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Chair’s Preface 

This is the first report of the Public Accounts Committee under its new powers to 
consider any matter under the Northern Territory’s administration. It is also probably 
the quickest inquiry by a Committee of the Assembly to date, taking just six weeks. 

During that time, the Committee was able to call for submissions from Territorians and 
key stakeholders and hear from agencies promoting and implementing the changes, 
and industry, union and academic witnesses. 

While the Assembly’s legislative schedule did not allow time for an exhaustive 
exploration of the issues raised by the structural separation of the Power and Water 
Corporation, it did provide opportunity for stakeholders to raise their views and 
concerns and for the Members of the Committee to question the reasons for the 
proposal. 

In this regard, I would like to acknowledge the contribution of all those who made 
submissions and appeared before the Committee. The Committee also received 
responses to questions on notice despite the tight timeframe for the Committee’s 
inquiry.  

Government and industry witnesses expressed the clear view that the proposed 
structural separation would remove barriers to competition and improve the efficiency 
of PWC businesses.  

There were concerns raised with the Committee regarding the potential for 
privatisation and the adequacy of the analysis of costs and benefits of the proposal. 
The hearings allowed opportunity to explore these issues, and the answers to 
questions raised are set out within this report and the evidence published by the 
Committee. This evidence shows that concerns that the Bills providing for the 
structural separation do not allow for privatisation were not well founded. It also 
outlines the rationale for the proposals in a way that the majority of the Committee 
found compelling. 

There were dissenting views on the Committee’s recommendation that the Assembly 
pass the Bills to implement the structural separation. The strength of this process has 
been that it has put on the public record the reasons for the proposal and the 
dissenting views, which allows the assessment of these views on their merits. 

I would like to thank those who made submissions to and appeared before the 
Committee to assist it with its inquiry. I also acknowledge the work of my fellow 
Committee Members, who have worked hard at analysing a large amount of material 
in a short period of time and, regardless of some differing views, have worked 
together to examine this important issue. 

 

 

Lia Finocchiaro MLA 
Chair 
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Terms of Reference 

 

On 26 March 2014, the Public Accounts Committee resolved:  

That the Public Accounts Committee inquire into and report on the 
Government’s proposals to split up the Power and Water Corporation into three 
separate entities, including:  

a)  The provisions of the Power and Water Corporation Legislation 
Amendment Bill 2014 serial 63, the Power Generation Corporation Bill 
2014 serial 64, and the Power Retail Corporation Bill 2014 serial 65;  

b)  The fiscal and economic impact of the Power and Water Corporation 
being split into three separate entities; and  

c)  Any other matters in relation to the proposed split up of the Power and 
Water Corporation.  
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Recommendations  

Recommendation 1 

That the Assembly pass the Power and Water Corporation Legislation Amendment 
Bill 2014 serial 63, the Power Generation Corporation Bill 2014 serial 64, and the 
Power Retail Corporation Bill 2014 serial 65. 
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1 Introduction 

1.1 On 27 September 2013 the Treasurer announced the Government’s decision to 
restructure the Power and Water Corporation to separate its monopoly and 
competitive businesses into stand-alone government owned corporations with 
separate boards from July 2014.1 The decision to establish two new 
Corporations for electricity retail and generation was announced on 
13 December 20132 and Bills to effect this change were introduced into the 
Legislative Assembly on 13 February 2013. 

1.2 The Public Accounts Committee resolved on 26 March 2014 to inquire into the 
splitting up of the Power and Water Corporation following an amendment to the 
Legislative Assembly’s Standing Orders on 19 April 2014 to enable the 
Committee to examine any matters within the executive authority of ministers of 
the Territory. 

1.3 As the resumption of debate on the Bills was to be before the Assembly on 
6 May 2014, the Committee held an expedited inquiry process. It called for 
submissions by 24 April and held public hearings on 28 April. Submissions and 
witnesses are listed at Appendices 1 and 2. 

1.4 In answer to the question, “why structural separation?”, Treasury’s information 
paper says: 

It is essential to facilitating competition. Separation is the most effective 
way to give competitors confidence that they will succeed (or fail) on their 
own merits. In addition, separation also provides for more effective and 
accountable management of PWC’s businesses, and improves incentives 
for the businesses to be operated efficiently and sustainably.3 

1.5 Although the timeframe for the Committee’s inquiry did not allow it to conduct a 
thorough analysis of all the issues involved, it did allow key stakeholders 
opportunity to set out their views on the proposal and for the Committee to 
question the key agencies promoting and implementing the changes. This 
information is available in the Committee’s published submissions and 
transcripts. 

1.6 It was clear from the evidence that the proposed reforms follow similar changes 
previously made in all other Australian jurisdictions and will increase the 
potential for competition in the electricity market. 

1.7 There were two common concerns raised with the Committee. The first was that 
the changes would allow, or are a precursor to, privatisation. The second was 
that there was no cost-benefit analysis demonstrating the effectiveness of the 
proposed change. 

                                                 
1 Media Release: http://newsroom.nt.gov.au/index.cfm?fuseaction=viewRelease&id=11487&d=5  
2 Media Release: http://newsroom.nt.gov.au/index.cfm?fuseaction=viewRelease&id=11890&d=5  
3 Department of Treasury and Finance, Northern Territory Electricity Market Reform: Information Paper, 

Northern Territory Government, Darwin, February 2014, p.  
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1.8 These two issues, and other issues raised in evidence, are discussed in the 
following chapters. 
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2 The Potential for Privatisation 

2.1 The Committee found no evidence that the proposed changes were intended to 
allow for, or have the effect of allowing, privatisation of all or part of the Power 
and Water Corporation. 

2.2 The Treasurer’s announcements of the changes stated that they were not 
privatisation and this was affirmed by statements in the Assembly.  

2.3 Nevertheless, concerns were raised that proposed Part 5A to the Government 
Owned Corporations Act contained in the Power and Water Corporation 
Legislation Amendment Bill 2014 had the effect of allowing PWC, or parts of 
PWC, to be privatised. Concerns were also raised that, whether or not the 
current legislation allowed for privatisation, it was a significant step towards 
preparing the publicly owned electricity assets for privatisation. 

2.4 These two concerns are examined below. 

Does Proposed Part 5A to the Government Owned 
Corporations Act allow privatisation? 

2.5 The Electrical Trades Union stated the Bills before the Assembly allowed 
privatisation, saying: 

We, at the ETU, have long held grave concerns this reform process is 
simply a prelude to privatisation and, unfortunately, as the draft bills are 
currently before the House it would seem these fears have been well-
founded. As they stand they clearly allow, in our submission, for partial or 
full privatisation of public assets via part 5A of the PWC Legislation 
Amendment Bill that is currently before the House.4 

2.6 The Treasurer’s second reading speech says: 

changes are also being made to the Government Owned Corporation Act 
to provide an appropriate mechanism to transfer the assets, liabilities, 
contractual rights and obligations of the power retail and the power 
generation business of the existing Power and Water Corporation to the 
newly established corporations. 

This is being achieved with the inclusion of a new part in the act that sets 
out a regime for making regulations to transfer businesses from one 
government-owned corporation to another.  

2.7 Proposed Part 5A allows for regulations to be made: 

for the purpose of effecting the transfer of all or part of the business of a 
Government owned corporation to a relevant entity. 

2.8 In the Part: 

relevant entity means any of the following: 

(a) a Government owned corporation; 

                                                 
4 Committee Hansard, Mr Lance McCallum: National Policy Officer, Electrical Trades Union of Australia, 

Public Hearing, 28 April 2014, p. 104 
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(b) a subsidiary; 

(c) a statutory corporation; 

(d) a corporation (as defined in the Corporations Act 2001), or other 
body corporate, that is owned by the Territory; 

(e) the Territory.  

2.9 The Committee notes that all the meanings of “relevant entity” under the Part, to 
which business of a Government owned corporation can be transferred, is an 
entity that is in public ownership. 

2.10 At the hearing, Treasury explained that the Bill allows for the transfer to a range 
of Government owned entities as it is generic legislation and there was no 
intention to allow for the transfer to a private owner.5 

2.11 As there was no apparent provision in proposed Part 5A allowing for the 
privatisation of assets, the Committee sought clarification from the Electrical 
Trades Union of the basis of its contrary view: 

We are basing it on advice we have received. There might be a 
fundamental disagreement as to statutory interpretation here, but we 
believe it does provide for partial or full privatisation and if the government 
is saying - I understand they say that is the mechanism by which they want 
to effect this reform, well there should be a sunset clause that says those 
amendments cease to exist as soon as the current reform is over.6 

… 

Mr HIGGINS: If I can go back to the issue with the section that talks about 
privatisation, a question was asked this morning where it is going from one 
government-owned corporation to another - the question was asked of 
Treasury. Treasury said no, it is only when you go from one corporation to 
another. You said you have advice that it is not restricted to that. Can we 
get a copy of that advice?  

Mr McCALLUM: Yes.  

Mr HIGGINS: I presume that is legal advice?  

Mr McCALLUM: Yes, we can get you something.7 

2.12 At the time of the adoption of this report, the Electrical Trades Union had not 
provided the advice to the Committee. 

2.13 In a further answer provided to the Committee explaining the limits on the ability 
to privatise PWC assets Appendix C, the Under Treasurer noted that under s 38 
of the Government Owned Corporations Act a Government owned corporation 
cannot dispose of capital or financial investments above a threshold without the 
approval of the shareholding Minister. While the question of whether significant 
assets or business could be sold without further legislative amendment is a 
question that could only be answered definitely in the context of a define sale: 

In practice, DTF considers it extremely unlikely that a sale of a significant 
asset or business could be effected without legislative amendment. 

                                                 
5 Committee Hansard, Ms Jodie Ryan: Under Treasurer, Department of Treasury and Finance, Public 

Hearing, 28 April 2014, p. 36 
6 Committee Hansard, Mr Lance McCallum: National Policy Officer, Electrical Trades Union of Australia, p.105 
7 Committee Hansard, Mr Lance McCallum: National Policy Officer, Electrical Trades Union of Australia, p. 106 
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Amendments would be necessary, among other things, to confirm to the 
purchaser that the Minister has the power to sell the assets or business; to 
deal with any residual assets or liabilities and, if relevant, the winding up of 
any government entity holding the business; to deal with taxation matters, 
including the liability for transfer duties; to deal with employment transfers 
as required; and to deal with any licensing requirements. Most of these 
matters would be a pre-condition for any buyer.8 

2.14 The Committee concludes that the Bills do not provide for the transfer of assets 
to a private entity and, under both existing legislation and the Bills, there is no 
real prospect of significant Power and Water Corporation assets being 
privatised unless the Assembly passes new legislation allowing so. 

Are the reforms a precursor to privatisation? 

2.15 Concerns raised by the NT Council of Social Services reflect those raised by a 
number of organisations: 

NTCOSS is also concerned that, even if not in the immediate future, these 
plans by the Government could eventually lead to privatisation.9 

2.16 It is the case that the structural separation of PWC would make it easier to 
privatise parts of PWC in future, but that is not the purpose of the current 
reforms. 

2.17 As noted above, the Committee has not found any evidence of plans to privatise 
PWC and the Treasurer has indicated to the Assembly that the Government 
would not privatise Power and Water without a mandate: 

We are on the record of saying we are not interested in privatising any 
Power and Water Corporation assets this term. We would not do so without 
a mandate of the people, and we are not seeking such a mandate.10  

2.18 NTCOSS has sought a guarantee from the Government to the people of the 
Northern Territory that it will not sell off any profit making portions of the PWC.11 
The Electrical Trades Union has asked that a referendum or similar requirement 
be imposed before PWC can be privatised.12 

2.19 The Committee notes that the costs and benefits of privatisation are highly 
contested and considers that rigorous analysis and public debate should occur 
before such a move was implemented.  

2.20 However, the Committee considers that any proposal to privatise should be 
assessed on its merits and does not support the imposition of a mechanism or 
undertaking intended to bind future Assemblies. 

2.21 The Committee does consider that privatisation of PWC should require specific 
enabling legislation to be passed in the Legislative Assembly before such a 

                                                 
8 Ryan, letter dated 2 May 2014. 
9 Submission No 3, Northern Territory Council of Social Services, 24 April 2014, p 11 
10 Hon David Tollner, Treasurer, Hansard, 3 December 2013 
11 Submission No 3, Northern Territory Council of Social Services, 24 April 2014, p 11 
12 Committee Hansard, Mr Lance McCallum: National Policy Officer, Electrical Trades Union of Australia, p. 106 
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change could be made. As noted above, the Committee understand this to be 
the case under the proposed legislation. 
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3  Adequacy of Analysis 

3.1 There are two broad reasons given for the proposed structural separation: 

1. It is essential to facilitating competition; and 

2. it provides for more effective and accountable management of PWC’s 
businesses, and improves incentives for the businesses to be operated 
efficiently and sustainably. 

3.2 The vertical integration of the Power and Water Corporation, being the 
established generator and retailing in the Territory and also holding the 
monopoly elements of the electricity market is a real impediment to the 
development of competition. The disaggregation of the generation and retail 
businesses should also provide greater accountability for each separate 
business, give greater focus to the boards and improve incentives for efficient 
and sustainable operation. 

3.3 As was stated by Mr Tregilgas: 

Structural separation provides the instruments essential for identifying and 
rooting out inefficiencies: 

 by putting more focussed Boards and management teams into place, 

 by making the finances of the power businesses truly transparent, so 
enabling greater accountability for corporate performance and a robust 
benchmarking of corporate costs, and 

 by turning up the blowtorch on costs in ways possible only through 
effective competition. 

In this way, we expect the actual costs of structural separation to be 
recovered by the new corporations not from their customers but by the 
improved efficiency and operations arising from the focussed governance, 
the financial transparency and the more effective competitive pressures 
only made possible as a result of structural separation.13 

3.4 The Under Treasurer set out the history of the proposals to the Committee: 

Since 2001 we have tried a range of reforms, administrative reforms of the 
business, to try and attempt to improve accountability, transparency and 
efficiency.  That has included operational separation of the component 
businesses, accounting and financial reporting by business line and the 
introduction of a ring fencing code to ensure that Power and Water did not 
discriminate between competing businesses and its own affiliates. 

Despite these measures Power and Water Corporation’s integrated legal 
structure has not always translated into clear benefits for Territory 
consumers.  The integrated structure of Power and Water dilutes incentives 
for it to operate as efficiently as possible, does not result in transparent 
financial management, and it serves as a deterrent to competition in the 
electricity market.  Fourteen years after the introduction of these market 
and regulatory arrangements, the Territory remains the only jurisdiction in 

                                                 
13 Committee Hansard, Mr Alan Tregilgas: Executive Director, New Corporations Unit, Public Hearing, 28 

April 2014, p. 4 
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Australia where there is no competition in the electricity supply chain other 
than the small retail share that has been gained by QEnergy. 

Power and Water’s financial position over that period has also been 
deteriorating.  In 2009, in response to concerns about financial 
sustainability, the Reeves review was commissioned.  The report from the 
Reeves review recommended significant increases in utilities tariffs to 
ensure Power and Water could achieve financial sustainability.  However, 
Power and Water continues to perform below industry benchmarks and 
remains heavily reliant on taxpayer funding and borrowing.  As part of the 
2012 mini-budget this government started a program to improve the 
efficiency of Power and Water Corporation.  Over the year following the 
mini-budget we considered a range of options in the bureaucracy and put 
them to government to help Power and Water achieve commercial 
sustainability and to address our ability to attract competition into the 
electricity market.  The outcome of this consideration, and on looking at the 
options, was that the government approved a broad-ranging utilities market 
reform program in September 2013. 

The reforms aim to bring the Territory’s utility provider and electricity 
market structure in line with the rest of the country and the reform program 
consisted of two interrelated work streams.14 

3.5 In detailing the purpose of the reforms, the Under Treasurer said: 

In regard to structural separation, there are two distinct problems the 
separation of the monopoly and contestable functions seeks to address.  
Firstly, the operation of a vertically and horizontally integrated entity has 
proven to be administratively complex and detrimental to the financial 
performance of PWC.  Although there are potential economies of scope 
and scale with an integrated ownership model, the historical financial 
performance of Power and Water suggests these economies have been 
more than offset by the additional complexity that comes from integration. 

Secondly, as the Power and Water authority operates across both 
monopoly and contestable parts of the electricity market there is scope to 
engage in anti-competitive behaviour.  While we have no evidence such 
behaviour has happened, it does provide for a perception that it could 
happen and has prevented competitors from coming into the market. 

Structural separation involves both legal and governance separation which 
will address many of the issues that led to the failure of our previous 
reforms.  Legal separation involves establishment of separate corporations, 
separate financial information, assets and employees, and governance 
separation involves each corporation being subjected to separate boards 
directions as well as operational separation of policies, processes and 
systems. 

The result of that is we have complete financial transparency from an 
owner/shareholder perspective and it ensures greater exposure to the 
various lines of business to external reporting requirements, external audit 
requirements.  It also requires the formalisation of all contractual 
arrangements between the separated lines of business, and it is this level 
of transparency in separation that PWC, to date, has not been able to 
achieve.  The separation of monopoly and contestable functions also 
allows the boards of each of the three GOCs to exert an increased degree 
of specialisation in their particular areas.  This should also lead to 
productivity and efficiency gains over time. 

                                                 
14 Committee Hansard, Ms Jodie Ryan: Under Treasurer, Department of Treasury and Finance, Public 

Hearing, 28 April 2014, p. 23 
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Given to date accounting separation has not been achieved by Power and 
Water, legal separation alone would still see a single board faced with 
multiple competing priorities.  It was considered that structural separation 
was the best option to achieve what we wanted - financial transparency - 
and what the consumer wants, which is efficiency.  It also increases the 
prospects for competition in the Territory’s electricity generation and retail 
markets. 

One of the consequences of the existing arrangements we have is all 
Territory households – taxpayers, not necessarily the users directly of 
electricity - are bearing the costs of an inefficient utility sector.  That is 
through the need for government to be the primary funder of the utility’s 
infrastructure and services and diverting resources away from other core 
government responsibilities such as education, health and police.  Further, 
having access to efficient utility services is essential input for industry and 
industries will not come to the Territory and develop in the Territory unless 
they have access to the most efficient electricity services.   

Although we remain a small market - that has been raised this morning - 
compared to other jurisdictions there are now technology improvements 
that mean economies of scale are no longer the only justification for 
retaining a vertically integrated system.  There is also the fact a degree of 
investment uncertainty continues for new competitors looking to establish if 
they think there is one entity and it can act anti-competitively.  Therefore, 
our view is that regulatory and structural reform in the utilities sector is in 
the longer-term economic interests of the Territory.15 

3.6 The Chairman of PWC outlined how structural separation would assist internal 
financial accountability:  

I think I can safely say that one of the biggest issues that we have had with 
the Power and Water Corporation is understanding the costs and revenues 
by location and line of business.  Now we are a very complicated business.  
It is really how many functions by the number of towns that is really the 
number of businesses that we have got so it is a complicated messy 
business.  Nevertheless you would think that we have got these functions 
of water, sewerage, electricity and there are bits of generation, networks, 
system control and these sorts of things.  These are all important functions 
all of which cost a lot of money and you would think that we would be able 
to instantly press button A and produce costs and revenues that you can 
rely on for those lines of business.  Now we cannot - and we are getting 
pretty close to getting there - even now with the exercise that I have got on 
the go at the moment, we have not got that sort of information.  Now this 
has been going on for many, many years.  This sort of information has not 
been available and this lack of transparency is not good for any of us.  It is 
not good for us, it is not good for the public, people need to know what the 
costs are by line of business and you also really need to know by location 
so you can understand it.   

Now the structural separation - this is one of the reasons why I have been 
quite keen to do it as it forces that to occur.  Now it sure does not do 
everything because quite of lot of the costs will still be left within what we 
call the rump, the Power and Water Corporation which is us.  Nevertheless 
the key costs of generation - generation is the main one, retail is sort of 
relatively much, much smaller.  It forces that separation of those costs and 
that is a good thing.  Now if you do not have the formal processes - it is like 
some of the other stuff we have seen around where things are – ‘Yes we 

                                                 
15 Committee Hansard, Ms Jodie Ryan: Under Treasurer, Department of Treasury and Finance, Public 

Hearing, 28 April 2014, pp. 23 - 5 
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are going to do it, we will do it’ but it does not actually happen.  This formal 
process forces that separation which produces the transparency.  Now the 
competition side, I am going to stay away from that, but certainly that 
transparency which allows accountability and that is good for everybody, so 
that is why I like it. 

3.7 The Chairman rated these benefits as worthwhile independent of any 
completion effects: 

Mr WOOD:  Regardless of competition, will it make you a better 
corporation? 

Mr CLARKE:  Yes, it will.16 

3.8 There is a broad consensus that competition is an effective driver of efficiency. 
However, wielding competition as a policy tool requires a sufficient 
understanding of the market and its incentives. This is reflected in this exchange 
with Professor Quiggin: 

Mr BARRETT:  In regard to the [national electricity] market characteristics 
you spoke about earlier, you said one of the failings of this whole process 
has been policy makers failing to understand certain aspects and 
characteristics of this market as opposed to a normal market structure.  
What are the characteristics you speak of and what is it we are failing to 
understand? 

Professor QUIGGIN:  First, the idea of separating generation and retail.  
This largely stemmed from a misperception that the wholesale - the 
distributor was the natural retailer.  Under the integrated statutory authority 
model that was typically how things were done since it made some sense 
for the same person to supply both the physical connection to your house 
and the billing functions.  What we saw was a wider separation of 
generation and retail.  That has largely been abandoned and we have seen 
reintegration of generation and retail.  I think that is the first 
misunderstanding.   

The second one is we have seen the notion of competition waved about at 
times where households really do not have the capacity to manage their 
electricity consumption in ways that make competition useful to them.  We 
really needed to develop and install smart meters, get people experienced 
with managing their electricity use over the time of day with a range of 
tariffs before we can consider real benefits arising from retail level 
competition.  

The third problem is policy makers, in setting the regulation of distribution, 
did not really understand distribution is not their biggest connection and the 
volume of usage is important.  We have distribution charges which have 
been fixed in pro rata terms when what matters in distribution is peak 
usage.  What we have seen is an effective subsidy in particular to how to 
use an air conditioner, people responded to that subsidy by moving to 
expanded use and that, in turn, has increased the demand on the 
distribution network.   

All these things were misconceived and most of them reflect a measurable 
faith in competition as opposed to an analysis to what competition 
achieves. 

Mr BARRETT:  The user in competition you are talking about in regard to 
installing smart meters:  could you run through exactly what the process is 

                                                 
16 Committee Hansard, Mr Ken Clarke: Board Chairman, Power and Water Corporation, Public Hearing, 

28 April 2014, p. Uncorrected transcript, pp. 85-6 
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and how that can better equip customers to make informed decisions as to 
their utiliser and why that assists competition in the future? 

Professor QUIGGIN:  Sure, and most of this is more applicable to the 
national electricity market.  I am not fully aware, as I say, of the details of 
the Northern Territory, but what you see in the national electricity market is 
most of the costs on the generation side, or most returns to generators 
arise on the relatively small number of days the entire system is operating 
flat out.  The big cost is just to maintain enough capital stock to operate the 
system flat out.  Those typically are hot summer afternoons, but consumers 
do not see any difference between the price of electricity they pay on a hot 
summer afternoon and the price they pay mid-morning in spring.  Some of 
that could be handled by pricing but has not been, but the big problem is 
that measuring the fact it is not there to enable consumers to respond to 
those price changes.   

Until we have that, there is no real sense in the pricing on the production 
side feeds through to consumers.  We should have moved to those things 
before we started down the path of attempting to introduce things like retail 
competition. 

Mr BARRETT:  So you do not per se have an issue with competition in 
these market structures, we just need a better understanding of these 
market structures so as to utilise the positive effects of competitions 
effectively? 

Professor QUIGGIN:  That is correct, yes.17 

3.9 Some Members of the Committee were concerned that there has not been 
sufficient analysis of how the proposed separation of PWC would play out in the 
Northern Territory. While the Committee was told in principle how the reforms 
would translate into benefits for Territory consumers, it was not presented with 
any hard data or modelling demonstrating that the benefits would be greater 
than the costs. 

3.10 Some Members were concerned that, while disaggregation might be necessary 
for the development of competition, and competition has been a proven driver of 
efficiency in many markets, it was not apparent that disaggregation would lead 
to sufficient competition, or even a sufficient threat of competition, in the 
Northern Territory market to obtain the hoped for benefits. 

3.11 There is clearly a potential for competition, with QEnergy having already entered 
the retail market and Northern Power considering entering the generation 
market. The Committee also raised the question of the scope for competition in 
the Northern Territory with Mr Tregilgas: 

Ms MANISON:  So just going back a bit to the theme of the questions that 
the member for Nelson had, regarding competition.  This morning we have 
heard that we cannot see any detailed cost benefit analysis of what 
structural separation will mean by splitting up Power and Water for ordinary 
Territorians.  Very keen to find out - clearly NEWCO has been talking to 
potential competitors to come into the Territory market; just keen to find out 
about who you have been talking to but also what work has been done 
around looking at whether or not when we have a small population and a 
huge amount of land and distance that we cover here in the Territory 
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including some very remote communities and so forth.  Is competition going 
to be sustainable here in the Territory?  How is it going to go given that we 
are not South Australia, we are not Victoria, we are not the east coast 
network.  We have got a very small population here.  We are just getting 
told at the moment that; “she’ll be right, competition will happen, it is going 
to be a good thing for everybody”.  But we have not seen any evidence to 
show that, we have not seen any documentation around that, just keen to 
find out about the discussions with the competitors but also do they see 
that competition is feasible here in the Territory? 

Mr TREGILGAS:  The substance of those discussions with competitors are 
commercially confidential but I can assure you that from the generation 
perspective there are discussions with alternative retailers and from the 
retail perspective, there is discussion taking place with an alternative 
generator.  Each of these two new businesses’ interests are to encourage 
competition in their area of resourcing generation for retail, and in the retail 
end of the spectrum for generation.  These are continuing.   

I do not think we should show our inferiority complex as the Territory.   

Mr WOOD:  We’re not!  We are worried about Territorians 

Mr TREGILGAS:  We can support more than one retailer - probably three 
retailers in the Top End and a couple of generators, at least, in the Top End 
as well.  We have generation sets sittings on the other side of the harbour 
that, if Power and Water had been more open to the possibility of active 
involvement by others in the market, might have been part of our Darwin-
Katherine grid.  That was discouraged by a board and management 
interested in preserving its business and, ultimately, it preserved its 
business to the cost of Territory consumers who are now paying more for 
their power than they need.18 

3.12 Another issue that arose from the evidence before the Committee was whether 
the level of disaggregation is optimal. The Committee notes that QEnergy was 
of the view that splitting Power Generation into two Government owned 
generators would have made a more competitive market, and consequently put 
great pressure on prices.19 

3.13 The Committee was unable to assess the quality of the analysis done as it was 
informed it could not be made available due to Cabinet confidentiality, as 
outlined in the following exchange: 

Ms MANISON:  … was there any cost benefit analysis done around the 
decision to go forward and structurally separate Power and Water? 

Ms RYAN:  As Mr Tregilgas mentioned earlier, in everything we do we are 
always looking at the costs and benefits of undertaking any kind of project, 
new program or reform.  We have had a look at what other jurisdictions 
have been doing and have been looking for some time.  We are 15 to 20 
years behind where other jurisdictions are at. 

Internationally, this has been happening.  Japan and Singapore are starting 
to look at it now as well, so there is a lot of information and research out 
there around the benefits of structural separation, improving competition, or 
access to competition, and what those benefits are.  We have also 

                                                 
18 Committee Hansard, Mr Alan Tregilgas: Executive Director, New Corporations Unit, Public Hearing, 28 
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19 Committee Hansard, Ms Kate Farrar: Managing Director, QEnergy, Public Hearing, 28 April 2014, 
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undertaken a look at the costs and for us the costs are relatively minimal in 
our view, compared to the long-term cost of not doing structural separation. 

Mr WOOD:  Can I just ask on that—I have seen figures that show, in 
America, municipal power and the generation plants have produced 
cheaper power than private companies, so you are saying that we are 
following what other places have done.  Can you tell us whether the 
introduction of the ownership of power by private companies has actually 
shown benefits to the household lease in price of electricity?  Is it being 
done cheaper than say a government monopoly would have done it and 
where are those figures to show that? 

Ms RYAN:  What you can see is that if a private provider comes in, 
particularly ones that come into - if competition does come into the Territory 
and what we are doing is putting in a structure that enables them to come 
into the Territory - they are operating larger businesses across Australia.  
They already have systems, they already have processes, they have a 
lower set up cost.  In the case of the potential new entrant to the market 
they are going to, as Alan mentioned, be running generators aimed at 
doing the base load.  They are more efficient generators so that can only 
be of benefit to consumers in the long-term.  It will keep the costs down. 

Mr WOOD:  You are not likely to look at consumers in such a small market.  
Most of those companies will have shareholders; they will be a 
shareholding company; they will have their own boards that will have to be 
paid for; they will require a profit. 

Ms RYAN:  But they will be selling lower cost power to the retailer and the 
retailer will be able to pass that on.  Now whether that means … 

Mr WOOD:  So will the person in Wanguri get that? 

Ms RYAN:  … I said the power price will not drop, but we do think that the 
increases will be lower as a result. 

Ms MANISON:  So given there has been some work done around that, I 
am assuming it would be looking at the cost-benefit analysis.  We know 
Treasury loves forecasting a lot.  Is there any documentation, aside from 
the information paper that Treasury put out to do with the structural 
separation that shows that analysis, that you would be able to share with 
the PAC? 

Ms RYAN:  I think it is really just the work that we have been undertaking 
in-house.  We have put it into Cabinet submissions so obviously we have 
got Cabinet-in-confidence issues.  We have not gone out and paid a 
consultant to come up with the answer that we already know.  As far as we 
are concerned we are Treasury.  We do not like spending money, we would 
rather save it for other things, so we have not actually got a report that we 
could table to you, but the history is there.  The other benefit of actually 
undertaking this so late is that we can see what has happened in other 
jurisdictions: what they have done right, what they have done wrong, and 
try to avoid those pitfalls and actually try to implement the best practice 
from what we have seen around the rest of the country.20 
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4 Other Issues 

Cost of separation process 

4.1 The Treasurer has approved expenditure totalling $2.8 million as the amount to 
be spent by the Northern Territory Government on PWC’s structural separation. 
Of this amount, only $400,000 is recurrent in nature.21 

4.2 It is estimated that the additional costs of the Board and support staff from the 
two new corporations will be $4 million.22 

4.3 Details of the cost of the separation are outlined in the New Corporations Unit’s 
submission, which provides the tables copied below. 

23 
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22 Submission No 4, New  Corporations Unit, 25 April 2014, p 9 
23 Submission No 4, New  Corporations Unit, 25 April 2014, p 13 
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Does generation competition mean high costs for taxpayers? 

4.4 The Power and Water Corporation currently has excess generation capacity. 
Competition in generation means that other generators may enter the market 
and result in PWC generation assets being used less than expected or 
‘stranded’. The Utilities Commission has concluded that as competitors enter 
the market GenCorp will have to write-down its non-performing or obsolete 
assets, noting that it should only receive a return on an efficient asset base and 
the Government has determined that competition entering the market is 
desirable.24 

4.5 This led to questions whether competition in generation would benefit 
consumers and taxpayers as the value of public assets diminished and were 
underutilised. 

4.6 Mr Tregilgas outlined to the Committee that such competition will only reduce 
the cost of wholesale power, and the consequent write-downs of assets will 
have no impact on taxpayers: 

The loss of market share by GenCorp to new generators like NP will only 
reduce the costs of wholesale power paid by power retailers in the Darwin-
Katherine market. 

Any of GenCorp’s generation assets made redundant by the entry of third-
party generation competitors will be restricted to those generation assets 
that cost more to operate in order to produce power than the newer 
generators. Most of these redundant generation assets reflect poor 
investment decisions by past Boards and management of PWC. Writing off 
the value of these redundant assets is generally accepted accounting 
practice in such circumstances. Writing off the value of these assets means 
that GenCorp’s customers are not expected to continue to bear the cost of 
past investment mistakes by PWC. As a result, GenCorp’s costs of 
producing power is not expected to rise as a result of entry by new 
generators. The write-downs are notionally borne by taxpayers, but these 
valuation losses have no meaning for or impact on taxpayers as they 
involve sunk costs in that they involve values that are not recoverable by 
taxpayers.  

Any of GenCorp’s gas take that is made surplus to its requirements is 
expected to be sold instead by PWC’s Gas Sales Unit to the new 
generators taking market share from GenCorp. These alternative sales are 
permitted under PWC’s existing gas supply agreements. PWC’s take or 
pay obligations will be unaffected. As a result, GenCorp’s costs of 
producing power is not expected to rise as a result of entry by new 
generators.25 

Impact on staff 

4.7 The Committee had a number of questions relating to the impact of the proposal 
on staff. The Committee was advised that the aim of the proposal was for the 
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number of staff to remain the same, and the majority of staff to have little 
change in their roles. Consultation on the new structures was underway. 

Ms MANISON:  Are all staff affected by the structural separation aware of 
where they are going under the new work structures you have within Power 
and Water Corporation? 

Ms WATSON:  I am Lisa Watson.  At this stage we are working through the 
consultation process with the new org charts for the new government-
owned corporation.  We have put in place a subcommittee to JCC and 
discussions on the new org charts took place over the last couple of weeks.  
We are now starting to consult with staff. 

Ms MANISON:  Is it possible to get those new org charts tabled for the 
committee? 

Mr CLARKE:  Yes, sure.   

Ms MANISON:  As part of the structural separation do you anticipate any 
job losses within Power and Water Corporation? 

Mr CLARKE:  No, the whole - this is one of the key things with this.  We 
are seeking to say to staff essentially you will go home one night and turn 
up the next day and your job - nothing will have changed other than the fact 
you are in either power retail or power generation.  A small number might 
have some other implication for them, but the idea is the number of staff 
will remain the same. 

Ms MANISON:  A number of staff will have their jobs varied, changed 
according to ... 

Ms WATSON:  Our ultimate goal is exactly that smooth transition for all our 
staff.  There will be some staff within the new structures that may have 
different functions within their role and we will talk to those individuals, but it 
is limited in numbers.  The majority of staff will wake up on 1 July and go to 
work about their normal business.  They have raised with us that they just 
want to get on with their everyday job come 1 July and do not really care 
what they are called.26 

4.8 Nevertheless, the Committee noted media comments by the Treasurer 
indicating his view that PWC was currently overstaffed and there would be 
reductions in staff numbers.27 

4.9 In this regard, the Electrical Trades Union noted: 

For me a key flag along those lines is always apprentices.  One of the 
really disturbing comments through the industry out of Victoria was for 10 
years - once they split up and sold off they did not employ any junior 
apprentices for something like 10 years.  Through working at Power and 
Water, we have a massive turnover of staff a number of years ago.  We 
would get tradesmen from down south who struggled to cope with the 
conditions.  They would move into this environment not understanding what 
the cost of living was, and Power and Water’s pay structures at the time 
would make sure they sat on the bottom pay level for years and people 
could not afford that.  We have done some work around making sure it is 
more equitable for people, but what really disturbs me is we have already 
almost halved the Power and Water apprentice intake this year from other 

                                                 
26 Committee Hansard, Mr Ken Clarke: Board Chairman and Ms Lisa Watson: senior Executive Manager 

Governance & Corporate Services, Power and Water Corporation, Public Hearing, 28 April 2014, pp. 80-1 
27 http://www.abc.net.au/local/stories/2014/01/09/3922967.htm?&section=news, accessed 6 May 2014 
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years.  That, to me, is a pretty good indication about where things will 
head.28 
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5 Conclusion 

5.1 The efficiency of providing electricity to consumers in the Northern Territory 
needs to improve to reduce the direct costs to consumers and the indirect costs 
to taxpayers. 

5.2 The proposed separation of PWC is aimed at improving the efficiency of 
electricity provision by increasing competition in the electricity market and 
improving accountability and incentives for PWC’s businesses. 

5.3 Some Members of the Committee remained concerned that no projections or 
modelling could be provided to the Committee to demonstrate that the benefits 
from the proposal would be greater than its costs. This increases uncertainty 
regarding whether the anticipated benefits from the proposal will exceed the 
costs. 

5.4 Some Members of the Committee considered that there was not adequate cost 
benefit and risk analysis to justify the proposed separation. However, the 
majority of the Committee considered that the case for the proposed changes 
had been well made and any delay would come at a considerable cost to the 
Northern Territory. 

5.5 The majority of the Committee therefore recommended that the Assembly pass 
the Bills. 

Recommendation 1  

That the Assembly pass the Power and Water Corporation Legislation 
Amendment Bill 2014 serial 63, the Power Generation Corporation Bill 2014 
serial 64, and the Power Retail Corporation Bill 2014 serial 65. 
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1. Utilities Commission of the Northern Territory, 24 April 2014 

2. Power and Water Corporation, 24 April 2014 

3. Northern Territory Council of Social Services, 24 April 2014 

4. New Corporations Unit, 25 April 2014 

5. Electrical Trades Union, 25 April 2014 

6. Professor John Quiggin, 26 April 2014  
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Public Hearing – Darwin, 28 April 2014 
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 Department of Treasury and Finance 
 QEnergy 
 Professor John Quiggin 
 Power and Water Corporation 
 Electrical Trades Union of Australia 
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Appendix C:  Department of Treasury and Finance 
Answers 
By letter dated 2 May 2014, the Under Treasurer provided the following answers to the 
Committee. 
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