of water restrictions? If no bounceback 

in per capita consumption is expected, please explain what an increasing population will 

mean for water sales? 

11. How does Icon Water reconcile the view that absolute demand is not expected to increase 

(and has been declining "despite significant population growth" for the past 25 years), 

with the decision to invest in major water security projects? 

12. Has Icon Water investigated in detail the expected effects of changes in housing, 

behaviour and internal water efficiency infrastructure? Has Icon water developed a 

medium term view on non-residential consumption patterns and expected changes (in 

industrial / commercial use?).   If so please provide details. 

E. Equity beta 

Icon Water contends that the equity beta should be 0.9 and has submitted a report prepared by 

SFG, which suggests that a higher equity beta should be adopted because water utilities tend 

to exhibit an asymmetric equity beta.  Please advise whether: 

 

13. Icon Water is aware of any other regulator that has accepted the approach proposed by 

SFG in relation to determining the value of the equity beta?  If so give details. 

14. Icon Water is able to provide a description of why water utility businesses might exhibit 

the asymmetry SFG refers to.  Please provide a description in layman’s terms (for the 

benefit of members of the public) in addition to any technical response. 

15. Why is Icon Water contending for a 0.9 equity beta when SFG’s advice is that it should 

be 0.8? 

F. Water abstraction charge (WAC) cost pass-through 

16. Please provide details of the nature and an estimate of the administrative costs Icon Water 

would incur if the WAC cost pass-through mechanism remains as it is in the draft 

decision. 
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G. Feedback on proposed annual reporting requirements 

As noted in chapter 4 of its draft report, the Panel intends to suggest to the ICRC that it 

consider:  

 implementing an operating and capital expenditure incentive scheme in the next 

regulatory period, and also consider whether a service-level incentive scheme should be 

introduced, and   

 requiring Icon Water to submit a report each year, which sets out:  

o the actual operating and capital expenditure it incurred in the previous financial 

year, and an explanation for any major deviation from the expenditure allowances 

approved in the price direction 

o the revenue it received from the provision of water and sewerage services in the 

previous financial year and revenue received from other sources, and 

o its actual water sales, water and sewerage customer numbers, fixture numbers, 

dam releases and sewerage volumes in the previous financial year. 

17. Does Icon Water wish to submit any observations on the above proposals? 



 

 

Questions from the Public to Icon Water 
 

After reviewing the transcript of the public hearing held in Canberra on 6 February 

2015, the Panel has developed the following list of questions based on input from 

members of the public at the hearing, which the Panel regards as being relevant to the 

consideration of its final decision. 

 

18. What does Icon Water consider to be the appropriate balance in the sharing of 

demand risk between customers and Icon, and why? 

19. Can you provide an explanation of why you believe water demand will fall, and 

how have you taken into account the growth of Canberra is making forecasts 

about water demand? 

20. How does Icon Water reconcile an 11% rise in water charges with a $3 increase in 

household bills? 

 


